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WASHINGTON,  D.  C.  20201 


December  28,  1968 


Dear  Mr.  President: 

I  have  the  honor  to  transmit  to  you  a  report  on  preventive  care.  This 
study  was  requested  by  the  90th  Congress  in  Report  No.  744  of  the  Senate 
Committee  on  Finance.     It  stated:     "The  Committee,  therefore,  instructs 
the  Secretary  of  Health,  Education,  and  Welfare  to  conduct  a  study  of  the 
possible  coverage  under  medicare  of  the  cost  of  comprehensive  health 
screening  services  and  other  preventive  services  designed  to  contribute 
to  the  early  detection  and  prevention  of  disease  in  old  age,  and  the 
feasibility  of  instituting  and  conducting  informational  or  educational 
programs  designed  to  reduce  illness  among  medicare  beneficiaries  and  to 
aid  them  in  obtaining  needed  treatment.    The  Secretary  will  report  to 
the  Congress,  prior  to  January  1,  1969,  his  findings  and  recommendations 
resulting  from  these  studies." 

Of  concern  in  formulating  the  report  has  been  the  paucity  of  specific 
cost  effectiveness  researth  directed  at  the  elderly  population.  This 
lack  is  present  in  both  the  health  education  and  preventive  medicine 
fields . 

To  assist  in  overcoming  this  difficulty,  the  advice  and  opinion  of  many 
authoritative  people  were  sought  and  considered  in  arriving  at  recommen- 
dations.    I  have  incorporated  many  of  their  views  and  ideas  in  this  report. 

The  study  suggests  that  preventive  services,  although  of  definite 
value  to  the  population  aged  65  or  over,  would  be  more  effective  if 
directed  to  a  younger  age  group.     It  is  also  apparent  that  targeting 
education  programs  toward  a  younger  age  group  would  be  more  effective. 

The  recommendations  are  as  follows: 

It  is  recommended  that  coverage  of  comprehensive  health  screening 
services  and  other  preventive  services  not  be  added  to  the  program 
at  this  time. 

It  is  recommended  that  clarification  of  intent  in  the  present  law 
be  made  by  specifying  that  when  an  aged  individual  presents  himself 
with  a  complaint  to  his  physician,  the  physician,  as  part  of  good 
patiei.t  care  management,  may  perform  the  tests  or  examinations  he  feels 
are  necessary  and  be  able  to  anticipate  reimbursement  under  the 
Medicare  program. 
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It  is  recommended  that  a  series  of  well  evaluated,  population 
based  studies  be  performed  to  determine  the  feasibility  of 
including  comprehensive  health  screening  and  other  preventive 
health  services.     Specific  studies  should  focus  on  questions 
related  to  validity,  reliability,  acceptability  to  patients  and 
physicians,  and  feasibility  in  relation  to  the  costs  of  screening 
and  follow-up.     Further  studies  should  examine  the  effect  of 
elimination  of  the  $50  deductible  for  preventive  services  on 
utilization  of  such  services. 

It  is  recommended  that  a  national,   cooperative,  voluntary  effort 

directed  at  health  education  for  the  aged  should  be  initiated  by 

the  Department  in  cooperation  with  medical  societies,  women's  auxiliaries, 

voluntary  agencies,  advertising  groups,   consumer  groups,  senior 

citizen's  organizations,  community  hospitals  and  other  providers 

of  services,  public  health  agencies,   insurance  companies,  news 

media  and  other  groups  interested  in  and  capable  of  providing  local 

leadership,  initiative  and  effective  action.     To  accomplish  this, 

it  will  be  necessary  that: 

a.  Congress  provide  appropriations  for  the  activity; 

b.  The  Department  provide  an  effective  focal  point  for  the 
coordination  of  health  education  efforts  in  the  Office  of  the 
Assistant  Secretary  for  Health  and  Scientific  Affairs; 

c.  Federally  funded  programs,  and  public  and  voluntary 
organizations,  place  more  emphasis  in  their  programs  on 
supporting  effective  educational  activities  which  encourage 
sound  health  practices  among  the  aged;  and 

d.  Governmental,  voluntary,  and  private  agencies  finance 
evaluation  of  different  types  of  educational  activities 
for  the  aged  and  for  other  age  groups,  and  determine  the 
relation  of  costs  to  effectiveness  in  reducing  illness 
among  Medicare  beneficiaries. 

It  is  recommended  that  the  Social  Sercurity  Administration  expand 
its  activities  directed  at  informing  beneficiaries  about  availability 
and  utilization  of  services  under  Medicare,  and  that  wherever 
possible  these  activities  be  coordinated  or  integrated  with  general 
community  information  and  referral  services. 


Sincerely, 


Wilbur  J.  Coh« 
Secretary 


Honorable  Hubert  H.  Humphrey 
President  of  the  Senate 
Washington,  D.  C.  20510 
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INTRODUCTION 

The  Senate  Committee  on  Finance  has  asked  the  Secretary  of  Health, 
Education,  and  Welfare  to  submit  to  Congress  by  January  1,  1969 
the  results  of  studies  on  "the  possible  coverage  under  Medicare 
of  the  cost  of  comprehensive  health  screening  services  and  other 
preventive  services  designed  to  contribute  to  the  early  detection 
and  prevention  of  disease  in  old  age,  and  the  feasibility  of 
instituting  and  conducting  informational  or  educational  programs 
designed  to  reduce  illness  among  Medicare  beneficiaries  and  to 
aid  them  in  obtaining  needed  treatment." 

While  it  has  long  been  recognized  that  promoting  good  health  and 
preventing  illness  is  a  basic  function  of  medicine,  such  services 
are  not  now  explicitly  covered  under  Medicare.    Indeed,  the  exist- 
ence of  a  growing  aging  population  is  in  part  due  to  the  triumphs 
of  preventive  medicine.    Nevertheless,  many  of  our  elderly  citizens 
harbor  damaging  health  defects  that  can  be  detected  and  treated. 
That  detectable  abnormalities  are  widespread  among  "healthy" 
individuals  65  years  and  over  and  can  be  detected  in  the  presymp- 
tomatic  form  illustrated  in  several  studies:    The  National  Institute 
of  Mental  Health  (1963)  reported  on  physical,  psychological  and  social 
processes  in  a  group  of  healthy  men  65  years  and  over.    All  the 
volunteers  considered  themselves  free  of  disease,  yet  the  initial 
screening  revealed  a  wide  range  of  abnormalities,  including  cardio- 
vascular, pulmonary,  renal,  ocular  and  a  variety  of  others. 
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While  the  death  rate  in  the  U.S.  has  been  cut  in  half  since  the 

beginning  of  the  century,  this  can  no  longer  be  taken  as  a 

criterion  of  general  health  of  the  population.    An  increasing 

aging  population  beset  by  an  increasing  incidence  of  disabling 

degenerative  diseases,  belies  the  unwarranted  optimism  generated 

by  the  lower  death  rate.    A  study  of  illness  among  older  people 

in  Hagerstown,  Maryland,  indicated  that  if  disease  is  to  be 

prevented  or  brought  under  control  by  age  65,  the  condition  must 

13/ 

be  detected  and  action  taken  by  45. —    Another  study  in  Baltimore 

revealed  that  among  those  65  years  and  over,  30%  had  some  limitation 

of  activity  due  to  illness,  while  in  the  under  55  only  1%  were  so 
14/ 

handicapped. 

So,  we  can  see  that  comprehensive  health  screening  and  preventive 
services  are  most  effective  when  applied  to  those  in  much  younger 
age  category  than  the  Medicare  beneficiary. 

Health  education,  too,  is  most  effective  when  directed  at  a  younger 
age  group  which  is  not  resistant  to  change  and  which  will  readily 
modify  their  patterns  and  habits  if  convinced  it  is  for  their  health 
betterment.    When  dealing  with  the  elderly  citizen,  the  challenge 
to  health  education  is  greater.    The  channels  of  communications 
which  are  often  effective  in  reaching  a  general  audience  are  not 
so  when  the  target  group  consists  of  Medicare  beneficiaries.    A  more 
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personal,  direct  approach  is  often  essential  in  communicating  with 
or  motivating  the  elderly.     And  while  there  has  been  some  success 
in  reaching  the  aged,   innovative  approaches,  particularly  at  a  local 
level,  must  be  explored  further  to  educate  and  motivate  the  elderly 
citizen  to  take  action  which  will  alleviate  suffering  and  prolong 
his  life. 

The  task  assigned  by  the  Senate  Finance  Committee  is  further 
complicated  by  the  fact  that  little  definitive  research  has  been 
directed  at  determining  the  costs  and  effectiveness  of  preventive 
services  and  health  education  that  are  focused  on  the  aged.  Time 
has  not  permitted  the  conduct  of  new,  specific  studies  directed  at 
these  questions.     In  large  part,  this  report  deals  with  the  results 
of  studies  already  published,  most  of  which  have  researched  preventive 
care  and  health  education  generally  but  not  specifically  in  relation 
to  their  effects  on  the  aged.     In  addition,  the  Secretary  has  relied 
heavily  upon  the  views,  opinions,  and  suggestions  of  many  experts, 
who  revie  wed  the  literature  and  met  with  staff  to  consider  the  question 
raised  by  the  Committee.* 


*     See  Section  V 
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11.  RECOMMENDATIONS: 

A .     Preventive  Services 

We  have  studied  the  possibility  of  adding  to  the  coverage  of  Medicare 
the  cost  of  comprehensive  health  screening  services  and  other  preven- 
tive services  for  the  aged.     While  preventive  care  is  important,  we 
do  not  believe  comprehensive  preventive  coverage  is  feasible  at  this 
time ,  mainly  because  of  administrative  constraints,   inability  to 
estimate  costs  to  the  program,  limited  experience  with  automated 
multiphasic  health  screening,  and  an  inadequate  supply  of  health 
professionals  to  provide  preventive  and  follow-up  services. 

1.  Recognizing,  however,  that  the  principle  of  preventive  care 
is  sound,  we  do  recommend  that  legislative  or  administrative 
clarification  of  intent  in  the  present  law  be  made  by 
specifying  that  when  an  aged  individual  presents  himself 
with  a  complaint  to  his  physician,  the  physician,  as  part 

of  good  patient  care  management,  may  perform  the  tests  or 
examinations  he  feels  are  necessary  and  be  able  to  anticipate 
reimbursement  under  the  Medicare  program. 

2.  It  is  also  recommended  that  a  series  of  well  evaluated, 
population  based  studies  be  performed  to  determine  the  feasi- 
bility of  including  comprehensive  health  screening  and  other 
preventive  health  services.     Specific  studies  should  focus 

on  questions  related  to  validity,  reliability,  acceptability  to 

patients  and  physicians,  and  feasibility  in  relation  to  the 
costs  of  screening  and  follow-up.     Further  studies  should 
examine  the  effect  on  utilization  of  such  services  with  the 

elimination  of  the  $50  deductible. 


B .     Health  Education  and  Information 

We  have  studied  the  feasibility  of  instituting  and  conducting 
educational  programs  designed  to  reduce  illness  among  Medicare 
beneficiaries  and  to  aid  them  in  obtaining  needed  treatment, 
and  recommend: 

1.     That  a  national,  cooperative,  voluntary  effort  directed 
at  health  education  for  the  aged  should  be  initiated  by 
the  DHEW  in  cooperation  with  medical  societies,  women's 
auxiliaries,  voluntary  agencies,  advertising  groups, 
consumer  groups,   senior  citizen's  organizations,  community 
hospitals  and  other  providers  of  services,  public  health 
agencies,   insurance  companies,  news  media  and  other  groups 
interested  in  and  capable  of  providing  local  leadership, 
initiative  and  effective  action.     To  accomplish  this,  it 
will  be  necessary  that: 

a.  Congress  provide  appropriations  for  the  activity; 

b.  The  Department  provide  an  effective  focal  point  for  the 
coordination  of  health  education  efforts  in  the  Office  of 
the  Assistant  Secretary  for  Health  and  Scientific  Affairs 

c.  Federally  funded  programs,  and  both  public  and  voluntary 
organizations,  place  more  emphasis  in  their  programs  on 
supporting  effective  educational  activities  which 
encourage  sound  health  practices  among  the  aged;  and 

d.  Governmental,  voluntary,  and  private  agencies  finance 
evaluation  of  different  types  of  educational  activities 
for  the  aged  and  for  other  age  groups,  and  determine  the 
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relation  of  costs  to  effectiveness  in  reducing  illness 
among  Medicare  beneficiaries. 

2.     That  the  Social  Security  Administration  expand  its  activities, 
directed  at  informing  beneficiaries  about  availability  and 
utilization  of  services  under  Medicare,  and  that  wherever 
possible  these  activities  be  coordinated  or  integrated  with 
general  community  information  and  referral  services. 
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III.     PREVENTIVE  SERVICES 

A.     Preventive  Services:     Definition  and  Limitations 
For  many  years  periodic  health  examinations  have  been  urged  by 
the  American  Medical  Association,  local  medical  societies  and 
indistrial  groups.     However,  except  in  pediatrics,  obstetrics 
and  some  industrial  practices,  only  a  fraction  of  the  public  re- 
ceives them,  for  multiple  reasons  --  acceptance  of  its  value  by 
patients  or  physicians,  economic  barriers,  etc.     In  a  poll  con- 
ducted by  the  National  Opinion  Research  Center,  University  of 
Chicago,  and  The  Health  Information  Center,  80  percent  of  those 
who  were  questioned  said  "A  person  should  see  a  doctor  for  regular 
checkups."    But  only  20  percent  acknowledged  that  they  actually 
did  so.     Among  the  physicians  who  were  polled  80  percent  believed 
in  "physical-s  regularly",  but  only  45  percent  actually  recommended 
them  to  their  patients."*"^ 

While  more  than  116  million  Americans  are  privately  insured  for 
basic  medical  expenses  and  almost  57  million  are  covered  for 
major  medical  costs,  few  have  coverage  for  preventive  services. 
Notable  exceptions  are  the  Kaiser  Foundation  Health  Plan  on  the 
West  Coast  and  the  Health  Insurance  Plan  in  New  York.     In  recent 
months,  additional  insurance  plans  have  begun  to  encourage  health 
examinations  by  including  them  as  benefits.     At  the  present  time, 
21  states  permit  health  examinations  under  Medicaid,  including 
8  that  allow  it  for  those  medically  indigent  65  years  and  over. 
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Nevertheless,  despite  the  exclusion  of  physical  checkups  and 
other  preventive  services  under  Medicare,  many  of  these  procedures 
are  presently  reimbursed,  since  such  procedures  are  in  fact  being 
carried  out  as  a  part  of  total  therapeutic  care  in  the  physician's 
office.     Since  no  fewer  than  86  percent  of  all  persons  65  years 
and  over  have  one  or  more  abnormalities,  it  is  not  uncommon  for 
the  attending  physician  to  perform  extensive  tests  and  other 
procedures  that  result  in  a  diagnosis.    Under  these  circumstances, 
payment  under  Medicare  is  allowed. 

Despite  the  notable  exceptions  and  these  trends  toward  coverage, 
the  National  Health  Survey  statistics  revealed  that  of  all  phy- 
sician office  visits,  only  8  percent  are  primarily  for  health 
checkups. 

If,  however,  the  entire  "well"  population  heeded  the  urging  for 

periodic  health  examinations,  neither  manpower  nor  facilities  are 

presently  available.    Were  the  average  busy  practitioner  to  perform 

yearly  physicals    on  each  of  his  non- symptomatic  patients,  it 

would  take  an  inordinate  time  away  from  his  care  of  the  ill. 

Moreover,  there  is  by  no  means  unanimous  agreement  in  medical 

circles  about  the  degree  of  ultimate  benefit  of  the  usual  periodic 
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health  examination. 

It  is  only  in  recent  years  that  technology  has  advanced  to  the 
stage  where  new  health  delivery  systems  can  be  formulated  and 
evaluated.    Utilizing  automated  equipment,  administered  by 
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specially  trained  paramedical  personnel,  AMHS  --  automatic 
multiphasic  health  screening  --  is  a  process  which  provides  a 
health  history  and  physical  measurements;  screens  for  heart 
disease  and  cancer  of  the  cervix,  breast,  mouth  and  lung; 
measures  visual  and  auditory  acuity;  detects  glaucoma,  hyper- 
tension, diabetes;  and  generates  a  battery  of  laboratory  tests. 
The  doctor  is  sent  the  data  yielded  by  AMHS,  which  alerts  him 
not  only  to  existing  conditions,  but  provides  him  with  a  bio- 
chemical profile  which  serves  as  a  baseline  for  comparison  pur- 
poses from  year  to  year.     He  is  thus  enabled  to  observe  the  rate 
of  a  patient's  deterioration,  if  any.     AMHS  has  value  as  a  preven- 
tive measure  only  to  the  extent  that  medical  follow-up  for  diag- 
nosis and  treatment  is  provided  by  a  family  physician.     The  formu- 
lation of  this  system  for  providing  comprehensive  health  screening 
services  needs  to  be  further  developed,  refined  and  evaluated. 
Through  the  current  demonstrations  funded  by  the  Public  Health 
Service  and  through  the  needed  program  of  Kaiser  Permanente, 
settings  are  provided  in  which  information  generated  will  eventually 
contribute  to  new  knowledge  about  indicators  of  disease.  Data 
secured,  hopefully,  will  also  determine  the  sensitivity  and  speci- 
ficity of  each  screening  test,  the  population  norms  of  each 
physiological  and  biochemical  parameter,  the  behavioral  aspects 
of  utilization  of  the  service  by  the  consumer  and  the  health  pro- 
fessions, and  the  precise  measurement  of  the  health  value  of  early 
disease  detection  and  intervention. 
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B.  Consumer  Demand  for  Automated  Multiphasic  Health  Screening 
Public  demand  for  better  medical  care  frequently  precipitates 
action  before  conclusive  scientific  evidence  of  its  value  is 
available.     Demand  for  Automated  Multiphasic  Health  Screening  is 
not  yet  widespread  although  it  is  rapidly  increasing,  and  the 
opportunity  still  exists  for  evaluating  all  elements  of  this 
service  and  establishing  quality  standards  for  it.     An  intensi- 
fied effort  in  research  and  development  is  required. 

C.  Experiences  of  Existing  AMHS  Demonstrations 

There  are  today  four  AMHS  demonstrations,  supported  by  the 
U.S.  Public  Health  Service  (Milwaukee;  Brooklyn,  New  York; 
New  Orleans;  and  Rhode  Island),  modeled  after  the  program  pio- 
neered by  Dr.  Morris  Collen  at  Kaiser  Permanente  Health  Foundation 
in  California.     In  contrast  to  the  Kaiser  program  which  serves  a 
prepaid  insured  population,  the  PHS  programs  are  designed  to  serve 
open-ended  communities,  in  a  variety  of  settings  and  under  diverse 
sponsorships  --  a  city  health  department,  a  community  hospital,  a 
medical  school,  and  a  state  health  department  in  cooperation  with 
a  community  hospital.     The  goals  of  the  pilot  AMHS  programs  are 
to  determine  the  factors  relating  to  acceptance  by  the  public  and 
health  professions,  to  develop  and  refine  the  techniques  used,  to 
determine  utilization  patterns,  and  to  work  towards  establishing 
norms  and  standard  procedures. 

Experience  of  these  operational  programs  suggest  the  following: 
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1 .  It  is  unlikely  that  AMHS  will  immediately  decrease  costs  of 
medical  care.     On  the  contrary,  it  may  well  stimulate  a  demand 
for  additional  medical  services  in  the  short  run.     However,  it  is 
postulated  that,  in  the  long  run,  the  ultimate  total  costs  could 
be  lowered,  since  savings  might  accrue  in  time  as  a  result  of 
changes  in  the  type  of  services  offered  and/or  utilized. 

2.  A  factor  basic  to  the  worth  of  a  screening  program  is  first, 
acceptability  to  the  public.     The  potential  consumer  must  believe 
or  be  convinced  that  AMHS  is  a  worthwhile  effort  for  his  present 
and  future  well  being;  the  nature  of  the  experience  must  also  be 
relatively  free  of  pain  and  discomfort.     The  facilities  must  be 
readily  accessible.     Because  of  previous  failures  in  traditional 
screening  programs  in  this  respect,  careful  consideration  was 
given  in  the  planning  of  the  demonstrations.     To  date,  the 
reaction  of  participants  in  both  Milwaukee  and  Brooklyn  has  been 
gratifying.     Schedules  in  both  facilities  are  now  filled  for 
several  months  in  advance. 

3.  The  medical  profession  must  accept  and  appropriately  utilize 
the  comprehensive  screening  program.     Not  only  must  the  physician 
view  AMHS  as  a  tool  that  will  aid  him  in  diagnosis  and  treatment, 
he  must  also  be  kept  informed  of  the  significance  of  the  large 
amount  of  data  presented  to  him.     Most  crucial  of  all  is  the 
willingness  of  local  physicians  to  provide  follow-up  for  the 
patients  referred  to  them.     Physician  education  and  involvement  on 
a  planned  basis  is  necessary  to  achieve  their  acceptance.     In  both 


12 

the  Milwaukee  and  Brooklyn  programs,  physician  acceptance  has 
been  encouraging. 

4.  The  application  of  AMHS  as  a  screening  tool  only  to  those 
65  years  and  over  is  too  limited  in  value  to  reap  its  maximum 
benefits .     This  type  of  detection,  if  utilized  earlier,  could  more 
easily  effect  the  reversal  of  disability  or  arrest  the  pathological 
processes  that  account  for  so  much  debilitation  in  later  years. 

5 .  Comprehensive  health  screening  services  must  include  provision 
for  developing  techniques  to  achieve  public  acceptance.  Often 
those  who  need  it  most  demand  it  least.     Although  the  final 
responsibility  for  preventive  health  services  rests  with  the 
people  themselves,  it  is  also  the  responsibility  of  physicians 
and  other  health  practitioners  to  persuade  them  to  take  advantage 
of  preventive  health  services.     Health  education  techniques,  mass 
media,  behavioral  science  approaches  should  be  compared  to  determine 
which  is  most  effective  in  securing  public  acceptance. 
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D.     Routine  Physical  Examination 
Current  coverage 

Routine  physical  examinations  have  been  specifically  excluded  from 
coverage  since  the  inception  of  Medicare  by  precisely  worded 
language  written  into  the  original  Title  XVIII  legislation: 
"Notwithstanding  any  other  provision  of  this  title,  no  payment 
may  be  made  under  Part  A  or  Part  B  for  any  expenses  incurred  for 
items  or  services  (1)  which  are  not  reasonable  and  necessary  for 
the  diagnosis  or  treatment  of  illness  or  injury  or  . . . ;     (7)  where 
such  expenses  are  for  routine  physical  checkup... 

Data  on  physical  examinations 

According  to  National  Center  for  Health  Statistics  data,  there 
were  over  113  million  visits  to  a  physician  by  persons  65  and  over 
from  July,  1963  to  June,  1964.     This  averaged  out  to  6.7  visits 
per  person  per  year.     Data  gathered  by  the  National  Disease  and 
Therapeutic  Index  revealed  that  visits  to  private  physicians  by 
the  elderly  in  the  year  immediately  after  the  start  of  Medicare 
were  9  percent  greater  than  those  for  the  year  prior  to  the  start 
of  the  program.     This  reflected  in  part  a  shift  from  clinic  and 
outpatient  visits  to  private  physicians  because  of  Part  B  coverage, 
but  probably  also  reflected  some  increased  physician  utilization. 
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The  National  Disease  and  Therapeutic  Index  showed  that  there 
were  2.67  million  visits  to  private  physicians  for  "general 
medical  examinations"  in  1967  by  persons  60  years  and  older. 
No  specific  conclusions  can  be  drawn  because  the  data  covered 
those  60  and  over  who  saw  private  physicians  for  their  examinations 
only,  but  it  indicated  that  about  10  percent  of  persons  60  years 
and  over  visited  private  physicians  in  1967  for  "general  medical 
examinations."    In  addition,  an  unknown  number  underwent  screening 
examinations  and  were  examined  in  outpatient  clinics. 

It  would  be  impossible  to  pinpoint  the  reasons  for  this  low  degree 
of  utilization,  but  causes  probably  include  cost  of  examination, 
physician  availability,  patient  motivation,  patient  fears,  and 
numerous  others . 

Physician  manpower,  now  critically  short,  might  prove  to  be  a  barrier 
to  the  elderly  taking  full  advantage  of  physicians'  screening 
examinations . 

The  Health  Insurance  Plan  of  Greater  New  York  offers  a  yearly 
general  physical  examination  to  subscribers.    About  20  to  25  percent 
of  subscribers  take  advantage  of  this  service  yearly,  but  they 
estimate  only  six  percent  yearly  utilization  by  subscribers  65 
and  over.    No  special  effort  is  made  by  HIP  to  inform  subscribers 
of  the  service.    When  telephone  calls  were  made  to  a  sample  of 
subscribers  of  all  ages,  utilization  increased  by  8  percent  yearly. 


15 


Group  Health  Association  of  Washington  reported  about  36  percent 
utilization  by  those  65  and  over  of  physicals  included  in  their 
benefit  package.     The  wide  discrepancy  between  utilization  of  the 
two  plans  probably  can  be  explained  in  part  by  the  active 
publicity  and  promotion  of  the  service  by  Group  Health  Association. 

Contents  of  Examination 

The  routine  physical  examination  should  include  a  thorough  history 
and  physical  examination  by  a  physician,  since  most  common  diagnostic 
categories  of  disease  which  cause  disability  in  elderly  include 
cardiovascular  disease,  malignancies,  gastrointestinal  disorders, 
respiratory  tract  disorders,  and  neuroskeletal  disorders. 

The  examination  may  range  from  a  minimal  one  to  a  comprehensive  one, 
with  the  minimal  being  limited  in  the  types  of  procedures  for  the 
physical  examination  (e.g.  limited  to  sphygmomanometery ,  ophthalmosocopy , 
otoscopy,  rectal  examination,  and  pelvic  examination  for  females) 
as  well  as  a  minimal  number  of  clinical  and  laboratory  diagnostic 
procedures.     The  contents  of  a  comprehensive  examination  can  be 
quite  extensive  in  terms  of  the  physical  and  the  diagnostic  procedures. 
Obviously,  the  costs  of  the  latter  would  be  greater  than  the  costs  of 
the  former. 

In  addition,  the  problems  of  specifying  in  the  law  or  in 
regulations  which  procedures  would  be  reimbursable  and  which  would 
not,  are  extremely  difficult  since  there  is  no  general  agreement 
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on  content  of  examinations.     Such  specification  would  be  necessary 
in  order  to  estimate  and  control  costs  and  to  maintain  quality  of 
patient  care. 
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Costs  of  Providing  Preventive  Services  Coverage 

1.  Cost  of  Providing  Comprehensive  Health  Screening  Services 
to  Medicare  Beneficiaries.     Based  on  Tables  I  and  II,  the 
estimated  cost  of  furnishing  comprehensive  health  screening 
services  through  automated  techniques  would  be  approximately 
$40  per  capita.     If  provided  through  private  practitioners,  the 
per  capita  costs  would  be  considerably  higher.     The  total  cost 
to  the  Medicare  program,  if  AMHS  were  covered  immediately, 
cannot  be  estimated  because:     (1)  such  services  are  not 
universally  available  and  (2)  if  such  services  were  available, 
it  cannot  be  estimated  (on  the  basis  of  present  experience)  to 
what  extent  they  would  be  utilized.     The  $40  per  capita  also 
does  not  include  costs  for  follow-up,  diagnosis  and  treatment, 
nor  does  it  make  allowance  for  those  who  are  not  in  need  of 
this  service  because  of  either  being  under  care  or  having 
previously  had  diagnostic  examinations.     As  has  been  stated, 
the  extent  of  increase  for  such  services  resulting  from  a 
comprehensive  health  screening  service  program  is  not  yet  known. 

2.  Costs  of  Physical  Examinations.    An  accurate  estimate  of 
the  costs  to  the  program  for  an  inclusive  physician  conducted 
physical  examination  is  difficult  since  the  number  of  bene- 
ficiaries who  would  utilize  the  service  is  unknown.     In  addition, 
costs  would  be  based  on  a  "reasonable  and  customary"  physicians' 
fee  for  service  plus  charges  for  the  diagnostic  procedures  not 
included  in  the  physician's  charge  for  service. 
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If  a  typical  charge  for  such  an  examination  were  $50.00  - 

$100.00,  it  would  be  necessary  to  eliminate  the  deductable 

as  well  as  the  coinsurance  of  Part  B,  or  the  beneficiary  would 

necessarily  pay  most  of  the  costs  out  of  his  own  pocket. 

Under  current  deductable  and  coinsurance  provisions  the 

beneficiary  would  be  obligated  to  pay  about  three  quarters 

of  a  $75.00  physician's  charge.     If  the  examination  were 

limited  to  the  estimated  1.2  million  beneficiaries  who 

enter  the  program  each  year,  and  were  a  one  time  entry  examination, 

and  assuming  that  approximately  33%  of  these  beneficiaries  would 

take  advantage  of  the  examination  (at  an  estimated  $75  cost), 

then  with  elimination  of  the  deductible  and  coinsurance,  the 

inclusion  of  the  examination  would  cost  the  program  about  $30 

million  plus  administrative  expenses  annually. 
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IV.     HEALTH  EDUCATION  AND  INFORMATION 
A.    Education  to  Reduce  Illness 

Most  of  today's  major  health  problems  cannot  be  solved  without 
thorough  understanding  and  action  by  individuals.  Physicians 
and  other  health  workers  play  a  vital  role,  of  course,  in 
diagnosis  and  in  prescription  of  treatment.    But  it  is  the 
individuals  themselves  who  decide  whether  to  follow  sound  per- 
sonal health  practices,  seek  diagnosis,  or  heed  medical  advice. 
People  of  all  ages  need  to  understand  and  take  responsibility 
for  action  about  such  matters  as  diet,  exercise,  safety,  smok- 
ing, drinking,  drugs,  stress,  hobbies,  rights  and  benefits 
under  health  insurance,  recognition  of  quality  medical  care,  and 
appropriate  use  of  services. 

The  reasons  for  so  many  persons,  both  young  and  old,  failing  to 
make  sound  decisions  concerning  their  health  are  many,  including 
the  following 

*  Lack  of  understanding,  negative  attitudes,  fears,  and 
poor  habits  often  block  appropriate  action. 

*  Many  health  services  are  inconvenient,  impersonal, 
inadequate,  uncoordinated,  and  costly,  thus  discouraging 
proper  use. 

*  The  physical  environment  is  frequently  not  conducive  to 
health  protection. 
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Opportunities  are  generally  limited,  especially  for  older 
persons,  to  keep  purposefully  active — important  for  both 
mental  and  physical  health. 

Health  education  can  be  effective  in  overcoming  many  of  these 
obstacles.    This  is  especially  true  when  applied  in  a  local  set- 
ting to  combat  a  specific  problem  as  the  following  examples 
demonstrate: 

33/ 

Under  the  direction  of  a  health  educator,  a  project   was  carried 
out  in  the  RoxlDorough-Manayunk  section  of  Philadelphia  from 
1961-64  to  test  the  effect  of  citizen-led  group  discussions  in 
motivating  people  to  take  actions  which  prevent  accidental 
injuries.    A  total  of  143  meetings  were  attended  by  1,236  resi- 
dents of  a  five- tract  area.    A  reduction  of  17  percent  in  rela- 
tion to  the  preceding  year  was  realized  in  accidental  injuries 
treated  among  residents  of  the  study  area  on  an  inpatient  basis 
at  the  community  hospital.    Residents  of  the  control  area  had  an 
increase  of  16  percent  in  hospital- treated  injuries  during  this 
same  period. 

34/ 

In  a  project  conducted  in  Florida  from  1960  to  1963  a  health 
educator  was  brought  in  to  discover  why  only  20  percent  of  a  high- 
risk  population  of  2,387  women  on  welfare  took  advantage  of  free 
Pap  smear  examinations  at  one  of  the  health  department  clinics. 
Personal  interviews  with  those  who  had  responded  and  with  700  of 
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those  who  had  not  brought  to  light  major  reasons  for  nonresponse. 
Information  about  the  program  had  been  disseminated  largely 
through  the  mass  media  and  a  letter  sent  out  to  welfare  recipients. 
Many  had  not  received  the  letter.    Many  who  had  were  completely 
or  partially  illiterate  so  they  could  not  get  the  message.  Some 
were  afraid  that  if  they  participated  they  would  be  operated  on 
and  lose  their  ability  to  function  as  women.    Others  did  not 
follow  through  because  times  and  places  of  the  examinations  were 
inconvenient . 

Analysis  of  these  findings  led  to  development  of  an  educational 
approach  tailor-made  for  the  target  population,  with  special 
attention  to  (1)  use  of  respected  opinion  leaders  for  face-to- 
face  education  of  prospective  participants,  (2)  improved  locations 
and  times  of  clinics;  and  (3)  improved  commui lications  at  the  tite 
of  examination  and  in  follow-up  of  those  requiring  further  tests 
or  treatment.    In  a  pilot  demonstration  applying  this  approach  to 
program  development,  97  percent  of  the  women  came  in  for  examination. 

Several  projects  have  demonstrated  the  value  of  education  by  a 

team  of  health  professionals  in  improving  practices  and  health 

status  of  patients  who  have  congestive  heart  failure.    The  practices 

relate  to  diet,  rest,  exercise,  medications,  and  use  of  services. 

35/ 

In  one  of  these  projects    conducted  at  St.  Peters  General  Hospital 
in  New  Brunswick,  New  Jersey,  a  team  consisting  of  a  health 
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educator,  physician,  social  workers,  public  health  nurse,  and 
dietitian  tested  a  coordinated  approach  which  included  home  visits, 
office  conferences,  clinic  conferences,  in-hospital  conferences, 
and  group  discussion.    The  health  educator  had  major  responsibility 
for  diagnosing  educational  needs,  coordinating  educational  activi- 
ties, providing  consultation  and  training  about  educational  methods, 
and  evaluating  the  impact  of  education  on  knowledge,  attitudes,  and 
practice. 

This  educational  program  significantly  reduced  hospitalization  for 
congestive  heart  failure.    Out  of  a  group  of  50  study  patients, 
23  had  been  admitted  a  total  of  35  times  for  600  hospital  days 
during  a  period  before  participation  in  the  program.    After  the 
program,  in  a  comparable  time  span,  only  6  of  the  patients  were 
admitted  12  times  for  148  hospital  days. 

To  determine  the  effect  of  education  on  compliance  with  low-sodium 
diets,  before/after  tests  were  made  of  the  sodium  content  of  the 
urine.    These  tests  showed  a  reduction  in  excess  excretion  of 
sodium  from  101  percent  excess  over  dietary  allowance  levels  to 
42  percent.    Furthermore,  analysis  of  understanding  about  low 
sodium  diets  showed  an  increase  of  70  percent  in  correct  responses 
by  study  patients  compared  with  an  increase  of  4  percent  by 
control  patients. 
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The  study  group's  knowledge  about  medication  improved  from  a  score 
of  64  percent  correct  at  intake  to  93  percent  at  discharge.  A 
control  group's  score  dropped  from  70  percent  to  60  percent. 

These  examples  illustrate  that  the  most  effective  health  education 
programs  take  place  in  the  local  community  and  are  designed  around 
specific  local  needs,  resources,  and  actions.    Too  often,  heavy 
reliance  is  placed  on  one-way  information-giving  approaches. 
Information  alone,  whether  presented  via  pamphlets,  films,  news- 
papers, magazines,  or  other  media  is  not  effective  in  producing 
the  thorough  understanding,  favorable  attitudes,  and  sustained 
positive  action  needed  to  reduce  most  health  problems.  Information- 
giving  is  an  essential  part  of  the  educational  process — for  example, 
in  developing  awareness  and  interest — but  it  is  rarely  instrumental 
by  itself  in  bringing  about  adoption  of  new  practices.  Direct 
face-to-face  discussion  has  been  found  most  effective  in  motivating 
action.    This  applies  especially  in  unclear  situations  and  with 
persons  who  are  poor,  elderly,  and  isolated.    This  evidence  stresses 
the  essential  character  of  local  action  for  health  education. 

At  the  present  time,  numerous  governmental,  voluntary  and  private 
agencies  are  active  in  many  health  education  activities  at  national, 
State  and  local  levels.    A  coordinated  approach  to  health  education 
of  the  elderly  is  mandated,  mobilizing  through  national  leader- 
ship the  many  interested  and  capable  local  organizations. 
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And  while  the  local  cxmnunity  is  where  the  real  action  is,  or 
should  be,  in  educating  for  better  health,  citizens  and  profes- 
sionals who  plan  and  conduct  such  local  health  education 
activities,  and  their  state  counterparts,  need  the  kinds  of 
resources  that  can  be  made  available  through  national  governmental 
and  private  programs  such  as  the  National  Medical  Audio-visual 
component  of  the  National  Libarary  of  Medicine.    To  accomplish 
this,  a  national,  cooperative  voluntary  effort  directed  at  health 
education  for  the  aged  should  be  initiated  by  DHEW  in  cooperation 
with  medical  societies,  voluntary  agencies,  and  other  private  and 
public  agencies  and  organizations  that  are  concerned  with  the 
problem  of  better  health  for  our  elderly  citizen.    Through  this 
effort  Federal  programs  and  private  and  voluntary  programs  can 
be  encouraged  to  expand  their  educational  activities  in  relation 
to  the  aged,  and  to  adopt  innovative  approaches  to  developing 
positive  health  practices.    However,  there  is  much  we  do  not  know 
about  how  to  motivate  people,  particularly  the  aged,  to  change 
their  behavior  patterns  and  attitudes.    Programs  will  need  to  be 
evaluated  and  their  cost-effectiveness  determined  so  that  we  can 
know  the  fruits  of  our  activities. 

Through  a  focal  point  in  the  Office  of  the  Assistant  Secretary 
for  Health  and  Scientific  Affairs,  DHEW,  is  prepared  to  under- 
take this  leadership  task  in  coordinating  health  education 
activities  directed  at  the  aged. 
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Information  About  Services 

One  of  the  major  functions  of  information  offices  is  to  disseminate 
information,  facts,  or  to  convey  a  certain  message  to  a  general  or 
selected  audience.    The  most  common  tools  used  to  carry  out  this 
trade  are  the  press  release,  the  film,  the  exhibit,  the  pamphlet 
and  the  publication.    The  most  common  vehicles  are  the  newspaper, 
radio- television,  the  trade  journal,  and  other  mass  media  forms. 

While  for  millions  of  Americans,  exposure  to  the  products  of  this 
information  function  may  be  the  only  contact  they  will  have  with 
a  specific  government  agency,  for  many  information  people  there 
is  even  less  contact  with  the  general  public.    For  communications 
to  be  complete,  it  must  be  two-way,  but  unfortunately,  this  is 
seldom  feasible  when  the  initiators  of  information  are  outnumbered 
many  millions  of  times  over  by  the  audience  they  are  trying  to 
reach. 

As  in  the  case  of  health  eduacation,  information  dissemination  is 
most  effective  when  it  is  done  on  a  direct  basis.    When  the  recip- 
ient of  the  information  is  able  to  pose  questions  and  have  them 
answered,  there  is,  of  course,  less  chance  for  confusion  and  more 
opportunity  for  understanding. 

In  the  Medicare  program,  the  possibility  of  implementing  a  true 
communications  program  is  greater  than  many  other  Federal  programs 
for  two  reasons:    the  audience  is  limited  to  a  specific  age  group 
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and  those  concerned  with  serving  this  group,  and  there  exists  on 
the  Federal  level  a  decentralized  channel  of  corrinunications  in 
the  800  District  Offices  of  the  Social  Security  Administration. 

For  most  elderly  citizens,  keeping  abreast  of  the  available  Medicare 
benefits,  understanding  their  implications,  and  knowing  how  and 
where  to  take  advantage  of  them  are  major  problems.    The  informa- 
tion functions  of  the  Social  Security  Administration  should  be 
expanded  through  its  District  Offices  with  emphasis  on  more  direct 
contact  with  senior  citizens  organizations  and  those  facilities 
which  house  the  aged  in  order  to  alleviate  these  problems,  and 
to  coordinate  these  activities  with  general  community  information 
and  referral  services. 
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Introduction 

Benefits  covering  some  of  the  cost  of  psychiatric  services  for  the 
aged  are  included  in  both  Titles  XVIII  and  XIX  of  the  Social  Security 
Act — Medicare  and  Medicaid.     Inclusion  of  psychiatric  benefits  in  the 
Social  Security  Amendments  of  1965  represents  a  significant  precedent 
in  financing  care  of  the  mentally  ill.     Coverage  of  hospital  and  medical 
care  for  such  groups  under  Medicare  and  Medicaid,  however,  is  subject  to 
special  limitations  that  reflect  the  concern  of  the  Government  with  the 
fiscal  and  policy  implications  of  covering  the  long-term  custodial  care 
commonly  associated  with  the  mental  hospital. 

The  Senate  Finance  Committee  hearings  on  the  Social  Security  Amend- 
ments of  1967  reflected  the  concerns  of  both  public  and  private  groups 
with  respect  to  the  limitations  on  coverage  of  care  of  the  mentally  ill 
under  Medicare  and  Medicaid.     Following  the  1967  hearings,  the  Senate 
Finance  Committee  requested  the  Secretary  of  the  Department  of  Health, 
Education,  and  Welfare  to  study  the  experience  under  the  1965  Amendments 
to  the  Social  Security  Act  and  to  make  recommendations  for  changes  in  the 
current  provisions  in  a  report  to  the  Committee  by  January  1,  1969.  The 
following  is  the  relevant  section  of  the  Committee's  report  (Report 
No.  744,  November  14,  1967,  p.  190): 

11  (w)     Study  of  financing  care  of  patients  in  mental  institutions 

The  Social  Security  Amendments  of  1965  provide  Medicare 
benefits  to  patients  with  mental  disease  under  limitations 
different  from  those  applicable  to  other  illnesses.     The  amend- 
ments also  provide  for  Federal  participation  in  public  assist- 
ance payments  to  or  on  behalf  of  aged  persons  in  mental 
institutions,  but  those  payments  are  not  available  for  individuals 
who  are  under  age  65. 


The  committee  has  received  numerous  comments  and  suggestions 
regarding  these  limitations  and  it  is  concerned  about  inequities 
which  may  result  from  the  special  limitations  that  are  involved. 
It  accordingly  requests  the  Secretary  to  study  the  experience 
under  the  1965  provisions  as  well  as  to  evaluate  the  problems 
involved  in  expanding  or  extending  those  provisions  and  to  submit 
a  report,  including  his  recommendations  for  changes  in  the  various 
provisions  of  law  that  are  involved,  to  the  committee  by  January  1, 
1969." 

The  staff  of  the  Social  Security  Administration,  the  Social  and 
Rehabilitation  Service  and  the  Health  Services  and  Mental  Health  Admin- 
istration currently  are  engaged  in  a  comprehensive  study  of  the  use  of 
covered  services  by  psychiatric  patients  under  Medicare  and  Medicaid. 
Information  on  the  extent  of  utilization  of  services  is  essential  for 
evaluating  the  effects  of  the  existing  psychiatric  benefit  limitations. 
These  data  requirements  cannot  be  fully  met  within  the  time  period 
specified  by  the  Senate  Finance  Committee.     This  report,  therefore,  is 
submitted  as  an  interim  report.     The  final  report  will  be  submitted  to 
the  Senate  Finance  Committee   in  1969- 

This  interim  report  will  provide  some  background  information  on  the 
extent  of  the  problem  of  mental  illness  in  the  United  States,  and  a 
brief  description  of  the  legislative  history  of  the  psychiatric  benefits 
under  Federal  programs.     Data  will  be  presented  on  the  hospitals  parti- 
cipating under  Medicare  and  State  participation  under  Medicaid.  The 
present  coverage  of  psychiatric  benefits  under  both  programs  will  be 
outlined  followed  by  a  description  of  the  sources  of  data  and  questions 
to  be  answered  to  evaluate  the  psychiatric  benefit  limitations. 
Mental  Illness  Among  the  Aged 

According  to  definitions  of  mental  illness  by  the  National  Asso- 
ciation for  Mental  Health,  some  19  million  persons  (1  in  every  10)  in 
the  United  States  have  some  form  of  mental  or  emotional  disorder 
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requiring  psychiatric  care.     Moreover,  the  economic  cost  of  mental  illness 
(mental,  psychoneurotic,  and  personality  disorders)  in  the  United  States 
was  estimated  at  the  sum  of  $7  billion,  or  15.2  percent  of  the  total  cost 
of  all  illness,  in  1963.     More  than  $2  billion  was  spent  directly  for  hos- 
pital and  physician  care  of  the  mentally  ill  and  the  remaining  $5  billion 
represents  estimated  economic  loss  in  output  or  persons  who  died  or  became 
disabled  as  a  result  of  mental  disease. U    The  National  Institute  of  Mental 
Health  estimated  that  the  cost  of  mental  illness  in  the  United  States  in 
1966  ran  almost  as  high  as  $20  billion,  or  about  3  percent  of  the  gross 
national  product.— '     Included  in  the  latter  estimates  are  costs  of  the 
reduction  in  productivity  among  the  employed  mentally  ill  and  costs  of  a 
wide  range  of  treatment  services. 

Clearly,  mental  illness  is  a  major  and  exceedingly  costly  national 
health  problem  that  seriously  affects  not  only  the  afflicted  individual 
but  his  family  and,  in  the  aggregate,  the  general  welfare  and  economy  as 
well . 

As  of  mid-1963,  about  292,000  persons  aged  65  and  over  with  mental 
disorders  were  residents  in  long-stay  mental  institutions,  geriatric  hos- 
pitals, homes  for  the  aged,  and  related  facilities  in  the  United  States — 
a  rate  of  1,662  per  100,000  in  this  age  group.     Of  these  patients,  51  percent 


If  Dorothy  P.  Rice,  Estimating  the  Cost  of  Illness,  Health  Economic  Series 
No.  6,  PHS  Publication  No.  947-6  (Washington:  U.S.  Government  Printing 
Office,  1966)  p.  81. 

2/    Ronald  W.  Conley,  Margaret  Conwell,  and  Mildred  B.  Arrill,  "An  Approach 
to  Measuring  the  Cost  of  Mental  Illness,"  American  Journal  of  Psychiatry, 
December  1967,  pp.  63-70. 


were  in  State  and  County  mental  hospitals,  43  percent  were  in  nursing 
homes  and  related  facilities,  5  percent  were  in  Veterans  Administration 
hospitals,  and  1  percent  were  in  private  mental  hospitals .— / 

Table  1  gives  the  most  recent  data  available  (1965)  on  the  number 
of  persons  of  all  ages  and  those  65  and  over  in  nonfederal  mental  hos- 
pitals.    Approximately  30  percent  of  all  resident  patients  in  State  and 
County  mental  hospitals  were  aged  people,  most  of  them  females  (59.7 
percent).     Of  all  female  resident  patients  in  these  hospitals,  some  35 
percent  were  aged  65  or  more,  in  contrast  to  about  24  percent  among  the 
males  (probably  a  result  of  the  longer  average  life  span  of  women) . 

Data  on  first  admissions  to  a  mental  hospital  would  seem  especially 
pertinent  in  view  of  Medicare  restrictions  on  payments  for  extended  hos- 
pitalization, a  matter  that  will  be  discussed  subsequently.     About  31,000 
aged  persons  entered  mental  hospitals  in  1965  for  the  first  time — 86  percent 
in  State  and  County  institutions,  and  14  percent  in  private  mental  hospitals.—' 
First  admissions  to  State  and  County  mental  hospitals  included  more  males 
than  females,  although  within  each  sex  group  the  ratio  of  aged  to  all  ages 
was  still  higher  among  the  females  (21  percent  compared  to  16.5  percent 
among  the  males) . 

In  private  mental  hospitals,  only  some  11  percent  of  first  admissions 
were  in  the  old-age  group.     And  in  contrast  to  conditions  in  the  public 
mental  hospitals,  first  admissions  in  the  private  hospitals  comprised  more 

_3/    Morton  Kramer,  Carl  Taube,  and  Sheldon  Starr,  Patterns  of  Use  of  Psychiatric 
Facilities  by  the  Aged:     Current  Status,  Trends  and  Implications,  Proceedings 
of  the  American  Psychiatric  Association  Regional  Research  Conference  on  Aging 
in  Modern  Society,  San  Francisco,  March  1967,  p.  92. 

47    This  estimate  Is  considered  a  minimal  one  since  not  all  of  the  private  mental 
hospitals  in  the  country  that  were  queried  responded  (see  footnote  1,  table  1). 
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females  than  males,  and  the  relative  number  of  aged  to  total  first  admis- 
sions was  about  the  same  in  each  sex  group. 

Outpatient  services  in  psychiatric  clinics  were  little  used  by  the 
elderly  (only  2.1  percent  of  all  persons  using  these  facilities  were  aged 
65  and  over)  perhaps  partly  because  of  physical  difficulty  in  getting  to 
these  clinics. 

In  terms  of  rate  per  100,000  population  also,  the  number  of  aged  per- 
sons using  outpatient  psychiatric  clinic  services  was  a  small  fraction  of 
that  noted  in  the  population  at  large.     In  sharp  contrast,  the  rate  of 
resident  patients  in  public  hospitals  and  even  the  rate  of  first  admissions 
was  in  each  instance  much  higher  among  the  persons  aged  65  and  over  than 
in  the  general  population  (table  1). 

The  number  of  patients  in  State  and  County  mental  hospitals  has  been 
decreasing  in  recent  years,  at  an  estimate  rate  of  0.8  percent  per  year 
among  the  aged.     Thus,  it  has  been  calculated  that  the  year-end  resident 
patient  load  of  persons  aged  65  and  over  in  these  hospitals  (both  sexes, 
all  mental  disorders)  would  decline  from  about  149,000  in  1963  to  120,000 
by  1973,  or  in  terms  of  rates  per  100,000  population,  from  847  in  1963  to 
586  in  1973.-/ 

The  major  dia.gnostic  categories  of  mental  disease  vary  considerably 
by  type  of  mental  health  facility.     In  1966,  brain  syndrones,  schizophrenia, 
depressive  disorders,  alcoholic  disorders,  personality  disorders,  and 
transient  situational  personality  disorders  were  the  most  frequent  diagnoses 
of  mental  disease. 


5/    Morton  Kramer,  "Epidemiology,  Biostatistics ,  and  Mental  Health  Planning," 
Psychiatric  Research  Report  22,  American  Psychiatric  Association,  1967, 
pp.  1-63. 


The  attached  table  2  presents  in  detail  the  percent  distribution  of 
selected  diagnoses  among  first  admissions  to  state,  county,  and  private 
mental  hospitals  and  terminations  from  general  hospitals  with  psychiatric 
services  and  outpatient  clinics. 

A  number  of  NIMH  sponsored  studies  demonstrate  that  many  patients 
who  are  residents  of  state  and  county  mental  hospitals  can  be  adequately 
treated  in  nursing  homes,  community  mental  health  centers,  halfway  houses, 
and  foster  homes  when  such  services  are  available.    An  annotated  biblio- 
graphy documenting  these  studies  will  be  incorporated  into  the  final  report 
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Table  1.  Persons  In  mental  hospitals  and  under  care  in  outpatient  psychiatric  clinics:  All  ages 
and  aged  65  and  over,  by  sex,  1965 


XJ/->  oni  fal     f>  /-\  t-\  t~  tt^  1     Jinr!    f"  vnp    <~>  t    t>  3  f~  i  on  f* 
IlvJ  ojJlLdl     LU11LLU1     dim     L  y  J.J  t.     UJ  |;aLiCUL 

Total, 
all  ages 

Aged  65  and  over 

Rate  per  100,000 
population 

Number 

Percent 
of 
total 

Total 
patients 

Aged  65 
and  over 

—  •  ■ 

All  persons 

State  and  county  mental  hospitals; 

475,202 

T /. n  Tin 
14U ,  j  JU 

0/.  7  A 

"770  Q 

144,090 

ZD , DUD 

1(5  .  j 

7  ^  1 
/  J  •  1 

1*4  O  .  3 

Private  mental  hospitals:  1/ 

6,576 

4  ,  ID  j 

11  /■ 

IP  Q 
1C  •  7 

99  A 

Psychiatric  clinics: 

1,085,000 

23  000 

2 . 1 

561.6 

Men 

State  and  county  mental  hospitals: 

238,958 

DO , D lo 

9  "\  7 

?  s  i  n 

71^  Q 

82,536 

L  J  ,  0  lo 

ID  .  J 

OO  .  J 

171  7 

1  /  1  .  / 

Private  mental  hospitals:  1/ 

First  admissions  in  1965. ....   . . 

13,960 

i  Ann 
1 ,  oUU 

1 1 .  D 

1 A  O 
1*+  ■  V 

on  r\ 
ZU .  U 

Psychiatric  clinics: 

Outpatients  under  care  in  1965 

605,000 

1 1  Ann 

1  Q 
1  .  0 

1  /.  9  A 
l^Z  •  0 

State  and  county  mental  hospitals: 

241,244 

83,712 

34.7 

244.5 

818.7 

61,554 

12,988 

21.1 

62.4 

127.0 

Private  mental  hospitals:  1/ 

22,616 

2,563 

11.3 

22.6 

24.5 

Psychiatric  clinics: 

480,000 

12,000 

2.5 

483.5 

122.0 

1/  Data  on  first  admissions  to  private  mental  hospitals  in  1965  were  kindly  made  available  by  Mr.  Carl 
Taube  of  the     Biometry   Branch,  National  Institute  of  Mental  Health.     Numbers  are  minimal  estimates  since 
not  all  private  mental  hospitals  queried  responded  (146  out  of  238) .    The  rates  have  been  computed  on  the 
basis  of  estimated  civilian  resident  population  as  of  July  1,  1966,  provided  in  Population  Estimates, 
Series  P-25,  No.  352,  November  1966,  Bureau  of  the  Census. 


Source:     Patients  in  Mental  Institutions,  1965,  PHS  Publication  No.  1597,  Part  II  (Washington:  U.S. 
Government  Printing  Office,  1967).     Some  22,770  resident  patients  and  8,614  first  admissions  in  17  hos- 
pitals, not  reported  by  diagnosis  or  age,  were  distributed  proportionately  in  the  several  age  groups  in 
special  tables  provided  by  the  Biometry  Branch,  NIMH.    Outpatient  Psychiatric  Clinics,  1965,  PHS  Publi- 
cation No.  1506  (Washington:     U.S.  Government  Printing  tffice,  1967). 
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III .     Legislative  History 

A.    Medicare—Title  XVIII 

H.R.  1  and  S.l,  the  health  insurance  for  the  aged  bills  introduced 
in  the  first  session  of  the  89th  Congress  on  behalf  of  the  Administration 
by  Representative  King  and  Senator  Anderson,  covered  only  inpatient  hos- 
pital and  post-hospital  extended  care  home  health  services.     Under  H.R.  1 — 
essentially  the  forerunner  of  the  hospital  Insurance  part  of  the  Medicare 
program — services  in  the  psychiatric  hospitals  were  specifically  excluded 
from  coverage,  primarily  because  of  the  concern  that  such  institutions 
usually  provide  custodial  care,  rather  than  active  medical  care,  for 
elderly  inpatients.    Another  consideration  was  the  extent  to  which  care 
in  such  institutions  was  already  financed  at  public  expense  and  the 
question  of  whether  replacing  other  public  funds  with  social  security 
funds  would  serve  any  useful  social  purpose. 

Following  hearings,  Chairman  Mills  introduced  H.R.  6675,  which  pro- 
vided for  two  related  insurance  programs,  a  hospital  insurance  program 
covering  inpatient  hospital  care  and  post-hospital  extended  care  and 
home  health  services,  and  a  voluntary  supplementary  medical  insurance 
program  covering  physicians'  and  certain  other  medical  and  health  services 
not  covered  under  the  hospital  insurance  plan. 

The  Ways  and  Means  Committee  bill  provided  for  coverage  of  60  days 
of  inpatient  care  in  psychiatric  hospitals  under  the  supplementary  medical 
insurance  plan,  with  a  lifetime  maximum  of  180  days  of  coverage.  Moreover, 
coverage  of  services  in  such  hospitals  was  limited  by  a  "carryover"  pro- 
vision which  provided  that,  if  an  individual  was  an  inpatient  of  a  partici- 
pating psychiatric  hospital  at  the  time  he  became  entitled  to  benefits,  the 
days  he  had  already  been  in  the  psychiatric  hospital  would  count  toward 
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the  60-day  limit  on  coverage  of  care  in  such  a  hospital  during  that  benefit 
period  (or  "spell  of  illness",  the  term  used  in  the  legislation).     This  pro- 
vision was  included  to  help  assure  that  the  program  would  cover  only  the 
active  phase  of  treatment  and  not  to  cover  60  days  of  care  for  individual 
who  had  been  hospitalized  for  years  previously. 

Under  the  Ways  and  Means  Committee  bill,  coverage  of  psychiatric 
hospital  services  was  subject  to  the  $50  deductible  and  20  percent  coinsur- 
ance provisions  of  the  supplemental  medical  insurance  plan,  whereas  cover- 
age in  general  hospitals  was  subject  only  to  the  $40  inpatient  hospital 
deductible  with  no  coinsurance. 

The  Committee  bill  also  covered  expenses  for  medical  services  in 
connection  with  the  treatment  of  mental  psychoneurotic  and  personality 
disorders  for  individuals  who  were  not  hospital  inpatients.     An  annual 
dollar  limit  of  $250  was  set  on  such  coverage. 

The  major  changes  in  H.R.  6675  made  by  the  Finance  Committee  affecting 
psychiatric  benefits  were  (1)  an  increase  in  the  number  of  hospital  days 
covered  in  a  benefit  period  from  60  to  120  with  a  $10  per  day  coinsurance 
for  the  61st  through  the  120th  day  and  (2)  to  place  psychiatric  hospital 
benefits  under  the  hospital  insurance  plan  (part  A) .     The  greater  number 
of  days  covered  resulted  in  an  increase  in  the  carryover  provision  for 
psychiatric  hospitals  from  60  to  120  days,  and  the  lifetime  limit  for 
psychiatric  hospitals  benefits  was  increased  from  180  to  210  days.  The 
annual  $250  limit  on  the  coverage  of  medical  services  for  psychiatric 
conditions  under  the  supplemental  medical  insurance  plan  was  unchanged 
(part  B) .     The  psychiatric  benefit  provisions  in  the  bill  were  further 
amended  on  the  Senate  floor,  to  eliminate  the  120-day  limit  on  the  cover- 
age of  hospital  services  in  a  benefit  period. 
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The  bill,  as  finally  enacted,   (Public  Law  89-97)  provided  that 
inpatient  psychiatric  hospital  services  would  be  covered  under  hospital 
insurance  for  up  to  90  days  in  a  benefit  period  with  a  $10  per  day  coin- 
surance for  the  61st  through  the  90th  day.     The  carryover  provision  for 
psychiatric  hospitals  was  set  at  90  days;  the  lifetime  maximum  for 
inpatient  psychiatric  services  was  set  at  190  days.     The  annual  $250  limi- 
tation on  coverage  of  Part  B  psychiatric  services  was  unchanged.  Special 
standards  for  psychiatric  facilities  were  also  required. 

An  important  change  was  made  in  the  provisions  relating  to  inpatient 
psychiatric  hospital  benefits  in  the  Social  Security  Amendments  of  1967. 
H.R.  12080,  the  Social  Security  bill  reported  by  the  Committee  on  Ways 
and  Means,  provided  that  the  days  by  which  an  individual's  coverage  was 
reduced  as  a  result  of  the  carryover  provision  could  be  used  for  treatment 
in  a  general  hospital  for  a  condition  other  than  a  mental  illness.  In 
effect,  the  carryover  provision  would  not  operate  to  reduce  the  number  of 
days  of  covered  general  hospital  care  available  to  a  patient  in  a  psychia- 
tric hospital.     The  Committee  advocated  this  change  because  of  its  concern 
that  the  carryover  provision  barred  payment  for  general  hospital  services 
for  long-term  psychiatric  hospital  inpatients  when  such  individuals 
suffered  some  illness  other  than  a  psychiatric  one,  which  required  general 
hospital  care.     The  carryover  provision  was  also  increased  to  150  days  due 
to  an  extension  of  hospital  benefits  by  the  addition  of  a  60-day  lifetime 
reserve  which  a  patient  could  use  after  he  had  exhausted  his  90  days 
during  a  benefit  period. 


B.     Medicaid— Title  XIX 

Under  the  original  Social  Security  Act  in  1935,  patients  in  public 
mental  and  tuberculosis  hospitals  and  inmates  of  State  institutions  for 
the  mentally  retarded  were  not  eligible  under  the  public  assistance  titles 
The  reason  for  this  exclusion  was  that  care  of  the  mentally  ill  tradition- 
ally was  considered  a  responsibility  of  the  individual  States. 

In  1950,  when  Federal  financial  participation  became  available  for 
the  medical  care  of  public  assistance  recipients,  the  decision  was  made 
not  to  include  patients  in  mental  hospitals.     The  view  was  taken  that  the 
best  way  to  get  assistance  to  the  States  in  this  area  was  via  a  broad 
grant  program,  not  through  aid  to  the  individual.     This  change  also  pro- 
hibited the  use  of  Federal  funds  for  care  of  patients  in  general  hospitals 
with  a  diagnosis  of  psychotic  condition,  thus  preventing  States  from  trans 
ferring  mental  patients  to  general  hospitals  just  to  get  Federal  money. 

In  1960,  the  Congress  long-held  policy  of  prohibiting  Federal  finan- 
cial assistance  for  the  care  of  patients  in  mental  hospitals  began  to 
relax  partly  because  of  the  recognition  that  new  treatment  methods  made 
possible  the  care  of  mental  patients  on  a  short-term  basis. 

In  1960,  Senator  Russell  Long  of  Louisiana  first  introduced  an  amend- 
ment to  permit  Federal  matching  of  vendor  payments  under  Title  I  (Old  Age 
Assistance)  to  public  mental  hospitals.     While  this  particular  measure 
failed  to  pass,  medical  payments  for  aged  persons  with  a  psychiatric  diag- 
nosis was  permitted  for  up  to  42  days  when  such  persons  were  being  treated 
in  general  hospitals. 

In  June  of  1962,  the  Bureau  of  Family  Services  changed  its  interpre- 
tation of  Federal  policy  regarding  public  assistance  payments  to  patients 


on  convalescent  leave  from  mental  hospitals  to  permit  States  to  obtain 
matching  Federal  funds  in  this  area.     Any  State  that  wished  to  take  advan- 
tage of  such  Federal  matching  was  required  to  include  in  its  State  plan 
provisions  for  an  agreement  between  the  State  public  assistance  agency 
and  the  State  agency  responsible  for  institutional  care  of  the  mentally 
ill.     This  was  a  direct  forerunner  of  the  provision  for  such  written  agree 
ments  found  in  the  1965  Welfare  Amendments  to  the  Social  Security  Act. 

Provisions  similar  to  those  introduced  by  Senator  Long  in  1960,  were 
incorporated  in  the  1964  Social  Security  bill  (H.R.  11865).     Although  this 
bill  failed  to  pass,  the  so-called  "Long  Amendments"  were  included  in  the 
Social  Security  bill  of  1965,  ultimately  passed  as  P.L.  89-97 — the  Social 
Security  Amendments  of  1965.     This  bill  established,  in  addition  to  Title 
XVIII  discussed  earlier,  Title  XIX  of  the  Social  Security  Act,  which  con- 
tained the  program  for  medical  assistance  to  aged  individuals,  including 
coverage  for  those  patients  in  institutions  for  the  treatment  of  mental 
diseases  who  meet  State  standards  of  financial  need. 

The  mental  health  provisions  of  Title  XIX  made  Federal  financial 
participation  available,  effective  January  1,  1966,  for  persons  age  65 
and  over,  who  were  eligible  under  State  plans  for  OAA  or  MAA,  or  under 
the  combined  adult  assistance  programs  (Title  XVI) .     Included  are  the 
elderly  who  (1)  are  in  hospitals  for  mental  diseases  (or  for  tuberculosis) 
or  (2)  are  patients  in  general  hospitals  because  of  such  diagnoses,  regard 
less  of  their  length  of  stay.     This  also  removed  the  earlier  42-day 
limitation.     In  addition,  Title  XIX  provided  for  Federal  assistance  to 
eligible  persons  of  any  age  under  OAA,  MAA,  AFDC,  AB,  and  APTD  who  were 
hospitalized  for  mental  illness  in  general  hospitals. 


The  Long  Amendment  is  a  companion  piece  to  the  Title  XVIII  legis- 
lation.    For  the  eligible  aged  persons  in  mental  institutions,  the  Long 
Amendment  makes  Federal  assistance  available  when  Title  XVIII  benefits 
are  exhausted. 

C .     National  Institute  of  Mental  Health 

The  National  Institute  of  Mental  Health  was  established  in  1946 
with  the  passage  of  the  National  Mental  Health  Act.     The  Act  provided  for 
the  improvement  of  the  mental  health  of  the  Nation  through  provision  of 
Federal  support  for  research  and  training,  and  technical  assistance  to 
States  and  individual  facilities.     In  the  same  year,  the  Hill-Burton 
Legislation  had  authorized  States  to  grant  funds  for  the  construction  of 
health  facilities,  including  mental  hospitals.     In  1955,  provisions  were 
passed  to  assist  the  State  mental  hospitals,  making  possible  the  award  of 
grants  and  aid  to  public  mental  hospitals.     It  further  strengthened  the 
program  of  technical  assistance  to  the  State  Mental  Health  Authority. 

Under  Title  V  of  the  Health  Amendments  Act  of  1956,  the  National 
Institute  of  Mental  Health  was  authorized  to  provide  support  for  mental 
health  project  grants.     These  grants  were  designed  to  identify  experi- 
ments, demonstrations,  research  studies,  or  to  develop  and  establish 
improved  administrative  techniques  which  would  lead  to  better  methods  of 
care,  treatment,  and  rehabilitation  of  the  mentally  ill. 

The  Mental  Health  Study  Act  of  1955  provided  authority  for  the  Surgeo 
General  to  make  grants  for  the  study  of  the  entire  field  of  mental  illness 
This  resulted  in  the  Joint  Commission  on  Mental  Illness  which  researched 
the  current  state  of  the  problem  of  mental  health  and  mental  illness  and 


submitted  a  report  to  the  Congress,  the  Surgeon  General  and  the  Governors 
of  the  States  in  1961. 

In  1963,  a  special  message  by  the  President  to  Congress  called  for  a 
three-fold  attack  on  the  problem:     the  development  of  community  mental 
health  centers,  Federal  assistance  to  State  mental  institutions  in  improv- 
ing patient  care,  and  a  substantial  increase  in  funds  for  research  and  the 
training  of  additional  manpower.     In  the  same  year,  grants  also  were  given 
to  each  State  to  do  comprehensive  mental  health  planning.     The  purpose  was 
to  provide  funds  for  each  State  to  develop  a  planning  process,  inventory 
the  resources  and  needs  of  the  States  and  establish  priorities  within  the 
States  for  the  development  of  further  mental  health  programs.     These  plan- 
ning grants  provided  the  background  information  for  each  State  to  evaluate 
the  current  status  of  its  mental  health  delivery  system. 

In  1963,  the  Comprehensive  Community  Mental  Health  Act,  Public  Law 
88-164  provided  funds  for  the  construction  of  a  network  of  comprehensive 
community  mental  health  centers  which  were  to  provide  a  broad  spectrum  of 
services  with  the  goal  of  preventing  hospitalization.     In  subsequent  years, 
Public  Law  88-164  was  amended  to  provide  staffing  grants  to  assist  commun- 
ities in  meeting  the  cost  of  the  initial  51  months  of  staffing  community 
mental  health  centers  with  professional  and  technical  personnel.     The  pro- 
gram envisions  the  use  of  a  network  of  comprehensive  community  mental 
health  services  to  (1)  coordinate  community  resources  to  help  prevent 
disabling  illness,  and  (2)  when  illness  occurs,  assure  continuity  of  care, 
providing  the  essential  elements  of  comprehensive  services  at  the  local 
level.     The  over-all  thrust  of  assistance  in  strengthening  the  programs 
of  State  hospitals  and  development  of  community-based  resources  should 
reduce  substantially  inappropriate  use  of  facilities  by  shortening  the 
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length  of  treatment  and  often,  preventing  hospitalization. 

The  passage  of  the  1965  Amendments  to  the  Social  Security  Act  pro- 
vided a  new  dimension  for  financing  the  care  and  treatment  of  the  mentally 
ill  through  social  insurance  and  medical  assistance.     National  standards 
for  psychiatric  facilities  were  established  for  the  first  time. 
IV.     Implementation  of  Psychiatric  Benefits 
A.     Hospitals  Participating  in  Medicare 

Some  331,  or  about  69  percent  of  all  mental  hospitals  in  the  United 

States,  were  participating  in  the  Medicare  program  as  of  July  31,  1967 
6  / 

(table  3).—      The  fullest  participation  was  in  the  Western  States  (85 
percent)  and  the  least  participation  was  in  the  South  (56  percent).  A 
somewhat  larger  proportion  of  public  than  private  mental  hospitals  were 
in  the  Medicare  program  in  all  regions  of  the  country  except  the  North 
Central . 

About  323,000  adult  beds  were  available  in  the  331  mental  hospitals 
participating  in  the  Medicare  program  as  of  July  1967.     Adult  beds  com- 
prised 74  percent  of  the  total  number  of  beds  in  these  hospitals  (table 
4).     The  ratio  of  adult  beds  to  total  beds  in  public  and  private  mental 
hospitals  was  much  the  same  in  each  instance  (74  percent  and  80  percent, 
respectively).     Regionally,  the  ratio  ranged  from  58  percent  in  the  North 
Central  States  to  92  percent  in  the  West.     Table  5  shows  the  State  distri- 
bution of  psychiatric  hospitals  and  hospital  beds  participating  under 
Medicare . 


6/    See  footnote  1,  table  5  for  definition  of  psychiatric  hospital  partici- 
pating in  the  Medicare  program. 
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Table  .3.     Mental  hospitals:     Total  and  number  participating  In  the  Medicare  program,  by  type  and 
gecgraphic  region,  July  31,  1967 


Region 

All  mental  hospitals  1/ 

Public  mental  hospitals 

Private  mental  hospitals 

Total 

Participating  in 
Medicare 

Total 

Participating  in 
Medicare 

Total 

Participating  in 
Medicare 

Number 

Per- 
cent 

Number 

Per- 
cent 

71.3 

Number 

li 

Per- 
cent 

United  States  11... 

483 

331 

68.5 

300 

214 

183 

117 

63.9 

141 
158 
106 
74 

100 
106 
59 
63 

70.9 
67.1 
55.7 
85.1 

78 
122 
63 
35 

65 
78 
39 
31 

83.3 
63.9 
61.9 
88.6 

63 
36 
43 
39 

35 
28 
20 
32 

55.5 
77.8 
46.5 
82.1 



1/  Federal  mental  hospitals  are  excluded  except  St.  Elizabeths  Hospital  in  Washington,  D.C.  Public 
mental  hospitals  refer  to  State  and  county  government  institutions. 

2/  Includes  Puerto  Rico:     2  public  mental  hospitals  (1  participating  in  Medicare)  and  2  private  mental 
hospitals  (both  participating  in  Medicare). 


Source:  Bioaetry  Branch,  National  Institute  of  Mental  Health,  and  Provider  Statistics  Branch  >  Divi- 
sion of  Health  Insurance  Studies,  Social  Security  Administration. 


Table  4.  Beds  in  mental  hospitals:  Total  and  adult  beds,  by  hospital  participation  in  the  Medicare 
program,  geographic  region,  and  hospital  control,  1967 


Region  and  type  of 
hospital  control 

Total  beds, 
all  mental 
hospitals  1/ 

Beds  in  hospitals  participating 
in  Medicare  2/ 

Beds  in  hospitals  not 
participating  in 
Medicare 

Total 

Adult  beds 

Total 

Percent 
of  all 
hospitals 

Number 

Percent 

533,940 

436,519 

322,886 

74.0 

97,421 

18.2 

Region: 

192,766 

176,385 

145,688 

82.6 

16,381 

8.5 

135,906 

120,724 

70,305 

58.2 

15,182 

11.2 

139,166 

75,314 

47,537 

63.1 

63,852 

45.9 

63,708 

61,702 

56,962 

92.3 

2,006 

3.1 

Hospital  control: 

514,813 

421,693 

311,035 

73.8 

93,120 

18.1 

19,127 

14,826 

11,851 

79.9 

4,301 

22.5 

1/  Total  bed  size  could  not  be  ascertained  for  28  mental  hospitals,  all  presumably  small.    Of  this  num- 
ber, 9  were  under  Medicare  (1  public  hospital,  8  private  hospitals)  with  568  adult  beds,  which  is  probably 
close  if  not  identical  with  the  total  number  in  these  hospitals.    The  568  adult  beds  have  been  added  to  the 
t«tal  beds  category  (Northeast,  284;  South,  72;  West,  212).    Of  the  19  mental  hospitals  not  participating 
in  Medicare  and  for  which  bed  size  was  not  known,  6  were  public  and  13  were  private  (Northeast,  6;  N«rth 
Central,  6;  South,  4;  West,  2;  Puerto  Rico,  1). 

2/  »nly  adult  bads  are  rep»rt«d  by  hospitals  participating  in  the  Medicare  program.     These  refer  to 
July  31,  1967.    Total  beds  in  mental  hospitals  refer  to  February  1967  as  given  in  Hospitals:     J»urnal  of 
the  American  Hospital  Association,  Guide  Issue,  August  1967. 

3/  Includes  Puerto  Rico:     Participating  in  Medicare,  1  public  hospital  with  1,719  total  beds  and  same 
number  of  adult  beds;  2  private  hospitals  with  675  total  beds  and  same  number  of  adult  beds.     1  public 
mental  hospital  was  not  in  Medicare. 

Source:        Biometry  Branch,  National  Institute  of  Mental  Health,  and  Provider  Statistics    Branch,  Divi- 
sion of  Health  Insurance  Studies,  Social  Security  Administration. 
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Table  5.. — Number  of  psychiatric  hospitals  in  the  Medicare  program  by  State,  July  196? 


u 


Area 


Hospitals 


Beds 


2/ 


Area 


Hospitals 


Total  

New  England  

Maine  

New  Hampshire  

Vermont  

Massachusetts  

Rhode  Island  

Connecticut  

Middle  Atlantic  

New  York  

New  Jersey  

Pennsylvania  

East  North  Central  

Ohio  

Indiana  

Illinois  

Michigan  

Wisconsin  

West  North  Central  

Minnesota  

Iowa  

Missouri  

North  Dakota  

South  Dakota  

Nebraska  

Kansas  

South  Atlantic  

Delaware  

Maryland  

District  of  Columbia. 

Virginia  

West  Virginia  


331 


322,886 


31 
1 
1 
2 

16 
3 


69 
34- 
8 
27 

74 
19 
9 
19 
16 
11 

32 
7 
4 

10 
2 
1 
3 
5 

35 
1 

10 
2 
2 
5 


26,285 

400 
1,850 
11,886 
2,231 
9,433 

119,403 
76,322 
17,450 
25,631 

50,272 
4,782 
5,969 
20,102 
15,258 
4,161 

20,033 
6,414 

472 
6,278 
1,775 
1,600 

581 
2,913 

30,410 
1,001 
11,193 
6,705 
181 
901 


South  Atlantic — Con. 
North  Carolina. . . . 
South  Carolina.... 

beorgia  

Florida  

East  South  Central.. 

Kentucky  

Tennessee  

Alabama  

Mississippi  

West  South  Central.. 

Arkansas  

Louisiana  

Oklahoma  

Texas  

Mountain  

Montana  

Idaho  

Wyoming  

Colorado  

New  Mexico  

Arizona  

Utah  

Nevada  

Pacific  

Washington  

Oregon  

California  

Alaska  

Hawaii  


2 
3 
4 
6 

9 
5 
3 
1 

0 

15 
2 
3 
3 
7 

13 
1 
0 

1 
5 
2 
3 
1 
0 

50 
6 
4 

38 
1 
1 


1/    Participating  psychiatric  hospital  -  meets  all  the  requirements  for  a  participating  hospital 
and:     (l)  is  primarily  engaged  in  providing  by  or  under  the  supervision  of  a  physician, 
psychiatric  services  for  the  diagnosis  and  treatment  of  mentally  ill  persons;   (2)  maintains 
clinical  records  in  the  manner  the  Secretary  deems  necessary  to  be  able  to  determine  the  degree 
and  intensity  of  treatment  of  individuals  entitled  to  hospital  insurance  benefits;   (3)  meets 
staffing  requirements,  as  the  Secretary  finds  necessary  for  the  institution  to  be  able  to  carry 
on  an  active  program  of  treatment;  (4)  is  accredited  by  the  Joint  Commission  on  Accreditation 
of  Hospitals  or  the  American  Osteopathic  Association.    A  distinct  part  of  an  institution  can  be 
considered  a  psychiatric  hospital  if  it  meets  the  conditions,  even  though  the  institution  of  which 
it  is  a  part  does  not  meet  the  conditions;  and  if  the  distinct     part  meets  requirements  equivalent 
to  the  accreditation  requirements  of  the  JCAH  or  A0A,  it  could  qualify  under  the  program  even 
though  the  institution  is  not  accredited. 

2/    Includes  all  beds  in  hospitals  accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals  or 
the  American  Osteopathic  Association,  and  only  active-care  beds  in  psychiatric  hospitals  not  so 
accredited. 


Total  beds  in  the  152  mental  hospitals  not  participating  in  the 
Medicare  program  comprised  only  18  percent  of  the  total  number  in  all 
384  mental  institutions  considered  here.     The  proportion  was  somewhat 
higher  in  private  mental  hospitals  (23  percent)  than  in  the  public 
mental  hospitals  (18  percent) .     By  far  the  largest  number  of  beds  in 
mental  hospitals  not  under  Medicare  was  in  the  South  (46  percent  of  the 
total  number  in  all  mental  hospitals  in  the  region),  a  figure  that  agrees 
with  the  previously  noted  relatively  large  number  of  mental  hospitals  not 
participating  in  Medicare  in  that  part  of  the  country. 

To  participate  in  the  Medicare  program,  according  to  the  Social 
Security  Amendments  of  1965,  a  mental  hospital  must  be  accredited  by  the 
Joint  Commission  on  Accreditation  of  Hospitals  JJ    Eighty-eight  percent 
of  the  152  mental  hospitals  not  participating  in  Medicare  were  not 
accredited  (95  percent  of  86  public  hospitals  and  77  percent  of  66  private 
mental  hospitals) .     The  rate  of  non-accreditation  of  mental  hospitals  not 
under  Medicare  was  very  high  in  all  regions  of  the  country,  ranging  from 
81  percent  in  the  South  to  95  percent  in  the  North  Central  States. 


7/     Social  Security  Act,  Title  XVIII,  Section  1861  (f)(5).     The  Joint  Com- 
mission on  Accreditation  (JCAH)  is  a  body  representing  the  American 
Hospital  Association,  the  American  Medical  Association,  the  American 
College  of  Physicians,  the  American  College  of  Surgeons,  and  the 
American  Nursing  Home  Association.     Data  on  hospital  accreditation  are 
from  "Hospitals",:     Journal  of  the  American  Hospital  Association,  Guide 
Issue,  Part  2,  August  1967,  and  refer  to  December  31,  1966.  Partici- 
pation in  the  Medicare  program  refers  to  July  31,  1967. 

Subsequent  to  passage  of  Public  Law  89-97,  hospitals  accredited  by  the 
American  Osteopathic  Association  were  administratively  determined  to 
have  met  the  equivalent  of  JCAH  requirements  for  accreditation  for  pur- 
poses of  participation  under  the  Medicare  program. 


Accreditation  as  a  "condition  of  participation"  of  psychiatric 
hospitals  in  Medicare  apparently  has  been,  and  is  likely  to  continue 
to  be,  an  inducement  for  them  to  apply  for,  or  take  steps  leading  to, 
full  accreditation — or  in  the  case  of  hospitals  already  in  the  Medicare 
program,  to  maintain  standards  required  under  accreditation.  However, 
two-fifths  of  the  State  and  County  mental  hospitals,  and  one-third  of 
the  private  mental  hospitals  participating  in  the  Medicare  program  as 
of  July  1967,  had  not  been  accredited  in  December  1966.     Distinct  parts 
of  such  hospitals  may  participate  in  Medicare  if  they  meet  the  require- 
ments for  accreditation. 

Of  the  61,155  short-term  general  hospitals  certified  for  participa- 
tion under  Medicare  as  of  December  31,  1966,  722,  or  11.7  percent,  had 
a  psychiatric  inpatient  care  unit.     Table  6  shows  that  larger  hospitals 
are  far  more  likely  to  contain  such  a  unit:     less  than  two  percent  of 
hospitals  with  under  49  beds  reported  a  psychiatric  unit,  while  over  90 
percent  of  hospitals  with  more  than  1,000  beds  did  so.     Because  hospitals 
with  psychiatric  units  tended  to  be  large  ones,  the  722  hospitals  with 
such  units  accounted  for  32.8  percent  of  the  short-term  hospital  beds. 
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Table   6. — Short-stay  general  hospitals  with  psychiatric  inpatient  care 
units  participating  in  the  Medicare  program,  by  size  of  hospital, 
December  31,  1966 


Bed  size 

All 
hospitals 

Hospitals  with 
psychiatric  unit 

Percent 
of  total 

6,155 

722 

11.7 

699 

10 

1.4 

1,566 

21 

1.3 

50-99  

1,569 

67 

4-3 

100-H9  

755 

70 

9.3 

150-199  

436 

65 

14.9 

328 

84 

25.6 

234 

73 

31.2 

300-399  

280 

126 

45.0 

400-499  

129 

77 

59.7 

500-749  

99 

77 

77.8 

750-999  

41 

34 

82.9 

1,000-1,999  

13 

12 

92.3 

6 

6 

100.0 
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B.     State  Participation  Under  Medicaid 

The  Long  Amendment,  as  it  relates  to  mental  patients,  reduced  State 
costs  for  mental  care  by  providing  Federal  matching  funds  under  conditions 
requiring  improvement  in  the  care  of  the  mentally  ill  in  the  States  and 
assures  that  the  Federal  funds  are  used  in  the  mental  health  program.  It 
requires  that  certain  safeguards  and  standards  must  be  maintained  by  those 
States  wishing  to  take  advantage  of  the  provisions  for  medical  assistance 
to  patients  in  institutions  for  mental  diseases.     These  special  standards 
apply  only  to  aged  persons  in  such  institutions. 

States  are  required  to  meet  specified  standards  in  three  major  areas: 
The  first  two  are  inpatient  care,  and  the  development  of  alternate  forms 
of  care  in  the  community,  either  to  prevent  persons  from  being  hospitalized 
in  a  mental  hospital  or  to  enable  them  to  leave  the  institution  sooner 
than  they  otherwise  would;  the  third  area  lies  in  the  requirement  for  the 
growth  and  development  of  a  State's  mental  health  program  in  both  mental 
health  and  public  welfare  agencies.     As  of  October  1,  1968,  twenty-nine 
States  have  implemented  the  Long  Amendment:     twenty-six  States  under 
Title  XIX,  two  under  title  I,  and  one  State  under  title  XVI.     The  States 
are  as  follows:     California,  Colorado,  Connecticut,  Florida,  Illinois, 
Kansas,  Kentucky,  Louisiana,  Maine,  Maryland,  Massachusetts,  Michigan, 
Minnesota,  Missouri,  Nebraska,  Nevada,  New  Jersey,  New  York,  North  Dakota, 
Ohio,  Oregon,  Pennsylvania,  Rhode  Island,  Texas,  Utah,  Vermont,  Washington, 
West  Virginia,  and  Wisconsin. 

South  Carolina  has  submitted  a  plan  which  it  is  working  to  implement. 
It  is  anticipated  that  Delaware,  Hawaii,  Tennessee  and  North  Carolina 
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will  implement  the  mental  health  provisions  this  fiscal  year. 

The  estimated  number  of  individuals  65  years  of  age  and  over  currently 
in  the  program  of  the  29  States  now  participating  is  about  70,000  (table 
7).     The  potential  number  of  eligible  patients  in  the  29  States  is  estimated 
at  80,000. 

If  all  fifty  States  and  the  District  of  Columbia  eventually  implement 
the  provisions,  the  total  estimated  number  of  eligible  patients  is  101,000. 
This  figure  represents  approximately  70  percent  of  all  individuals  65  years 
of  age  and  over  in  State  and  county  mental  hospitals  throughout  the 
United  States. 

The  current  total  cost  of  the  program  in  the  twenty-nine  States  is 
estimated  at  $200,000,000  a  year,  with  a  Federal  share  estimated  at 
$140,000,000.     If  all  fifty  States,  and  the  District  of  Columbia  implement 
the  program,  the  Federal  share  is  estimated  at  nearly  $200,000,000. 
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Table  7. — Program  for  assistance  to  aged  individuals  in  institutions  for  mental  diseases 
under  Titles  XIX,  XVI,  and  I,  June  30,  1968^/ 


State 

Title 

Mental  hospital  patients 
65  years  and  over 

Federal 

Projected 
Federal  funds 

FY  1968 
(in  thousands) 

Total 

Covered  under  program 

Medical 

Assistance 

Number 

Percent 
of  total 

percentage  2/ 

U.S.  Total   

92,309 

68,446 

74.1 

_ 

$139,043 

XIX 

3,872 

3,604 

93.1 

50.0 

9,085 

I 

391 

227 

58.1 

55.3 

957 

XIX 

2,053 

995 

48.5 

50.0 

2,459 

XVI 

2,767 

1,783 

64.4 

65.1 

2,413 

XIX 

8,800 

4,858 

55.2 

50.0 

9,766 

XIX 

320 

197 

61.6 

57.9 

489 

XIX 

927 

771 

83.2 

80.9 

1,470 

XIX 

532 

246 

46.2 

76.4 

550 

XIX 

1,042 

494 

47.4 

69.9 

647 

XIX 

2,400 

1,644 

68.5 

73.8 

3,117 

XIX 

5,000 

4,406 

88.1 

50.0 

9,573 

XIX 

3,979 

2,284 

57.4 

50.0 

5,149 

XIX 

1,105 

645 

58.4 

58.4 

1,360 

XIX 

1,900 

1,218 

64.1 

58.4 

1,850 

XIX 

464 

D4  .  <t 

60.5 

600 

XIX 

52 

25 

48.1 

50.0 

34 

I 

4,543 

3,757 

82.7 

50.0 

8,064 

XIX 

30,000 

27,103 

90.3 

50.0 

53,444 

XIX 

363 

218 

60.1 

70.7 

464 

XIX 

729 

490 

67.2 

54-4 

1,238 

XIX 

10,183 

6,754 

66.3 

55.0 

12,397 

XIX 

387 

330 

85.3 

52.6 

697 

XIX 

3,587 

2,283 

63.6 

79-8 

4,500 

Utah  

XIX 

110 

58 

52.7 

65.2 

179 

XIX 

485 

301 

62.1 

69.0 

825 

XIX 

1,028 

495 

48.2 

54-4 

1,203 

XIX 

1,214 

522 

43-0 

75.8 

939 

XIX 

4,076 

2,440 

59.9 

56.7 

5,574 

l/    Information  for  this  report  was  requested  as  of  the  quarter  ending  June  30,  1968.     However  a  number 
of  States  presented  data  as  of  a  different  date:    Minnesota— 1/3/68;  Oregon— 10/12/67;  Texas— 1/3/68; 
Washington — 1/3/68;  West  Virginia — 4/6/68.    Data  do  not  include  Ohio  which  implemented  the  program 
on  7/1/68 — too  recent  to  obtain  meaningful  data.     Ohio  anticipates     claiming  about  $6,000,000  in 
Federal  funds.    As  of  8/18/68  Ohio  had  placed  2,000  elderly  in  program. 


2/    The  percentage  of  total  Medical  Assistance  funds  in  each  State  that  is  provided  by  the  Federal 
Government. 

3/    Includes  data  on  mentally  retarded. 
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V .     Present  Coverage  of  Psychiatric  B en ef its 

A .     Limitations  Under  the  Hospital  Insurance  Program — Title  XVIII , 
Part  A. 

Coverage  of  inpatient  psychiatric  hospital  services  under  the  hos- 
pital insurance  program  is  limited  to  190  days  during  a  person's  life- 
time.    In  addition,  the  lifetime  reimbursement  restriction  to  190  days  of 
inpatient  care  in  a  psychiatric  hospital  is  subject  to  the  benefit  period 
provision  applicable  to  all  hospital  care  under  the  Medicare  program.  A 
benefit  period  begins  on  the  first  day  a  person  becomes  an  inpatient  in  a 
hospital  or  an  extended  care  facility  and  ends  when  the  person  has  not 
been  in  any  hospital  or  extended  care  facility  (e.g.,  nursing  home)  for 
60  consecutive  days.     A  new  benefit  period  can  begin  the  next  time  he 
enters  a  hospital  or  extended  care  facility  for  covered  services. 

A  Medicare  beneficiary  can  use  up  to  90  days  of  hospital  care  benefits 
in  each  benefit  period.     He  also  has  a  lifetime  reserve  of  60  days  which 
he  may  use  in  a  benefit  period  should  he  exhaust  his  90  days  of  coverage. 
In  addition  a  beneficiary  is  allowed  100  days  of  post-hospital  extended 
care  benefits  during  this  benefit  period.     The  $40  deductible  is  paid 
only  once  in  each  benefit  period,  even  if  the  patient  is  hospitalized 
more  than  once  during  this  period. 

In  the  case  of  mental  illness,  in  which  the  coverage  of  inpatient 
psychiatric  hospital  services  is  limited  to  190  days  during  a  person's 
lifetime,  the  application  of  the  benefit  period  provision  means  that  the 
190  days  cannot  be  used  consecutively.     Thus,  a  beneficiary  who  enters  a 
psychiatric  hospital  for  the  first  time   (assuming  he  had  been  out  of  a 
hospital  60  consecutive  days  and  was  thus  beginning  a  new  benefit  period) 
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would  be  reimbursed  under  Medicare  for  a  maximum  of  150  days  (90  plus 
60  lifetime  reserve  days) .     In  order  for  him  to  obtain  reimbursement 
for  the  remaining  40  days  of  inpatient  psychiatric  hospital  care  allow- 
able under  Medicare,  he  would  have  to  leave  the  hospital  and/or  extended 
care  facility  for  60  consecutive  days,  when  a  new  benefit  period  could 
begin.     This  "lifetime"  reimbursement  restriction  to  190  days  of  inpatient 
care  in  a  psychiatric  hospital  does  not  apply  to  the  psychiatric  unit  of 
a  general  hospital. 

The  Social  Security  Amendments  of  1967  included  several  features  that 
were  favorable  to  psychiatric  patients  within  the  190-day  psychiatric 
lifetime  limitation.     The  original  Act  provided  for  payment  of  virtually 
all  services  in  a  hospital  participating  in  the  program  for  up  to  90  days 

of  inpatient  care  during  a  benefit  period,  subject  to  a  deductible  of  $40 

8  / 

and,  after  the  60th  day,  a  coinsurance  amount  of  $10  per  day.-       The  Social 
Security  Amendments  of  1967  provided  an  additional  "lifetime  reserve"  of 
60  days  of  hospital  care.     The  reserve  days  are  subject  to  a  coinsurance 
of  $20  daily  or  hospital  charges,  whichever  Is  less,  and  are  to  be  used 
only  after  the  90  days  covered  in  any  single  spell  of  illness  are  exhausted. 
The  beneficiary,  therefore,  is  entitled  to  inpatient  hospital  services  of 
up  to  150  days  (90  plus  60)  during  any  benefit  period  (one  day  is  sub- 
tracted for  each  day  of  services  in  excess  of  90  received  during  any 

87     The  law  provides  that  this  deductible,  and  the  various  coinsurance  amounts 
(which  are  figured  as  percentages  of  the  deductible),  be  reviewed  annually 
beginning  in  1969  and  changed  as  necessary  to  reflect  increases  in  the 
costs  of  services  provided  under  the  health  coinsurance  program.  The 
inpatient  hospital  deductible  will  be  $44  for  benefit  periods  beginning 
after  1968  and  the  various  coinsurance  amounts  will  increase  correspon- 
dingly. 
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preceding  benefit  period  unless  the  beneficiary  elects  not  to  have  payment 
made  for  the  days  in  excess  of  90).     The  purpose  of  the  new  liftime 
reserve  of  60  days  of  hospital  coverage  is  to  provide  a  measure  of  relief 
for  beneficiaries  who  are  more  or  less  permanently  institutionalized  and 
who  thus  have  only  one  spell  of  illness  during  their  lifetime. 

The  original  Act  made  no  allowances  for  the  requirements  of  psychia- 
tric patients  for  hospitalization  unrelated  to  mental  illness  when  they 
were  in  a  participating  psychiatric  hospital  prior  to  entitlement.  Indi- 
viduals who  are  inpatients  in  a  psychiatric  hospital  prior  to  the  first 
day  they  become  entitled  to  hospital  insurance  are  still  subject  to  have 
all  days  of  such  care  immediately  preceding  entitlement  subtracted  from 
their  available  benefits  if  they  continue  to  receive  psychiatric  services. 
However,  if  they  require  hospitalization  in  a  general  hospital  for 
medical  services  unrelated  to  their  mental  illness,  the  days  of  preentitle- 
ment  hospitalization,  which  were  counted  against  them,  may  be  used  to 
cover  their  general  hospital  care. 

There  are  no  special  limitations  for  psychiatric  treatment  in 
general  hospitals.     The  law  and  the  intent  of  Congress  are  very  clear  that 
the  purpose  of  Medicare  is  to  provide  for  active  treatment  and  not  to 
underwrite  custodial  care.     The  inpatient  benefit  structure  clearly  is  more 
applicable  to  short-term  illness  than  to  long-term  illness.     As  indicated 
above,  the  Social  Security  Amendments  of  1967  recognize  the  need  for  acute 
care  for  patients  whose  long-term  hospitalization  may  have  exhausted  their 
benefit  days. 

The  short-term  general  hospital  with  a  psychiatric  unit,  usually 
accepting  patients  with  acute  phases  of  mental  disorders  for  relatively 
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brief  periods  of  active  treatment,  is  expected  to  have  an  increasingly 

significant  role  in  the  care  of  the  mentally  ill  as  a  result  of  the 

M  9/  10/ 

Medicare  program.—  — 

B .     Limitations  Under  the  Medical  Insurance  Program — Title  XVIII, 
Part  B. 

Under  the  medical  insurance  program  (Part  B) ,  a  person  aged  65  and 
over  may  voluntarily  enroll  for  benefits  by  paying  $4.00  each  month  (or 
payment  may  be  made  in  his  behalf).     Prior  to  April  1,  1968,  the  premium 
payment  was  $3.00  per  month.     In  turn,  the  program  pays  80  percent  of 
the  reasonable  charges  for  covered  physicians'  services  after  a  $50 
deductible  has  been  met  by  the  patient  in  each  calendar  year. 

In  the  medical  care  of  mental  illness,  however,  there  is  a  limitation 
on  the  amount  Medicare  will  pay  for  physicians'  services  when  the 
beneficiary  is  an  "outpatient".     If  the  beneficiary  is  not  an  inpatient 
of  a  hospital,  general  or  psychiatric,  he  is  viewed  as  an  outpatient  when 
he  incurs  expenses  for  psychiatric  treatment,  whether  provided  in  the 
physician's  office,  patient's  home,  nursing  home,  or  outpatient  clinic 
of  a  hospital. 

Reimbursement  for  medical  care  of  a  patient  with  mental  illness  on 
an  outpatient  basis  also  cannot  exceed  50  percent  of  the  charges  for  such 
treatment,  or  $250  in  each  calendar  year,  whichever  is  less.     The  sum 
and  percentage  are  derived  from  the  statutory  provision  which  permits 
counting  an  incurred  expense  for  out-of-hospital  treatment  of  mental 

9/    Morton  Kramer,  et  al ,  op.  cit. 

Raymond  Giesler,  Peter  L.  Hurley,  and  Philip  H.  Person,  Jr.   Survey  of  General 
lospitals  Admitting  Psychiatric  Patients,  PHS  Publication  No.  1462 , 
(Washington:     U.S.  Government  Printing  Office,  1966). 


illness  of  up  to  $312.50  or  62.5  percent  of  covered  expenses  incurred  in 
a  calendar  year.     Since  only  80  percent  of  incurred  expenses  can  be  paid 
by  SSA,   in  effect  the  maximum  becomes  $250  or  50  percent  of  incurred 
expenses,  whichever  is  less. 

The  reimbursement  limitation  does  not  apply,  however,  when  the 
physician  renders  medical  or  psychiatric  care  to  a  mentally  ill  bene- 
ficiary when  he  is  an  inpatient  of  a  hospital.     In  short,  physicians' 
services  for  medical  or  psychiatric  care  of  a  mentally  ill  patient  may 
be  paid  according  to  ordinary  Part  B  reimbursement  regulations  when  the 
beneficiary  is  an  inpatient  of  a  hospital,  regardless  of  whether  the 
hospital  is  participating  in  the  Medicare  program  or  whether  the  patient 
150  days  of  inpatient  hospital  services  in  a  benefit  period  or  the  190- 
day  lifetime  limit  on  inpatient  psychiatric  hospital  services  have  expir 
C.     Limitations  Under  Medicaid— Title  XIX 

Federal  sharing  is  available  for  the  cost  of  most  types  of  care  for 
the  mentally  ill  because  title  XIX  prohibits  elimination  of  patients 
from  the  program  on  the  basis  of  diagnosis.     The  principle  statutory 
exclusions  are  as  follows: 

1.  Inpatient  hospital  services  in  institutions  for  mental  diseases 
for  all  persons  under  age  65. 

2.  Skilled  nursing  home  services  in  an  institution  for  mental 
diseases  for  all  persons  under  age  65. 

Federal  financial  participation  is  available  for  the  following  ser- 
vices important  in  the  treatment  of  the  mentally  ill: 

1.     Inpatient  hospital  services — hospitalization  in  psychiatric 
wards  of  units  of  general  hospitals. 
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2.  Outpatient  hospital  services — treatment  in  mental  hygiene 
outpatient  clinics   (community  mental  health  centers)  operated 
by  qualified  general  and  psychiatric  hospitals,  including 
services  such  as  day  care  treatment. 

3.  Physicians  services — diagnosis,  evaluation  and  treatment  by 
psychiatrists . 

4.  Skilled  nursing  home  services — a  required  service  for  needy 
persons  over  age  21,  optimal  for  those  under  age  21. 

5.  Clinic  services — currently  an  optional  service  adopted  by  a 
number  of  States  which  would  include  so-called  "free  standing" 
mental  hygiene  clinics  (community  mental  health  centers). 

6.  Prescribed  drugs — currently  another  State  option  covering 
medications  such  as  tranquilizers. 

Today,  the  Federal  Government  is  accepted  as  a  partner  to  share  in 
the  cost  of  care  for  the  patients  aged  65  and  over  in  institutions  for 
mental  diseases.     Limiting  eligibility  to  those  patients  65  years  of 
age  and  older  is  contrary  to  the  other  provisions  of  the  title  XIX 
Medical  Assistance  Program.     Elimination  of  the  age  and  other  limitations 
with  respect  to  mental  illness  would  be  consistent  with  other  title  XIX 
requirements,  such  as  provision  of  medical  services  without  differentia- 
ting on  the  basis  of  diagnosis.     It  is  also  difficult  to  conceive  of  a 
State  developing  by  1975  a  comprehensive  medical  assistance  program  which 
excludes  a  large  group  of  the  mentally  ill.     Prevention  and  treatment  of 
mental  illness  is  one  of  the  largest  and  most  serious  problems  confronting 
the  medical  profession  nationally.     The  present  age  limitation  also  tends 


to  exclude  those  age  groups  who  can  best  be  rehabilitated  and  returned  to 
the  community  as  constructive  useful  citizens. 

VI .     Evaluation  of  the  Psychiatric  Benefits 
A.     Data  Sources 

There  is  a  need  for  information  relating  to  the  use  of  services  by 
psychiatric  patients  in  psychiatric  and  short-stay  hospitals  to  evaluate 
the  experience  under  the  hospital  insurance  program  and  the  need  for 
information  on  payments  for  out-of-hospital  medical  services  to  evaluate 
the  experience  under  the  medical  insurance  program. 

There  are  several  reporting  forms  in  use  by  the  Social  Security 
Administration  which  store  information  relating  to  the  use  of  hospital 
and  medical  services  under  the  Medicare  program  and  from  which  tabulated 
data  will  be  prepared  for  the  final  report  requested  by  the  Senate  Finance 
Committee.     These  reporting  forms  are  part  of  the  benefit  payment  oper- 
ations that  furnish  the  means  of  obtaining  extensive,  systematic,  con- 
tinuous information  about  the  amount  and  kind  of  hospital  and  medical 
services  used  by  the  aged  under  the  program. 

The  following  summarizes  the  data  that  will  be  available  for  tab- 
ulation from  these  reporting  forms.     An  important  characteristic  of  the 
statistical  system  is  that  data  from  the  various  records  can  be  linked 
so  that  fairly  comprehensive  information  can  be  obtained  by  relating 
the  use  of  services  by  the  individual  and  the  characteristics  of  the 
providers  of  services. 

1.     Master  Eligibility  Record — The  master  eligibility  record  identi- 
fies each  aged  person  eligible  for  health  insurance  benefits  and  indicates 
whether  he  is  entitled  to  hospital  benefits,  to  supplementary  medical 
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insurance  benefits,  or  to  both.     The  claim  number  is  the  link  between 
the  master  eligibility  record  and  all  other  records  used  in  the  program. 
The  master  eligibility  record  also  contains  information  identifying  the 
State  and  county  of  residence,  date  of  birth,  sex,  and  color  of  each 
enrolled  person.     The  master  eligibility  record  thus  provides  significant 
demographic  characteristics  linked  to  the  utilization  and  cost  data  for 
both  parts  of  the  program.     Finally,  the  eligibility  record  provides  the 
population  data  for  each  part  of  the  program  and  therfore  serves  as  the 
base  for  the  computation  of  a  variety  of  utilization  rates,  limited  only 
by  its  demographic  context. 

2.     Provider  Record — Every  hospital,  home  health  agency,  extended- 
care  facility,  and  independent  laboratory  must  apply  for  participation 
in  the  hospital  insurance  program  in  order  to  be  reimbursed  for  services 
provided.     Each  institution  or  agency  must  also  meet  the  conditions  of 
participation  spelled  out  in  the  health  insurance  provisions  of  the 
Social  Security  Act  and  by  the  regulations  under  the  Act. 

Data  will  be  obtained  for  this  study  from  the  provider  record  that 
will  describe  in  some  detail  the  facilities  and  services  by  type,  size, 
and  ownership  of  hospitals,  and  the  number  of  hospitals  reporting  each 
type  of  service.     One  of  the  items  that  is  of  special  interest  is  the 
information  with  respect  to  the  number  of  general  hospitals  that  report 
psychiatric  inpatient  care  units. 

The  provider  record  will  be  matched  with  the  beneficiary  files  and 
the  hospital  utilization  tape  record  described  below. 


3.     Hospital  Utilization  Record — The  administration  of  the  hospital 
insurance  program  requires  that  two  items  of  information  be  known  about 
each  aged  persons  at  the  time  of  his  admission  to  a  hospital — his  eligi- 
bility under  the  program  and  the  extent  to  which  he  has  used  the  benefits 
available  to  him  under  the  "benefit  period"  concept.     It  is  therefore 
necessary  to  maintain  a  master  record  of  the  number  of  days  of  care 
received  by  each  aged  person  in  a  hospital  or  extended-care  facility  and 
of  the  number  of  home  health  visits  received.     This  central  record  system 
is  maintained  on  computer  tape  by  the  Social  Security  Administration. 

Current  plans  call  for  a  series  of  tabulations  relating  to  the  use 
of  short-stay  inpatient  hospital  care  by  patients  with  psychiatric  diag- 
noses.    Information  will  be  tabulated  with  respect  to  discharges,  days 
of  care,  and  total  and  reimbursed  hospital  charges  distributed  by  size 
of  hospital,  discharge  status   (alive  and  dead),  and  according  to  age, 
color,  and  sex  of  patient  as  well  as  his  State  of  residence.     These  tab- 
ulations are  planned  to  obtain  some  information  on  the  magnitude  of 
care  currently  being  given  in  short-stay  hospitals  to  patients  with  psy- 
chiatric diagnoses.     The  availability  of  such  information  will  enable 
the  Social  Security  Administration  to  better  assess  the  extent  to  which 
patients  with  psychiatric  conditions  are  currently  cared  for  in  general 
hospitals  and,  consequently,  not  subject  to  the  190-day  lifetime  benefit 
limitation. 

Data  will  be  obtained  on  the  number  of  discharges,  the  total  days 
and  covered  days  of  care  in  psychiatric  hospitals,   the  total  hospital 
charges  and  amount  reimbursed  under  the  program  distributed  by  area  of 
residence  of  patient,  control  of  hospital,  and  age,  color  and  sex  of  the 
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patient.     Additional  tabulations  include  the  number  of  persons  in  psy- 
chiatric hospitals  covered  under  Medicare  distributed  according  to  the 
number  of  covered  days  of  care  used  and  the  days  in  psychiatric  hospital 
prior  to  entitlement.     Such  data  will  provide  the  basis  for  assessing  the 
effect  of  the  190-day  lifetime  limitation  of  psychiatric  hospital  bene- 
fits and  the  extent  to  which  the  carryover  provision  prior  to  entitlement 
reduces  the  total  number  of  benefit  days. 

Finally,  in-hospital  tabulations  will  provide  data  on  the  distribution 
of  the  length  of  stay  in  psychiatric  hospitals  for  discharges  with  the 
various  psychiatric  diagnostic  categories  that  are  included  in  the  overall 
category  of  mental,  psychoneurotic  and  personality  disorders. 

4.     Payment  Record  for  Medical  Insurance — Administration  of  the 
supplementary  medical  insurance  program  does  not  require  the  establish- 
ment of  a  detailed  central  record  of  providers  since  all  licensed 
physicians  and  osteopaths  are  eligible  to  participate  in  the  program. 
No  "spell  of  illness"  concept  is  involved,  and  payment  or  reimbursement 
is  made  only  after  receipt  by  the  carriers  of  bills  having  reasonable 
charges  exceeding  $50  during  a  calendar  period. 

For  administration  and  operation  of  the  program,  the  Social 
Security  Administration  must  have  accurate  and  complete  information  on  the 
amounts  paid  by  the  carriers  for  physician  services  and  for  other  ser- 
vices and  supplies  under  this  part  of  the  program.     For  outpatient 
psychiatric  services,  the  maximum  payment  limitation  of  $250  requires  that 
a  cumulative  cental  figure  be  maintained.     To  meet  these  needs,  carriers 
were  instructed  to  furnish  a  payment  record.     The  information  to  be 
tabulated  from  this  record  (and  linked  with  the  eligibility  record) 
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include  the  number  of  persons  with  psychiatric  expenses,  the  total 
charges  for  such  services,  and  the  amount  reimbursed  by  the  program.  The 
information  will  be  tabulated  by  age,  color,  and  sex  of  the  patient  and 
his  or  her  area  of  residence.     The  tabulation  plans  also  call  for  a 
distribution  of  the  amount  paid  for  outpatient  psychiatric  medical  services 
by  place  of  service  and  by  physician  specialty. 
B .     Questions  to  be  Answered 

All  of  the  Medicare  information  tabulated  will  relate  to  data  for 
1967.     The  tabulation  plans  are  designed  to  provide  answers  to  a  variety 
of  questions  about  the  use  of  services  by  psychiatric  patients  that  are 
covered  under  Medicare  to  evaluate  the  effect  of  the  existing  psychia- 
tric benefit  limitations.     The  following  is  a  list  of  such  questions 
relating  to  the  use  of  short-stay  and  psychiatric  hospitals  and  the  use 
of  out-of-hospital  psychiatric  services  under  the  medical  insurance 
program. 

1 .     Use  of  short-stay  hospitals. 

For  psychiatric  discharges  in  1967  from  short-stay  hospitals  covered 
under  the  Medicare  program,  what  was  their  average  length  of  stay,  total 
and  covered  days  of  care,  total  hospital  charges,  and  amount  reimbursed 
by  hospital  insurance? 

What  was  the  distribution  of  the  lengths  of  stay  of  psychiatric 
discharges  from  short-stay  hospitals  by  age,  color,  sex  of  patient, 
regional  location  and  discharge  status  (dead  or  alive)? 

Do  patients  in  short-stay  hospitals  with  psychiatric  diagnoses  tend 
to  be  hospitalized  once,   twice,  three  or  more  times  during  the  year  and 
how  does  age,  color,  sex  of  the  patient  and  discharge  status  affect  the 
frequency  of  multiple  admissions? 
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2 .  Use  of  psychiatric  hospitals. 

For  psychiatric  hospital  discharges  with  some  Medicare  coverage  in 
1967,  what  was  their  average  length  of  stay,  total  hospital  charges,  and 
amount  reimbursed  by  hospital  insurance  by  age,  color,  and  sex  of  patients 
and  State  of  residence? 

Of  all  persons  in  psychiatric  hospitals  in  1967  with  some  Medicare 
coverage,  how  many  had  exhausted  their  lifetime  benefits  by  the  end  of 
the  year? 

What  is  the  distribution  of  persons  in  psychiatric  hospitals  according 
to  the  number  of  days  used  within  the  lifetime  limitation? 

How  many  psychiatric  patients  ended  their  Medicare  coverage  at  90 
days  and  how  many  exhausted  their  benefits  due  to  the  carryover  provisions 
prior  to  entitlement? 

3 .  Use  of  out-of-hospital  and  psychiatric  services. 

For  persons  receiving  out-of-hospital  physician  services  for  a 
psychiatric  illness  in  1967,  what  were  the  total  charges  and  amount 
reimbursed  under  the  medical  insurance  program,  by  age,  color,  and  sex 
of  patient  and  by  State  of  residence? 

What  was  the  average  amount  reimbursed  and  the  distribution  of  such 
reimbursements  for  out-of-hospital  psychiatric  services  according  to 
physician  specialty,   including  psychiatrists,   internists  and  general 
practitioners? 

In  the  case  of  psychiatrists,  what  was  the  distribution  of  visits 
made  by  patients  in  1967  by  place  of  visit  and  were  there  variations 
with  respect  to  age,  color  and  sex  of  patients? 

What  is  the  distribution  of  persons  receiving  psychiatric  medical 
services  in  1967  according  to  the  total  amount  of  Medicare  reimbursement 
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and  whether  they  were  hospitalized  during  the  year? 
C.     Before-and-Af ter  Study 

The  data  generated  from  the  Medicare  program  are  limited  to  coverage 
of  psychiatric  patients  aged  65  and  over  since  the  implementation  of  the 
program  on  July  1,  1966.     It  was  recognized  that  a  most  important  aspect 
of  the  evaluation  of  the  effects  of  the  existing  psychiatric  benefit 
limitations  was  the  inability  to  assess  the  extent  and  magnitude  of  changes 
in  the  use  of  hospitals  by  psychiatric  patients  aged  65  and  over  from  the 
data  obtained  from  the  program. 

Of  special  importance  is  the  extent  to  which  the  pattern  of  use  of 
general  hospitals  by  such  patients  has  changed  with  the  implementation 
of  the  Medicare  program.     Has  the  coverage  with  no  lifetime  restrictions 
of  care  of  aged  psychiatric  patients  in  general  hospitals  resulted  in  any 
changes  in  the  proportion  of  total  patients  cared  for  in  general  hospitals? 
Are  psychiatric  units  of  general  hospitals  more  frequently  used  by  aged 
persons  since  Medicare  began?     What  effect  has  Medicare  had  on  the  average 
length  of  stay  of  psychiatric  patients? 

To  obtain  answers  to  these  and  other  relevant  questions,  the  Social 
Security  Administration  is  conducting  a  "before  and  after"  study  of  use 
of  psychiatric  services  in  general  hospitals  by  aged  persons.     Data  will 
be  obtained  from  the  Commission  on  Professional  and  Hospital  Activ  ities, 
Ann  Arbor,  Michigan.     Special  tabulations  will  be  furnished  by  the 
Professional  Activity  Study  (PAS)  which  is  part  of  the  Commission  on 
Professional  and  Hospital  Activities  sponsored  by  the  American  College  of 
Physicians,  American  College  of  Surgeons,  American  Hospital  Association,  and 
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the  Southwestern  Hospital  Association.     PAS  has  been  collecting  abstracts 
of  the  clinical  records  of  individual  patients  discharged  from  partici- 
pating hospitals  since  1953,  when  it  began  with  15  community  hospitals 
in  Michigan.     PAS  is  a  nonprofit  medical  research  computer  center  which 
offers  its  services  to  all  hospitals  that  wish  to  participate.     A  hospital 
pays  a  small  amount  per  discharge  and  in  return  receives  periodic  reports 
which  summarize  information  from  the  hospital  case  abstracts.  These 
abstracts  include  information  on  the  age  and  sex  of  the  patient,  length 
of  stay,  final  and  additional  diagnoses,  operations  and  additional  infor- 
mation relating  to  the  care  and  treatment  received  during  hospitalization. 

There  are  about  325  hospitals  with  continuous  PAS  participation 
during  1965-1967,  the  period  of  study.     It  is  estimated  that  roughly  one- 
third  of  these  hospitals  have  psychiatric  units. 

Although  the  PAS  participating  hospitals  are  not  representative  of 
all  general  hospitals  in  the  United  States,  the  results  of  the  "Before 
and  After"  Study  will  provide  Information  for  the  same  hospitals  which 
will  be  helpful  in  assessing  the  impact  of  Medicare  on  the  pattern  of 
use  of  generalhospitals  by  aged  psychiatric  patients. 
D .     Medicaid  Evaluation 

Since  States  may  not  exclude  care  of  eligible  persons  on  the  basis 
of  diagnosis  under  Title  XIX,  Federal  financial  participation  is  avail- 
able for  most  forms  of  psychiatric  services  except  the  specific  statutory 
exclusion  of  patients  under  age  65  in  mental  hospitals.     However,  States 
are  presently  able  to  limit  psychiatric  treatment  in  a  number  of  ways: 

1.     States  may  limit:  the  number  of  persons  eligible  for  services 
by  setting  their  own  financial  eligibility  requirements  in 
reference  to  income  levels  and  assets. 


37 

2.  At  present,  States  also  have  the  option  of  including  the  medically 
needy.     Currently,  25  of  the  42  States  with  Title  XIX  programs 
cover  this  group. 

3.  Certain  services  provided  under  Title  XIX  are  optional  until 
1975  as  are  the  mental  health  provisions.     Other  optional  ser- 
vices affecting  treatment  of  the  mentally  ill  are  clinic  services 
(provided  by  18  States)  and  drugs  (which  have  numerous  variations). 
Only  a  few  States  have  thus  far  included  private  psychiatric 
hospitals  in  their  mental  health  provisions  for  the  elderly. 

4.  States  may  limit  services  they  are  providing.     For  example,  a 
State  may  provide  a  maximum  of  30  days  per  year  of  inpatient 
hospital  services,  or  limit  physicians'   services  to  four  visits 
per  month.     Also,  administrative  controls  may  be  set,  such  as 
limiting  hospital  care  to  21  days  with  extensions  requiring 
prior  authorization. 

The  final  report  will  examine  the  effect  of  the  various  State  pro- 
visions under  Title  XIX  on  the  care  of  the  mentally  ill. 
E .     National  Institution  of  Mental  Health  Data  Sources 
1.     Routine  Data  Collection 

The  primary  purpose  of  the  data  collection  program  of  the 
National  Institute  of  Mental  Health  is  to  accumulate  certain 
baseline  information  on  the  nature  and  scope  of  existing 
treatment  resources,  the  number  and  characteristics  of  persons 
served  in  these  facilities,  and  certain  trend  data  which  reflect 
the  utilization  patterns  of  all  such  facilities  in  the  United 
States . 
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The  information  collected  in  this  program  provides  source  material 
for  the  assessment  of  progress  towards  the  realization  of  national  mental 
health  goals  which  include:     (a)  the  reduction  of  resident  populations 
in  large  State  mental  hospitals ;   (b)  the  extension  of  services  to  the 
mentally  disturbed  through  community  mental  health  centers  and  the  devel- 
opment of  early  identification  and  treatment  services,  intensive  short- 
term,  transitional  and  outpatient  care;   (c)  the  delivery  of  specialized 
services  to  previously  unserved  or  inadequately  served  target  populations 
such  as  potential  suicides,  alcoholics,  children,  and  drug  addicts,  and 
(d)  the  integration  of  mental  health  services  at  local  community,  county, 
and  State  levels  to  provide  for  continuous  networks  of  treatment  and 
care,  proximity  of  resources  to  target  populations,  and  more  efficient 
use  of  facilities  and  staff. 

The  universe  of  facilities  covered  by  this  reporting  program  consists 
of  the  following  types  of  mental  health  facilities:     psychiatric  hospitals, 
general  hospital  psychiatric  services,  community  mental  health  centers, 
other  multi-component  mental  health  facilities,  residential  treatment 
centers  for  emotionally  disturbed  children,  outpatient  mental  health 
facilities  (free  standing — a  facility  that  is  not  part  of  a  larger  insti- 
tution, center  or  hospital  complex)  and  mental  health  day-night  facilities 
(free  standing) . 

2 .     Data  Collection  Techniques 

The  data  collection  techniques  consist  of  Sour  major  surveys: 
a.     The  Inventory  of  Mental  Health  Facilities — an  annual  survey 
of  all  mental  health  facilities  in  the  United  States  to  obtain  a  minimum 
amount  of  information  necessary  to  describe  overall  facility  utilization 
such  as  type  of  facility  and  administrative  control,  number  of  staff  and 
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manhours  worked,  services  provided,  eligibility  requirements,  patient 
movement  data,  source  of  referrals,  and  financial  expenditures. 

b.  The  Survey  of  Patient  Characteristics — an  annual  survey  of  the 
age,  sex,  and  diagnostic  characteristics  of  persons  seen  in  all  mental 
health  facilities. 

c.  The  Survey  of  Admissions — an  annual  sample  survey  of  demographic 
and  other  characteristics  of  admissions  to  mental  health  facilities, 
designed  to  supplement  the  Survey  of  Patient  Characteristics  by  collecting 
more  detailed  information  on  admissions,  such  as  marital  status,  socio- 
economic status,  previous  psychiatric  care,  etc.,  and  provide  estimates 

of  the  number  of  persons  (unduplicated)  under  care. 

d.  Special  studies — designed  as  periodic  surveys  of  patient,  staff, 
or  facility  characteristics  as  the  need  arises  for  certain  information 
not  available  in  the  other  parts  of  the  program. 

3.     Questions  to  be  Answered 

In  order  to  place  some  perspective  on  the  data  to  be  obtained  from 
the  Social  Security  Administration  and  the  Social  Rehabilitation  Service 
programs,  the  following  questions  will  be  answered  in  the  final  report 
for  all  mental  health  facilities  in  the  country  for  FY  1968  and  several 
preceding  years: 

What  is  the  number  of  first  admissions  to  and  the  number  of  resident 
patients  at  the  beginning  of  the  year  in  public  and  private  psychiatric 
hospitals  by  age,  sex  and  diagnosis? 
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What  is  the  number  of  terminations  from  outpatient  general  hospitals 
and  from  outpatient  psychiatric  clinics  by  age,  sex,  and  diagnosis? 

From  selected  mental  health  centers,  what  is  the  distribution  of 
costs  by  number  of  patients,  type  of  service,  occupation,  education, 
income,  age  and  sex,  source  of  payment  and  diagnosis? 


ERSONNEL  QUALIFICATIONS 
FOR      MEDICARE  PERSONNEL 


A  Report  to  the 
Congress 


Department  of  Health,  Education,  and  Welfare 
Wilbur  J.  Cohen,  Secretary 
December  1968 


THE  SECRETARY  OF  HEALTH,  EDUCATION,  AND  WELFARE 

WAS  H I N  GTO  N 


December  28,  1968 

Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
Senate,  Washington,  D.  C. 

Dear  Mr.  Chairman: 

I  have  the  honor  to  submit  a  report,  related  to  the  Medicare 
program,  on  the  "Personnel  Qualifications  Study."    This  report 
is  made  in  compliance  with  the  request  of  your  committee  in 
its  report  to  accompany  H.R.  12080,  Social  Security  Amendments 
of  1967  (90th  Congress,  1st  sess.,  S.  Report  No.  744). 

The  Committee's  request  was  set  forth  in  the  following  terms: 

Pursuant  to  present  law,  the  Secretary  of  Health, 
Education,  and  Welfare  establishes  various  health  and 
safety  criteria  as  conditions  for  the  participation 
of  providers  of  services  and  independent  laboratories 
in  the  medicare  program.     In  setting  these  standards, 
it  was  necessary  to  establish  criteria  for  judging  the 
professional  competency  and  the  qualifications  of  key 
professional  personnel  in  these  health  facilities. 
Membership  in  or  registration  or  certification  by 
certain  specialty  or  professional  organizations  is  the 
principal  accepted  means  of  establishing  professional 
qualifications  in  health  fields.    Medicare  regulations 
go  beyond  these  usual  tests  of  qualifications  by  pro- 
viding that  individuals  meeting  alternative  training 
and  experience  requirements  may  be  found  to  be 
qualified  personnel. 

While  the  committee  agrees  that  the  Secretary's  health 
and  safety  requirements  are  intended  to  safeguard  the 
welfare  of  patients,  it  is  concerned  that  the  reliance 
placed  on  specific  formal  education,  training,  or 
membership  in  private  professional  organizations  might 
sometimes  serve  to  disqualify  people  whose  work  experi- 
ence and  training  may  make  them  equally  or  better 
qualified  than  those  who  meet  the  existing  requirements. 
Failure  to  make  possible  the  fullest  use  of  properly 
trained  health  personnel  is  of  particular  concern 
because  of  the  shortage  of  skilled  health  personnel 
in  several  fields. 
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While  the  committee  recognizes  the  difficulties  involved 
in  determining  the  qualifications  of  persons  in  some  of 
these  health  professions,   it  also  believes  and  expects 
that  the  Secretary  should  engage  in  consultation  with 
appropriate  professional  health  organizations  and  State 
health  agencies  and,  to  the  extent  feasible,  explore, 
develop,  and  apply  appropriate  means  of  determining  the 
proficiency  of  health  personnel  disqualified  under  the 
present  regulations.    Moreover,  the  Secretary  should 
encourage  and  assist  programs  designed  to  upgrade  the 
capabilities  of  those  who  are  not  now  sufficiently 
skilled  to  qualify  in  health  occupations  now  in  short 
supply,  but  who  could  perform  adequately  with  relatively 
little  additional  training. 

The  quality  of  personnel  needed  to  provide  health  services  under 
the  Medicare  program  is  of  the  utmost  importance.     Shortages  exist 
in  virtually  every  category.     The  national  interest  requires  that 
we  make  the  best  use  of  all  personnel  and,  at  the  same  time,  assure 
standards  of  quality  to  provide  the  best  health  care  for  all  our 
aged . 

Under  this  study,  we  selected  five  major  categories  of  health  services 
personnel.    Although  the  problems  and  issues  are  somewhat  different 
for  each  of  the  categories  included  within  the  scope  of  the  study, 
its  purpose  was  to  determine  if  the  personnel  qualifications  of  the 
current  Medicare  regulations  prevent  the  rendering  of  specific 
services  under  Medicare  by  any  health  personnel  who  may  be  competent 
to  provide  such  services.    These  personnel  are  not  excluded  from 
functioning  in  the  program  under  current  regulations,  but  they 
must  function  under  supervision- -which  constitutes  the  crux  of  the 
problem.     The  presently  disqualified  personnel  seek  to  be  recognized 
as  qualified  and  to  be  permitted  to  participate  in  the  Medicare 
program  under  a  minimum  of  supervision  on  the  same  basis  as  their 
qualified  counterparts.     The  disqualified  groups  state  that  experi- 
ence should  be  considered  a  legitimate  substitute  for  formal 
education,  implying  that  it  is  possible  to  equate  the  two.  The 
study  evaluates  the  feasibility  of  recommending  alternative 
mechanisms  (other  than  those  included  in  the  Medicare  regulations) 
for  determining  personnel  qualifications. 

In  summary,  the  conclusions  resulting  from  the  study  are: 

Physical  therapists.     In  the  light  of  the  shortage  of 
physical  therapists,  efforts  should  be  made  to  qualify 
currently  disqualified  physical  therapists  for  partici- 
pation under  Medicare  if  they  can  establish  an  adequate 
level  of  competency.    Administrative  steps  are  being 
taken  to  develop  a  proficiency  examination  which  will 
make  this  determination  possible. 
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Licensed  practical  nurse.       The  charge  nurse  in  an  extended 
care  facility  is  responsible  for  the  total  nursing  care  of 
all  patients  during  her  tour  of  duty.     Because  practical 
nurses  licensed  by  waiver  have  no  standard  educational 
preparation- -and  often  no  such  preparation  at  all--the 
study  did  not  find  it  appropriate  for  them  to  serve  as 
charge  nurses,  although  they  may  be  employed  by  extended 
care  facilities  for  general  duty  nursing.     Thus,  no 
change  in  current  requirements  will  be  made.  Suggestions 
are  made  in  the  study  for  actions  by  State  licensing 
programs  and  educational  institutions,  with  a  view  to 
upgrading  waivered  practical  nurses. 


Independent  laboratory  personnel.       In  view  of  the 
potentially  crucial  value  of  each  laboratory  determin- 
ation made,  and  the  growing  complexity  of  laboratory 
procedures,  it  is  essential  that  only  well-qualified 
personnel  be  entrusted  the  task  of  performing  laboratory 
analyses  in  Medicare-approved  laboratories.     The  study 
concluded  that  the  current  regulations  represent  the 
minimal  acceptable  level  of  standards  to  assure  safe 
laboratory  performance,  and  that  no  change  should  be 
made . 


Medical  record  personnel.       In  light  of  the  acute 
shortages  of  medical  record  personnel,  Medicare 
regulations  will  be  modified  to  permit  accredited 
record  technicians,  as  well  as  registered  record 
librarians,  to  function  as  hospital  medical  record 
department  heads  under  specified  conditions. 

Corrective  therapists.      These  therapists  are  not 
licensed  by  any  State,  and  their  educational  programs 
are  not  accredited  by  a  specialty  accrediting  body 
recognized  by  the  Office  of  Education  or  the  National 
Commission  on  Accrediting.     In  view  of  this,  the  study 
found  that  the  present  Medicare  regulations,  which 
require  that  corrective  therapists  function  under 
appropriate  supervision,  should  not  be  changed. 
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I  concur  with  these  conclusions  and  have  directed  the  Commissioner 
of  the  Social  Security  Administration  to  prepare  the  necessary 
changes  in  the  regulations  and  to  take  whatever  administrative 
actions  are  needed  to  achieve  the  objectives. 


Sincerely , 


Secretary 


Enclosure 
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INTRODUCTION 

Nature  and  Purpose  of  Study 

Title  XVIII  of  the  Social  Security  Act  authorizes  the  Secretary 
of  Health,  Education,  and  Welfare  to  set  standards  necessary  to  pro- 
tect the  health  and  safety  of  patients  for  whom  services  are  pro- 
vided under  Medicare.     Accordingly,  the  conditions  of  participation 
for  the  various  types  of  providers  of  services  were  formulated. 
These  list  the  specific  requirements  to  be  met  by  hospitals,  extended 
care  facilities,  home  health  agencies,  independent  laboratories,  and 
other  providers  of  services  in  order  to  be  certified  for  participa- 
tion in  the  program.     The  requirements  include  qualifications  for 
selected  categories  of  personnel  functioning  within  each  of  the  pro- 
vider settings. 

The  Congressional  directive  for  the  Personnel  Qualifications 
Study  is  contained  in  the  Senate  Finance  Committee's  report  on  the 
Social  Security  Amendments  of  1967.    The  committee  expressed  a  con- 
cern "...  that  the  reliance  placed  on  specific  formal  education, 
training,  or  membership  in  private  professional  organizations  might 
sometimes  serve  to  disqualify  people  whose  work  experience  and  train- 
ing may  make  them  equally  or  better  qualified  than  those  who  meet  the 
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existing  requirements.    Failure  to  make  possible  the  fullest  use  of 
properly  trained  health  personnel  is  of  particular  concern  because 
of  the  shortage  of  skilled  health  personnel  in  several  fields." 

Although  the  problems  and  issues  are  somewhat  different  for 
each  of  the  categories  of  personnel  included  within  the  scope  of 
this  study,  its  purpose  was  to  determine  if  the  personnel  qualifi- 
cations of  the  current  Medicare  regulations  prevent  the  rendering 
of  specific  services  under  Medicare  by  any  health  personnel  who 
may  be  competent  to  provide  such  services.    These  personnel  are  not 
excluded  from  functioning  in  the  program  under  current  regulations, 
but  they  must  function  under  supervision- -which  constitutes  the 
crux  of  the  problem.     The  presently  disqualified  personnel  seek  to 
be  recognized  as  qualified  and  to  be  permitted  to  participate  in 
the  Medicare  program  under  a  minimum  of  supervision  on  the  same 
basis  as  their  qualified  counterparts.     The  disqualified  groups 
state  that  experience  should  be  considered  a  legitimate  substitute 
for  formal  education,  implying  that  it  is  possible  to  equate  the 
two.     The  study  evaluates  the  feasibility  of  recommending  alterna- 
tive mechanisms   (other  than  those  included  in  the  Medicare  regula- 
tions) for  determining  personnel  qualifications. 

The  selection  of  the  various  categories  of  personnel  to  be 
included  in  the  scope  of  the  study  was  based  on  staff 
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knowledge  of  complaints  and  problems  that  had  arisen  in  connection 
with  operation  of  the  Medicare  program.     Categories  of  personnel 
selected  for  study  were  licensed  practical  nurses  serving  as  charge 
nurses  in  extended  care  facilities,  medical  record  librarians, 
physical  therapists,  corrective  therapists,  and  personnel  who 
function  in  independent  laboratory  settings. 

Study  Procedure 

The  Community  Health  Service,  Health  Services  and  Mental  Health 
Administration,  PHS,  had  primary  responsibility  for  the  staff  work, 
supplemented  by  staff  of  the  Bureau  of  Health  Insurance,  SSA.  The 
Bureau  of  Health  Professions  Education  and  Manpower  Training,  National 
Institutes  of  Health,  PHS,  assisted  in  the  development  of  information 
on  manpower  and  training  programs  for  upgrading. 

Pertinent  information  and  statistical  data  were  obtained  by 
means  of  a  questionnaire  directed  to  the  organizations  that  directly 
represent  disqualified  personnel,  to  ogranizations  representing  qual- 
ified personnel,  and  to  several  organizations  representing  personnel 
closely  related  to  those  under  study. 

In  addition,  consultation  was  sought  from  representatives  of 
State  and  Federal  Governmental  agencies  with  a  concern  for  educa- 
tion, employment,  or  standard  setting  for  the  subject  groups;  from 
providers  of  service  (as  defined  in  Medicare) ;  and  from  private 
educational  and  professional  standard-setting  and  accrediting  groups. 


The  consultants  were  grouped  into  four  multidisciplinary  expert 
review  pane Is --independent  laboratory  personnel,  licensed  practical 
nurses,  medical  record  librarians,  and  physical  and  corrective 
therapists . 

Early  in  the  development  of  the  study  methodology,  it  was 
determined  that  the  interests  of  objectivity  would  be  better  served 
if  the  professional  organizations  of  the  personnel  studied  were  not 
formally  represented  on  the  review  panels.     Consequently,  none  of 
the  panel  members  chosen  represented  the  direct  interests  of  any 
professional  organization;  they  were  selected  as  individuals  who 
had  particular  contributions  to  make  as  advisors.     The  expert  re- 
view panels  discussed  the  issues  involved,  heard  presentations  from 
professional  organizations  representing  both  qualified  and  disquali- 
fied personnel,  and  made  recommendations  to  the  staff. 

Throughout  the  study,  all  advice  received  was  evaluated  in 
the  light  of  protecting  the  health  and  safety  of  Medicare  benefi- 
ciaries.    A  further  factor  given  consideration  was  Medicare's  re- 
sponsibility for  promoting  the  most  effective  use  of  competent 
health  personnel,  particularly  in  view  of  the  recognized  shortage 
of  skilled  health  manpower. 

Issues 

In  exploring  the  proficiency  of  health  personnel  currently 
deemed  disqualified  for  participation  in  the  program,  a  number  of 
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factors  were  identified  that  were  common  to  all  the  disciplines 
studied.    Nevertheless,  specific  problems  and  issues  associated 
with  each  of  the  disciplines  were  different  and  required  separate 
treatment  and  levels  of  priority.     This  is  explained  in  part  by 
the  functions  and  responsibilities  of  each  discipline.     Such  dis- 
ciplines as  practical  nursing,  physical  therapy,  and  corrective 
therapy  render  direct  patient  care.     Clinical  laboratory  personnel, 
although  not  involved  directly  in  patient  care,  produce  test  re- 
sults that  are  used  by  the  physician  in  diagnosis,  which  leads  to 
treatment,  and  in  evaluating  or  monitoring  therapy.    Medical  record 
personnel,  however,  are  not  involved  directly  in  patient  care  nor 
in  producing  test  results  that  are  used  in  patient  care. 


6 


Chapter  I 
PHYSICAL  THERAPISTS 

Present  Participation 
of  Physical  Therapists 

Physical  therapy  services  in  Medicare -approved  institutions 
and  agencies  must  be  given  by  or  under  the  supervision  of  a 
qualified  physical  therapist.    Medicare  conditions  of  participation 
for  provider  institutions  and  agencies  define  a  qualified  physical 
therapist  as  a  graduate  of  an  educational  program  in  physical 
therapy  that  is  approved  by  the  Council  on  Medical  Education  of 
the  American  Medical  Association  (AMA)  in  collaboration  with  the 
American  Physical  Therapy  Association  (APIA),  or  the  equivalent. 

An  approved  program  can  be  any  of  three  types:     a  4-year 
baccalaureate  degree  program,  a  12- to- 16-month  postbaccalaureate 
program  leading  to  a  certificate  of  proficiency,  or  a  post- 
baccalaureate program  leading  to  a  master's  degree.  The 
recommended  curriculum  calls  for  instruction  in  anatomy, 
physiology,  pathology,  psychology,  clinical  medicine,  physical 
therapy  procedures   (including  tests  and  measurements,  therapeutic 
exercise  and  assistive  devices,  and  physical  agents),  and 
supervised  clinical  experience  in  the  care  of  patients. 
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The  Problem 

Many  licensed  physical  therapists  who  are  educationally  not 
qualified  to  give  service  under  Medicare  without  supervision 
report  having  practiced  for  many  years,  some  in  institutional 
settings  but  most  in  their  own  offices.     They  believe  that  they 
are  qualified  to  participate  as  supervisors  and  consultants  under 
Medicare  and  have  requested  permission  to  do  so. 

The  Practice  of  Physical  Therapy 

Physical  therapists  treat  patients  who  have  disabilities 
resulting  from  accidents,  congenital  defects,  or  illnesses. 
Under  prescription  of  a  physician  they  evaluate  the  capabilities 
of  patients  by  various  physical  tests;  treat  patients  by  using 
agents  such  as  heat,  cold,  massage,  and  therapeutic  exercise;  and 
teach  patients  and  their  families  appropriate  home  treatment  and 
care  as  well  as  exercises,  activities,  and  use  of  devices  —  all 
with  the  aim  of  achieving  the  greatest  possible  restoration  of 
functions . 

The  usual  practice  is  for  the  physician,  bearing  ultimate 
responsibility  for  the  patient,  to  make  a  diagnosis,  determine 
the  objective  to  be  achieved  by  physical  therapy,  and  order  the 
therapist's  services.     However,  the  physical  therapist  then 
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determines  the  specific  modalities  or  treatment  mechanisms,  and 
plans  the  treatment  program,  in  accordance  with  the  overall  goals 
to  be  attained.     Initial  consultation  between  physician  and 
therapist  as  well  as  periodic  feedback  and  progress  reports  are 
implied  essentials  in  this  interaction.    The  physical  therapist 
must  be  able  to  make  independent  observations  concerning  the 
patient's  progress  or  lack  of  progress,  special  problems,  the 
need  for  change  in  modalities,  etc.,  and  report  back  to  the 
physician. 

In  view  of  the  wide  latitude  of  judgment  that  physical 
therapists  must  be  prepared  to  exercise  in  assisting  the  physician 
in  patient  evaluation  and  treatment,  the  Medicare  program  has 
required  that  they  be  fully  qualified  by  formal  education  and 
supervised  experience. 

Positions  of  Professional  Organizations 

I 

Data  were  submitted  to  the  study  by  the  American  Physical 
Therapy  Association,  whose  members  are  fully  qualified  for  Medicare 
participation;  the  National  Association  of  Physical  Therapists,  Inc., 
which  represents  a  portion  of  the  disqualified  group;  the  California 
Physical  Therapists  Association,  and  the  Massachusetts  Society  of 
Registered  Physical  Therapists.    The  latter  two  organizations, 
whose  members  also  are  disqualified,  are  not  affiliated  with  either 
national  organization. 
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The  organizations  of  the  disqualified  physical  therapists 
believe  that  they  should  be  considered  qualified  because  they  meet 
their  States'   legal  requirements  for  practice  and  because  referring 
physicians  are  satisfied  with  the  quality  of  their  services. 

Licensure  of  Physical  Therapists 

Physical  therapists  are  licensed  in  all  States  and  other 
jurisdictions  except  Missouri  and  Texas.     Forty  of  the  States  have 
laws  that  control  practice  by  mandatory  licensure.     In  the  other 
States,  licensure  is  not  mandatory  and  serves  only  to  protect  the 
title  of  the  licensed  or  registered  physical  therapist. 

All  State  licensing  laws  specify  professional  qualifications 
in  physical  therapy,  22  States  requiring  graduation  from  an 
AMA-APTA-approved  physical  therapy  program,  which  is  the  require- 
ment under  Medicare.    Almost  all  the  other  States,  while  reserving 
the  States'  right  to  approve  qualifying  educational  programs, 
specify  by  regulation  that  the  program  be  AMA-APTA-approved.  Thus, 
physical  therapists  entering  the  field  today  generally  will  comply 
with  the  Medicare  requirements,  although  several  States  have,  in 
recent  years,  reopened  the  "grandfather""  approach  to  licensure. 

Most  of  the  disqualified  physical  therapists  were  licensed 

through  a  grandfather  clause  which  waived  educational 

*A  "grandfather"  clause  in  a  statute  waives  some  or  all  of  the 
requirements  of  the  law  to  permit  persons  in  practice  at  the  time 
the  law  is  effected  to  continue  to  practice,  and  includes  a  cutoff 
date  after  which  all  new  practitioners  must  meet  all  the  legal 
requirements . 
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qualifications;  others  were  licensed  under  State  regulations  that 
require  some  validation  of  qualifications  but  do  not  require  an 
AMA-APTA-approved  school. 

Manpower 

Precise  data  are  not  available  on  numbers  of  physical  therapists 
qualified  to  provide  services  under  Medicare.     However,  review  of 
membership  of  the  APTA  indicates  more  than  10,000  Medicare-qual- 
ified active  physical  therapists,  and  about  2,000  "inactive" 
members,  some  of  whom  reportedly  work  part-time.  Ninety-five 
percent  of  the  active  members  are  employed  full-time  or  part-time 
in  health  care  settings,  more  than  half  of  them  in  hospitals. 
More  than  one- third  of  the  APTA  membership  are  in  the  States  of 
California,  New  York,  and  Pennsylvania;  more  than  one-sixth  are 
in  Illinois,  Massachusetts,  New  Jersey,  and  Ohio.     About  one- third 
are  under  30  years  of  age. 

Reports  from  the  organizations  of  disqualified  physical 
therapists  indicate  that  they  total  about  3,500,  with  about  half 
of  that  number  in  California,  Massachusetts,  New  Jersey,  and 
New  York,  and  the  rest  distributed  throughout  the  other  States. 
No  more  than  one- third  of  them  have  the  baccalaureate  degree  that 
is  necessary  to  be  eligible  for  training  in  an  approved  certificate 
program;  of  the  rest,  many  do  not  have  the  basic  education  that 
would  qualify  them  for  college  admission  if  they  wished  to  enter 
an  approved  baccalaureate  program. 
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Most  of  the  disqualified  physical  therapists  are  age  45  and 
older.     They  state  that  they  have  family  responsibilities  and 
cannot  afford  to  interrupt  their  practices  to  return  to  school. 

Conclusions 

Extended  care  facilities  and  home  health  agencies  have 
reported  difficulties  in  obtaining  the  services  of  physical 
therapists.     In  some  cases  this  has  resulted  in  inconvenience  to 
patients  because  physical  therapists  have  had  to  offer  their 
services  to  these  institutions  and  agencies  late  at  night  after 
their  regular  working  hours. 

In  light  of  the  shortage  of  physical  therapists,  efforts 
should  be  made  to  qualify  currently  disqualified  physical  therapists 
for  participation  under  Medicare  if  they  can  establish  an  adequate 
level  of  competency.     Several  alternative  changes  in  Medicare 
requirements  of  physical  therapists  were  considered  as  possible 
means  of  including  the  services  of  presently  disqualified  therapists. 
Among  alternatives  were  State  licensure  as  the  sole  measure  of 
qualifications,  or  providing  an  alternative  to  education  based  on 
a  specified  number  of  years  of  experience,  or  use  of  the  "access" 
mechanism  that  is  applied  to  facilities  in  the  Medicare  program. 
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These  were  rejected  because  it  is  believed  that  they  would  signifi- 
cantly lower  standards  that  were  established  to  protect  the  health 
and  safety  of  Medicare  patients. 

It  has  been  concluded,  however,  that  health  and  safety  can 
be  protected  if  a  two-part  proficiency  examination  is  given  to 
evaluate  the  judgment  and  skills  of  currently  disqualified  physical 
therapists.     The  examination  proposed  would  include   (1)  a  written 
test  based  upon  a  "case  method"  approach  and  constituting  a  test 
of  knowledge  and  judgment,  and  (2)  an  observation  period  during 
which  the  therapist's  practice  could  be  evaluated  in  a  clinical 
setting  by  qualified  personnel.     This  proposal  would  not  provide 
for  interim  inclusion  of  disqualified  physical  therapists;  it 
would  admit  them  to  the  Medicare  program  only  after  passing  the 
examination . 

Administrative  steps  already  have  been  taken  by  the  Public 
Health  Service  and  the  Social  Security  Administration  to  have 
adopted  as  policy  under  Medicare  the  approach  recommended  to 
qualify  currently  disqualified  physical  therapists  for  participation 
in  the  program.    The  proposed  proficiency  examination  will  be 
developed  as  rapidly  as  possible. 
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Chapter  II 
LICENSED  PRACTICAL  NURSES 


Present  Participation  of 
Licensed  Practical  Nurses 


Throughout  the  development  of  conditions  of  participation  for 
extended  care  facilities  under  Medicare,  a  great  deal  of  considera- 
tion was  given  to  establishing  standards  for  nursing  services. 
Numerous  consultants,  both  within  and  without  the  Federal  Govern- 
ment, and  including  nurses,  physicians,  health  care  administrators, 
and  others  knowledgeable  about  patient  care,  contributed  advice  and 
guidance  to  those  responsible  for  developing  the  standards  for  the 
charge  nurse  in  extended  care  facilities.     Their  principal  concern 
was  to  assure,  as  nearly  as  standards  can  assure,  a  safe  level  of 
patient  care  to  beneficiaries.     This  was  considered  particularly 
important  in  extended  care  facilities,  which  usually  have  no  house 
physicians.     In  these  facilities,  charge  nurses  must  be  prepared 
to  deal  with  all  aspects  of  patient  care,  including  taking  initial 
action  when  special  problems  or  medical  emergencies  arise. 

Statutory  requirements  for  extended  care  facilities  in  the 
Medicare  program  can  be  met  by  the  full-time  employment  of  only 
one  registered  professional  nurse.  In  view  of  this,  and  of  the 
shortages  of  nurses,  it  was  decided  that  a  licensed  practical  nurse 
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who  has  graduated  from  a  State-approved  school  has  the  minimal  level 
of  training  required  t'o  function  safely  as  the  one  in  charge  of 
nursing  activities  during  tours  of  duty  when  staffing  is  at  the 
lowest  in  numbers   (evening  and  night  shifts) . 

The  Problem 

Many  objections  to  the  charge-nurse  standard  for  extended 
care  facilities  have  been  made  to  Congress  as  well  as  directly  to 
the  Medicare  program  by  individual  practical  nurses  licensed  by 
waiver,  the  National  Association  of  Practical  Nurse  Education  and 
Service,  Inc.,  the  American  Nursing  Home  Association,  some  State 
nursing  home  associations,  and  individual  nursing  home  adminis- 
trators.    In  general,  complaints  have  stated  that  the  present 
regulation  has  threatened  the  licenses  and  employment  status  of 
practical  nurses  licensed  by  waiver  in  hospitals,  extended  care 
facilities,  and  nursing  hcnes. 

Practical  nurses  licensed  by  waiver  have  no  standard  educa- 
tional preparation.     It  is  the  educational  requirement  that  is 
waived  when  a  license  is  obtained  by  waiver.    Moreover,  methods 
of  determining  on-the-job  experience  of  practical  nurses  applying 
for  license  by  waiver  vary  considerably  from  State  to  State,  as 
does  the  waiver  period  during  which  individuals  working  as  nurse 
aides,  etc.,  may  apply  for  a  license  under  a  grandfather  clause  # 
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In  clarification  of  the  misunderstandings  inherent  in  these 
complaints  concerning  the  Medicare  charge-nurse  standard,  it  should 
be  stated  that  the  standard  has  no  effect  on  licensure  status  of 
waivered  nurses.     The  standard  does  not  preclude  employment  of 
practical  nurses  licensed  by  waiver  for  general  duty  nursing  by 
extended  care  facilities;  it  does  preclude  their  functioning  in  a 
position  in  charge  of  all  nursing  activities  during  a  shift. 

Charge-Nurse  Responsibilities 

The  charge  nurse  is  responsible  for  the  total  nursing  care  of 
patients  during  her  tour  of  duty.     This  means  that  she  is  required 
to  exercise  varying  degrees  of  independent  judgment  because  of 
the  complex  nursing  problems  predated  by  many  extended  care  facil- 
ity patients.    Moreover,  extended  care  facilities  usually  have  no 
house  physicians  who  can  be  responsible  for  evaluating  sudden 
changes  in  a  patient's  condition  and  for  dealing  with  emergencies. 
Hence,  the  charge  nurse  must  be  prepared  to  recognize  significant 
changes  in  the  conditions  of  patients  and  to  take  initial  action 
in  connection  with  any  special  problems  or  medical  emergencies 
that  arise.     The  practical  nurse  licensed  by  waiver  lacks  the 
indepth  knowledge  that  would  permit  her  to  safely  assume  such 
responsibilities . 
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Positions  of  Professional  Organizations 

With  the  exception  of  one  national  association  of  practical 
nurses  whose  membership  is  largely  those  licensed  by  waiver,  the 
national  professional  organizations  of  nursing  personnel,  both 
registered  nurses  and  practical  nurses,  are  of  the  opinion  that 
the  practical  nurse  licensed  by  waiver  does  not  have  the  level  of 
training  required  to  function  safely  as  a  charge  nurse. 

1 ' 

Licensure  of  Practical  Nurses 

During  the  years  1949-1964,  a  total  of  338,783  first-time 
licenses  were  issued  to  practical  nurses  in  the  United  States. 
Of  these,  119,317  obtained  their  licenses  by  waiver,  i.e.,  without 
having  graduated  from  a  State-approved  school  of  practical  nursing 
or  without  meeting  any  other  standard  educational  requirement. 

In  1967,  23  States  and  jurisdictions  had  a  permissive  licens- 

i 

ing  law,  which  protects  the  title  "licensed  practical  nurse"  but 
does  not  define  the  practice  of  practical  nursing  nor  prohibit 
unlicensed  persons  from  practice.     In  the  other  States,  the  law 
is  compulsory,  regulating  practice.    There  is  currently  a  trend 
in  the  States  with  permissive  licensing  to  make  it  mandatory  and 
to  require  training  in  a  State-approved  school. 
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Manpower 

The  number  of  practical  nurses  licensed  by  waiver  who  served 
as  charge  nurses  in  extended  care  facilities  before  Medicare  is 
unknown  and,  judging  from  the  experience  of  the  Public  Health  Ser- 
vice in  attempting  to  determine  accurate  figures,  a  reliable 
estimate  would  have  been  impossible  except  by  a  door-to-door  sur- 
vey of  each  institution.     Despite  the  number  of  complaints  received 
about  the  charge-nurse  standard,  which  would  seem  to  indicate  that 
many  extended  care  facilities  had  practical  nurses  licensed  by 
waiver  serving  in  this  position,  only  254  extended  care  facilities, 
when  initially  certified  for  participation  in  the  Medicare  program, 
had  to  be  certified  conditionally  because  they  did  not  have  quali- 
fied charge  nurses.     When  these  conditional  certifications  were 
withdrawn  in  April  1968,  only  17  had  to  be  terminated  for  failing 
to  qualify.     The  others  either  had  managed  to  employ  charge  nurses 
who  were  fully  qualified  to  participate  under  Medicare,  or  had 
voluntarily  terminated  their  Medicare  agreement  because  of  inabil- 
ity to  comply.     There  were,  of  course,  other  facilities  that  could 
not  be  certified  even  conditionally  because  they  had  many  deficien- 
cies generally,   including  nursing  deficiencies,  representing  an 
overall  low  standard  of  care. 
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Conclusions 

Following  study  of  all  available  data  concerning  the  functions, 
responsibilities,  and  qualifications  of  the  charge  nurse  in  a 
Medicare-certified  extended  care  facility,   it  is  concluded  that  the 
standard  is  minimal  and  should  not  be  lowered.     Therefore,  no 
change  is  recommended  in  the  Medicare  conditions  of  participation 
for  extended  care  facilities  as  related  to  the  qualification  of 
the  charge  nurse. 

Because  of  the  shortages  in  nursing  personnel  nationally, 
consideration  has  been  given  to  ways  and  means  of  qualifying  the 
practical  nurses  licensed  by  waiver  for  charge-nurse  positions. 
Although  the  majority  of  these  practical  nurses  are  in  the  older 
age  group  and  may  not  be  interested  in  or  able  to  take  advantage 
of  additional  education,  States  are  urged  to  establish  one  of  two 
mechanisms  to  accommodate  those  who  wish  to  upgrade  their  qualifi- 
cations : 

Initial  consideration  should  be  given  by  States  to 
work  with  established  12-to-15-month  State-approved 
programs  on  the  possibility  of  granting  these  prac- 
tical nurses  individualized  advanced  standing.  This 
mechanism  would  give  recognition  to  knowledge  gained 
through  experience,  thus  allowing  the  practical  nurse 
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licensed  by  waiver  to  complete  the  program  in  less 
time  than  is  ordinarily  required.     At  the  same  time, 
use  of  established  programs  would  eliminate  the 
need  to  develop  new  programs  which  must  face  the 
complicating  factors  of  shortages  of  funds,  teach- 
ing personnel,  and  educational  facilities. 

An  alternative  mechanism,  if  the  above  is  not  pos- 
sible,  is  for  States  to  work  with  educational 
institutions  to  develop  special  training  programs 
designed  only  for  the  practical  nurse  licensed  by 
waiver,  which  would  allow  credit  for  on-the-job 
experience  and  provide  for  completion  of  the 
program  in  less  time  than  is  required  to  present 
State-approved  programs.     Such  programs  should  be 
formulated  in  consultation  with  State  nurse- 
licensing  agencies  that  will  have  to  certify  the 
practical  nurse  who  completes  the  shorter  program 
as  the  equivalent  of  a  graduate  from  a  presently 
State-approved  program. 

It  is  the  responsibility  of  the  States  to  establish  procedur( 
and  develop  training  programs  whereby  the  presently  disqualified 
licensed  practical  nurse  can  upgrade  her  qualifications  to  meet 
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those  of  the  charge  nurse  in  an  extended  care  facility  under 
Medicare.     Federal  participation  is  limited  to  assistance  in 
funding  such  programs.     A  recent  example  of  such  Federal  partici- 
pation is  the  program  in  Massachusetts  to  upgrade  practical  nurses 
licensed  by  waiver,  which  was  funded  through  provisions  of  the 
Manpower  Development  and  Training  Act,  Title  II,  and  administered 
jointly  by  the  Office  of  Education,  HEW,  and  the  Manpower  Admin- 
istration of  the  Department  of  Labor. 


21 


Chapter  III 
INDEPENDENT  LABORATORY  PERSONNEL 

Present  Requirements  for 
Independent  Laboratory  Personnel 

In  recognition  of  the  crucial  importance  of  clinical  laboratory 
tests  to  the  health  and  welfare  of  the  patient,  and  after  consider- 
able consultation  and  consideration,  the  conditions  for  coverage  of 
services  of  independent  laboratories  were  developed.    An  independent 
laboratory  performing  diagnostic  tests  is,  by  Medicare  definition, 
11  .  .   .  one  which  is  independent  both  of  the  attending  or  consulting 
physician's  office  and  of  a  hospital  which  meets  the  conditions  of 
participation  in  the  program." 

The  regulations  for  independent  laboratories  include  minimum 
standards  that  must  be  met  by  the  laboratories  so  that  they  may  be 
reimbursed  for  services  rendered  to  Medicare  beneficiaries.  Stan- 
dards are  applied  to  laboratory  personnel  by  category  (director, 
supervisor,  technologist,  and  technician)  as  well  as  specifically 
for  the  immediate  supervision  of  tests  performed  in  the  various 
laboratory  specialties  and  subspecialties.     This  study  was  concerned 
with  the  director  and  the  technologist. 

The  personnel  qualifications  for  both  the  director  and  the 
technologist  require  an  inverse  ratio  of  education  to  experience; 
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that  is,  the  less  education  an  individual  has,  the  more  pertinent 
experience  he  must  possess.     In  recognition  of  equivalent 
experience,  grandfather  clauses  were  included  for  both 
categories  of  personnel  in  the  Medicare  regulations.  However, 
after  1971,  all  individuals  who  wish  to  enter  the  program  will 
have  to  meet  the  formal  educational  requirements,  and  experience 
will  no  longer  be  a  substitute. 

The  Problem 

Few  independent  laboratory  directors  or  technologists  have 
been  affected  directly  by  the  current  Medicare  regulations. 
Those  individuals  who  do  not  meet  the  formal  educational 
requirements  as  established  in  the  regulations  may,  nevertheless, 
render  services  in  the  program  if  they  possess  the  requisite 
number  of  years  of  experience  prior  to  July  1,  1966  (the  effective 
date  of  Medicare) . 

However,  concern  has  been  expressed  by  some  of  the 
organizations  representing  laboratory  personnel  that  after 
June  30,  1971,  when  no  new  grandfather  directors  or  technolo- 
gists will  be  approved  to  render  services  in  the  program,  hardship 
may  be  experienced  by  such  personnel  as  well  as  by  beneficiaries. 
Accordingly,  they  contend  that  the  current  Medicare  independent 
laboratory  regulations  are  unduly  stringent  in  this  respect. 
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Responsibilities  of  Laboratory  Personnel 

Physicians  today  place  greater  reliance  on  clinical 
laboratory  results  than  ever  before.    Batteries  of  tests  are 
requested  as  part  of  the  diagnostic  evaluation  of  patients  in 
private  practice,  outpatient  clinics,  and  hospitals.  Laboratory 
analyses  serve  as  an  essential  adjunct  to  proper  patient 
evaluation  and  care.     Tests  are  used  to  aid  the  physician  in 
making  diagnoses  and  judging  the  efficacy  of  treatment.     Some  of 
the  powerful  modern  drugs  (e.g.,  anticoagulants)  can  be  admin- 
istered only  under  careful  supervision  based  on  frequent 
laboratory  testing.     Because  the  results  of  laboratory  analyses 
so  often  serve  as  the  principal  indicators  of  the  patient's 
condition,  the  need  for  a  high  degree  of  accuracy  is  apparent. 
Inaccurate  determination  can  lead  to  faulty  diagnoses  or 
inappropriate  treatment,  with  the  possible  sequelae  of  protracted 
illness,  extended  convalescence,  or  even  death. 

Positions  of  Professional  Organizations 

On  Director  Qualification 

Data  and  testimony  were  submitted  to  the  study  by  the 
American  Association  of  Bioanalysts   (AAB),  which  represents 
approximately  550  clinical  laboratory  directors,  all  of  whom  are 


now  qualified  under  Medicare.    However,  after  June  30,  1971,  new 
nondoctoral  members  of  the  AAB  who  have  not  hitherto  qualified  as 
directors  under  Medicare  will  no  longer  be  eligible  to  render 
services  in  a  Medicare-approved  independent  laboratory,  which  is 
the  main  issue  raised  by  AAB. 

Although  the  association  has  stated  that  the  ultimate 
objective  for  directorship  of  a  laboratory  should  be  education 
at  the  doctoral  level,  because  of  manpower  limitations  it  believes 
that  the  1971  cutoff  date  is  unrealistic.    Accordingly,  the 
association  has  proposed  that  the  date  after  which  a  newly 
certified  director  must  possess  an  earned  doctoral  degree  be 
advanced  beyond  June  30,  1971,  and  that,  for  the  interim,  the 
master's  degree  suffice. 

On  Technologist  Qualification 

Data  and  testimony  also  were  submitted  to  the  study  by  the 
American  Society  of  Medical  Technologists   (ASMT) ,  the  American 
Medical  Technologists  (AMT),  and  the  International  Society  of 
Clinical  Laboratory  Technologists  (ISCLT) . 

The  ASMT  represents  and  maintains  a  registry  for  technolo- 
gists who  are  baccalaureate  graduates  of  783  schools  of  medical 
technology  approved  by  the  Council  on  Medical  Education  of  the 
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American  Medical  Association.    All  members  of  ASMT  or  other 
graduates  of  these  schools  are  presently  qualified  under  Medicare. 
It  should  be  noted  that  AMA  accreditation  is  the  only  accredi- 
tation program  for  schools  of  medical  technology  recognized  by 
the  National  Commission  on  Accrediting. 

The  ASMT  expresses  full  agreement  with  the  current  Medicare 
regulations  for  independent  laboratories  and  strongly  opposes  any 
revisions  that  would  have  the  effect  of  lowering  the  standards 
for  technologists  and  technicians.     It  is  the  position  of  the  ASMT 
that  the  education  and  training  of  the  person  who  actually  performs 
laboratory  tests  are  the  most  important  ingredients  in  assuring 
quality  laboratory  service.     The  ASMT  views  the  current  Medicare 
regulations  as  being  the  minimal  acceptable  standards  to  provide 
this  assurance  of  quality  performance. 

The  AMT  and  the  ISCLT  also  operate  accrediting  programs  for 
schools  of  medical  technology.    At  present,  the  AMT  accredits  11 
schools,  and  the  ISCLT  accredits  four.    Most  of  these  schools  are 
proprietary.     However,  neither  organization  is  sponsored  by  or 
affiliated  with  any  organized  medical  group  nor  recognized  by  the 
National  Commission  on  Accrediting.*    In  addition,  these  organizations 

*The  Office  of  Education,  HEW,  recognizes  accrediting  agencies  and 
cooperates  with  the  National  Commission  or.  Accrediting  which  is  a 
nongovernmental  federation  of  seven  associations  representing  over 
1,300  colleges  and  universities.     It  represents  higher  education 
in  matters  relating  to  accreditation  of  colleges  and  universities 
and  programs  of  study  in  such  institutions.     It  does  not  accredit 
institutions;  rather,  its  major  function  is  to  recommend  to  member 
institutions  those  accrediting  bodies   that    it  considers  worthy  of 
recognition. 
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grant  registration  as  a  technologist  to  high  school 

graduates  with  specified  experience  and/or  commercial  school 

or  other  training,  and  satisfactory  performance  in  an  examination. 

,  i  j 

Because  of  the  grandfather  clause  in  the  Medicare  regulations, 
few  of  the  members  of  these  organizations  are  currently  ineligible 
to  render  services  under  the  program.     However,  the  prospect  is 
that  after  1971  many  of  the  new  members  of  these  organizations 
(i.e.,  recent  graduates  of  schools  accredited  by  these  organi- 
zations) would  not  be  eligible  to  perform  tests  in  independent 
laboratories  participating  in  Medicare  because  of  their  failure 
to  comply  with  the  formal  educational  requirements  specified  in 
the  regulations. 

The  AMT  and  the  ISCLT  base  their  objections  to  the  present 

I 

regulations  upon  the  contention  that  educational  attainment  does 
not  guarantee  individual  qualifications  and  has  little  to  do  with 
performance  in  the  laboratory.     Demonstrated  ability  rather  than 
the  level  of  educational  achievement,  they  state,  should  be  the 
accepted  criterion  for  determining  qualifications. 

The  AMT  and  ISCLT  appear  to  be  most  concerned  that  the 
present  Medicare  regulations  do  not  permit  vertical  mobility 
from  the  technician  to  the  technologist  level  except  by  means  of 
additional  formal  education  and  training.     It  is  their  belief  that 
a  career  ladder  should  be  established  to  enable  a  technician  to 
advance  to  the  technologist  level  through  demonstrated  ability  and 
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on-the-job  experience  and  not  necessarily  through  academic  training. 
Both  organizations  further  agree  that  the  regulations  should  be 
amended  to  accord  recognition  as  a  technologist  to  graduates 
of  vocational  schools  or  Armed  Forces  laboratory  schools  after  an 
appropriate  number  of  years  of  experience. 

Licensure  of  Clinical  Laboratory  Personnel 

At  the  beginning  of  the  Medicare  program,  very  few  States 
licensed  either  laboratories  or  laboratory  personnel.  Currently 
14  States,  New  York  City,  and  Puerto  Rico  have  effective  licensing 
programs  either  for  one  or  more  types  of  personnel  employed  in  a 
clinical  laboratory,  or  for  laboratories , in  which  case  regulations 
covering  personnel  qualifications  are  included.  Laboratory 
legislation  has  been  reported  to  be  under  consideration  in  several 
other  States.    The  Clinical  Laboratories  Improvement  Act  of  1967, 
which  will  become  effective  in  early  1969,  provides  for  Federal 
licensure  of  clinical  laboratories  (hospital  and  independent) 
that  are  engaged  in  interstate  commerce.    This  licensure  program 
includes  qualifications  for  laboratory  personnel  which  closely 
parallel  those  of  Medicare. 

Because  so  few  States  have  applicable  laboratory  licensure, 
the  nationally  applied  independent  laboratory  regulations  of 
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Medicare  have  been  acknowledged  generally  to  have  played  an 
important  role  in  laboratory  performance.     Until  many  more  States 
enact  licensure  programs  for  clinical  laboratories,  the  Medicare 
standards  along  with  the  Federal  licensure  regulations   (which  are 
largely  adapted  from  Medicare)  will  continue  to  fill  an  unfortunate 
void . 

With  respect  to  licensure,  AMT  and  ISCLT  have  adopted 
different  viewpoints:     The  ISCLT  recommends  that  personnel  at 
the  technologist  and  technician  levels  be  licensed  inasmuch  as 
they  are  the  personnel  who  actually  perform  the  work  in  the 
laboratory.     The  AMT,  on  the  other  hand,  contends  that  licensure 
for  personnel  other  than  directors  and  supervisors  is  not 
necessary  to  assure  quality. 

Manpower 

Director 

As  of  December  1,  1968,  2,600  independent  clinical  labora- 
tories were  certified  for  Medicare  participation.    Of  these, 
approximately  64  percent  were  directed  by  individuals  at  the 
doctoral  level  (Ph.D.,  M.D.,  or  D.O.),  24  percent  by  directors 
with  a  bachelor's  or  master's  degree,  and  12  percent  by  individuals 
lacking  a  college  degree. 
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Various  surveys  indicate  that  a  significant  amount  of 
laboratory  services  in  the  nation   is   rendered  in  the  offices  of 
privately  practicing  physicians,  generally  for  their  own  patients. 
For  example,  a  recent  survey  of  its  membership  by  the  American 
Society  of  Internal  Medicine  revealed  that  58  percent  of  the 
approximately  5,000  responding  internists  reported  that  most  of 
their  laboratory  work  is  performed  in  their  offices.     In  1966, 
the  American  Academy  of  General  Practice  reported  that  97  percent 
of  its  25,614  members  do  some  laboratory  procedures  in  their 
offices . 

It  is  impossible  to  draw  conclusions  from  present  information 
as  to  the  true  availability  of  clinical  laboratory  services. 
Furthermore,  the  decided  trends  toward  automated  laboratories 
capable  of  rendering  a  high  volume  of  services,  and  toward 
centralization  and  consolidation  of  laboratories,  may  affect 
the  number  of  doctoral-level  laboratory  directors  needed  in 
the  future. 

Technologist 

As  of  September  1968,  56,800  technologists  in  various 
specialty  categories  were  registered  by  ASMT.    The  AMT  has  a 
membership  of  approximately  10,000  technologists  and  technicians, 
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and  the  ISCLT  has  a  membership  of  approximately  3,000  similar 
personnel . 

Conclusions 

Present  Medicare  regulations  for  independent  laboratories 
have  been  examined  and  found  not  to  be  creating  any  hardships 
for  beneficiaries.     The  program  has  not  identified  any  problems 
in  the  delivery  of  laboratory  services.     In  view  of  the  poten- 
tially crucial  value  of  each  laboratory  determination  made,  and 
the  growing  complexity  of  laboratory  procedures,   it  is  essential 
that  only  well  qualified  personnel  be  entrusted  the  task  of  per- 
forming laboratory  analyses  in  Medicare-approved  laboratories. 
It  is  concluded  that  the  current  regulations  for  laboratory  per- 
sonnel represent  the  minimal  acceptable  level  of  standards  to 
assure  safe  laboratory  performance.     Thus,  no  change  should  be 
made  in  the  present  qualifications  as  specified  in  the  conditions 
for  coverage  of  services  of  independent  laboratories  under 
Medicare . 

It  is  recognized,  however,  that  a  concerted  effort  by  the 
Federal  Government  is  necessary  to  promote  and  develop  national 
programs  of  continuing  education  within  educational  settings  that 
will  facilitate  vertical  career  mobility  in  the  clinical  labora- 
tory field..     The  study  pointed  out  the  need  for  adequate  job 
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descriptions  for  clinical  laboratory  personnel,  to  be  developed 
through  a  total  systems  study  of  the  tasks  performed  in  a  clinical 
laboratory  and  analysis  of  the  education  and  training  needed  to 
perform  those  tasks.     The  Department  of  Labor  and  the  PHS  Bureau  of 
Health  Professions  Education  and  Manpower  Training,  are 
developing  a  technique  for  performing  task  analysis  which  may 
have  application  to  laboratory  personnel. 
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Chapter  IV 
MEDICAL  RECORD  LIBRARIANS 

Present  Participation  of 
Medical  Record  Librarians 

Medicare  conditions  of  participation  for  hospitals  state 
that  the  person  who  supervises  and  conducts  the  medical  record 
department  preferably  should  be  a  registered  record  librarian. 
However,   if  such  a  professionally  trained  person  is  not  avail- 
able on  a  full-time  basis,   the  hospital  is  required  to  arrange 
for  a  qualified  consultant  or  trained  part-time  medical  record 
librarian  who  is  responsible  for  organizing  the  department, 
training  personnel,  and  periodically  evaluating  the  records  and 
the  operation  of  the  department.     The  phrase  "qualified  consul- 
tant or  trained  part-time  medical  record  librarian"  also  means  a 
registered  record  librarian. 

Two  Categories  of  Personnel: 
RRLs  and  ARTs 

Medical  record  personnel  have  four  major  responsibilities: 
(1)     to  assure  that  the  institution  has  complete  records  on 
patients,  including  appropriate  reports  from  attending  and 
consulting  physicians,  pathologists,  nurses,  and  other  professional 
staff  members;   (2)     to  design  and  maintain  a  filing  system 
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capable  of  making  these  records  immediately  available;   (3)  to 
release  information  from  the  files  to  authorized  personnel;  and 
(4)     to  analyze  the  records  and  compile  statistics.  Medical 
record  personnel  do  not  have  direct  patient  care  responsibilities. 

The  registered  record  librarian  receives  the  title  of  RRL  on 
passing  a  qualifying  examination  administered  by  the  American 
Association  of  Medical  Record  Librarians  (AAMRL) .     She  must  have 
graduated  from  a  medical  record  library  science  course  accredited 
by  the  American  Medical  Association  (AMA)  in  its  collaborative 
program  with  AAMRL.    Until  1965,  a  medical  record  librarian  could 
take  the  AAMRL  examination  on  the  basis  of  experience  only.  The 
accredited  record  technician  also  is  trained  in  an  AMA-AAMRL- 
accredited  program,  and  receives  the  designation  ART  on  passing 
a  qualifying  examination  conducted  by  AAMRL. 

The  RRL  functions  at  the  professional  level  and  is  regarded 
as  the  individual  who,  because  of  a  greater  degree  of  formal 
education  and  experience,  specializes  in  the  planning  and  eval- 
uation of  health  record  systems.     The  ART  does  not  have  indepth 
training  in  the  techniques  of  organization  and  management.  This 
curriculum  is  directed  to  the  preparation  of  a  technician  for 
specifically  prescribed  tasks  rather  than  for  activities  that 
involve  planning  or  developing  innovative  approaches  to  solving 
problems . 
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The  Problem 

Although  present  Medicare  regulations  for  hospitals  do  not 
exclude  the  ART  from  employment  in  participating  hospitals,  the 
ART  may  not  function  as  the  head  of  the  hospital's  medical  record 
department  nor  as  a  consultant  to  the  department.     The  ART  may, 
however,  function  in  these  capacities  in  an  extended  care  facility, 
where  record-keeping  activities  are  less  difficult. 

Position  of  the  Organization 
In  light  of  the  acute  shortages  of  qualified  medical  record 
personnel  to  meet  the  needs  of  approximately  7,000  Medicare- 
certified  hospitals,  the  AAMRL  has  requested  that  Medicare  regu- 
lations permit  ARTs  whom  they  have  identified  as  being  qualified 
as  consultants  to  function  as  consultants  to  medical  record 
departments  in  hospitals  of  less  than  100  beds. 

Licensure 

The  AAMRL  firmly  believes  that  the  association  can  assure 
professionally  acceptable  service  through  accreditation  of 
educational  programs  and  registration  of  personnel.     It  works 
closely  with  the  American  Medical  Association  (AMA)  in  the 
accreditation  of  schools  for  both  RRLs  and  ARTs,  and  with  the 
AMA,  American  Hospital  Association,  and  American  College  of 
Surgeons  in  monitoring  qualifications  for  attainment  of 
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registration  by  librarians  and  accreditation  by  technicians. 
The  association  feels  that  State  licensure  would  not  significantly 
improve  the  association's  programs;     furthermore,  that  it  could 
even  prove  restrictive  and  hinder  geographic  mobility  in  an 
occupation  already  beset  by  manpower  shortages. 

Accreditation  and  Content 
of  Educational  Programs 

The  AMA's  Council  on  Medical  Education  collaborates  with  the 

AAMRL,   through  its  Committee  on  Education  and  Registration,  to 

establish  national  standards  for  the  education  of  medical  record 

librarians  and  technicians,  survey  and  accredit  educational 

programs  for  both  categories  of  personnel,  and  publish  lists  of 

accredited  schools. 

The  curriculum  for  the  accredited  medical  record  library 
science  school,  where  the  RRL  receives  training,  includes  medical 
terminology,  medical  record  science,     fundamentals  of  medical 
science,  organization  and  administration,  legal  concepts  for  the 
health  fields,  data  processing  systems,  and  directed  practical 
and  laboratory  experience.     This  program  is  at  least  12  months  in 
length  and   requires  a  baccalaureate  degree. 
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The  accredited  ART  school  curriculum  includes  theoretical 
instruction  in  medical  terminology,  anatomy  and  physiology,  and 
medical  record  science;  and  practical  experience  in  admission 
and  discharge  procedures,  machine  transcription,  statistics, 
coding  and  indexing,   legal  aspects,  and  secretarial  practice. 
This  program  may  be  one  of  three  types,  each  of  which  requires 
high  school  graduation;     a  9-month  hospital-based  program,  a 
1-year  or  2-year  junior  college  program,  or  a  25-lesson  corre- 
spondence course. 

Manpower 

Accurate  figures  on  numbers  of  qualified  medical  record 
personnel  are  not  available  inasmuch  as  neither  registration  nor 
accreditation  is  mandatory,  and  many  such  personnel  are  employed 
in  health  care  settings    that    require  neither  qualification. 
The  total  membership  of  the  AAMRL  had  reached  7,732  as  of  July 
1968.     Of  this  number,  4,701  were  listed  as  active  members, 
including  3,345  RRLs  and  1,356  ARTs .     According  to  the  organi- 
zation, certificates  of  registration  have  been  issued  to  6,009 
librarians  since  1933,  and  certificates  of  accreditation  to 
2,147  technicians  since  1955. 

According  to  a  1966  American  Hospital  Association-Public 
Health  Service  survey  of  hospitals,  5,065  persons  with  the  title 
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of  medical  record  librarian  were  employed  in  the  reporting 
hospitals  which  represented  80  percent  of  the  national  patient 
census.     Of  this  number,  only  2,383,  or  47  percent,  were  reported 
as  being  AAMRL-registered .     The  same  survey  indicated  that  there 
were  8,159  medical  record  technicians  in  these  hospitals,  610,  or 
7.5  percent,  of  whom  were  listed  as  AAMRL-accredited . 

The  reporting  hospitals  indicated  a  present  additional  need 
for  1,010  RRLs  and  600  ARTs .     Estimated  totals  needed  in  1975 
are  projected  at  10,400  RRLs  and  15,200  ARTs. 

The  obvious  shortage  of  medical  record  personnel  has  been 
further  aggravated  by  a  substantial  annual  turnover  in  employ- 
ment.    The  AAMRL  estimates  that  about  50  percent  of  its  members 
change  positions  each  year.     It  also  is  estimated  that  as  many 
as  500  leave  the  field  each  year  (primarily  because  of  marriage 
or  increasing  family  responsibilities). 

Also,  it  must  be  noted  that  both  medical  record  librarian 
and  technician  schools  have  been  operating  at  50  percent  capacity 
for  many  years.    At  the  completion  of  the  1967-1968  school  year, 
the  26  AMA- AAMRL -accredited  schools  for  medical  record  librarians 
graduated  193  students.     The  15  approved  medical  record  technician 
schools  graduated  103  students  in  1967-1968.     Fifteen  new  junior 


38 


college-based  programs  will  graduate  their  first  classes  in  1969 
and  1970.  Eleven  hospital-based  technician  schools  closed  since 
1960. 

The  number  of  medical  record  librarians  writing  AAMRL's 
registration  examination  has  decreased  annually  for  several  years, 
203  in  1967  and  195  in  1968.     However,  the  number  of  medical 
record  technicians  writing  the  ART  examination  is  increasing, 
556  in  1967  and  667  in  1968,  with  the  great  majority  graduates 
of  the  correspondence  course  rather  than  of  hospital  or  school 
programs . 

Cone lusions 

Policy  modifications  that  have  resulted  from  consideration 
of  the  availability,  functioning,  and  qualifications  of  medical 
record  personnel  in  Medicare-certified  hospitals  are  as  follows: 

The  term  "qualified"  for  medical  record  librarian, 
whether  full-time  or  part-time,  as  used  in  the  Medicare 
conditions  of  participation  for  hospitals  will  be 
clarified  in  the  regulations,  indicating  that 
she  is  a  graduate  of  an  AMA-AAMRL-accredited 
school  or  an  RRL.     This  will  qualify  graduates  from 
accredited  schools  without  either  membership  in  or 
registration  by  AAMRL. 
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In  light  of  the  acute  shortages  of  qualified  medical 
record  personnel  nationally,  an  ART  will  be  allowed 
to  function  as  head  of  a  medical  record  department 
if  the  hospital  arranges  for  regular  consultation 
from  a  qualified  private  consultant  or  if  the  State 
Medicare  agency  provides  regular  consultation  services 
of  a  qualified  medical  record  librarian. 

AAMRL's  suggestion  that  certain  ARTs  be  allowed  to  function 
as  consultants  to  hospitals  of  less  than  100  beds  certified  for 
participation  in  Medicare  is  rejected.     Problems  encountered  in 
such  hospitals  are  neither  less  complex  nor  less  serious  than  in 
larger  institutions.     Organization  and  management  skills  directed 
toward  planning  and  problem  solving  are  necessary  prerequisites 
for  the  individual  who  serves  as  a  consultant  to  small  as  well 
as  large  hospitals. 


Chapter  V 

CORRECTIVE  THERAPISTS 

Present  Participation  of 
Corrective  Therapists 

Although  the  term  "corrective  therapy"  is  not  specifically 
mentioned  in  the  Medicare  law  or  standards,  the  cost  of  corrective 
therapy  services  may  be  included  in  provider  reimbursement  under 
various  circumstances.    When  provided  to  a  hospital  patient,  cor- 
rective therapy  is  covered  if  supplied  through  a  rehabilitation 
department  that  is  directed  by  a  physiatrist  or  similarly  quali- 
fied physician.    When  an  extended  care  facility  provides  corrective 
therapy  through  an  organized  rehabilitation  department  with  a 
multidisciplinary  approach,  the  services  are  covered  if  the  depart- 
ment is  supervised  by  a  physician  qualified  in  physical  medicine 
who  prescribes  the  treatment.     Corrective  therapy  services  also 
may  be  covered  in  an  extended  care  facility  or  a  home  health  agency 
that  provides  such  services  under  the  supervision  of  a  qualified 
physical  therapist,  or  when    the  services  are  provided  in  a  physi- 
cian's office  under  the  physician's  direct  supervision  and  included 
in  his  bill.     In  addition,  new  coverage  for  outpatient  physical 
therapy  provided  by  certain  qualified  organizations, effective 
July  1,   1968,  includes  coverage  for  services  by  personnel  operating 
under  the  supervision  of  a  qualified  physical  therapist. 


Excluded  from  coverage  are  services  provided  by  corrective 
therapists  who  are  independent  practitioners  or  who  are  employed 
by  providers  lacking  the  necessary  supervision. 

The  Problem 

The  American  Corrective  Therapy  Association  (ACTA)  has 
requested  that  their  profession  be  specifically  recognized  as  a 
separate  discipline  in  the  Medicare  law  and  regulations,  with  the 
same  status  as  the  other  rehabilitation  disciplines.     Thus,  the 
Association  requests  the  same  recognition  for  its  members  under 
the  Medicare  program  as  is  accorded  physical  and  occupational 
therapists . 

The  Practice  of  Corrective  Therapy 

Corrective  therapy  is  defined  by  ACTA  as  "The  application 
of  the  principles,  tools,  techniques,  and  psychology  of  medically 
oriented  physical  education  to  assist  the  physician  in  the  accom- 
plishment of  prescribed  objectives."    According  to  the  ACTA 
report  submitted  to  the  Public  Health  Service  in  August  1968, 
corrective  therapy  is  utilized  in  prevention,  diagnosis,  and 
treatment  of  disease,  including  rehabilitation.    The  report  states 
further  that  treatment  consists  of  specific  and  general  remedial 
exercises  that  may  embrace  ambulation  and  elevation  techniques, 
neuromuscular  coordination  activities,  therapeutic  hydrogymnastics , 
and  care  and  utilization  of  lower  extremity  prostheses. 
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Corrective  therapists  teach  self -care  activities  and  orienta- 
tion for  the  blind,  and  operation  of  motor  vehicles  adapted  for 
manual  control.     Providing  activities  for  psychiatric  patients  is 
a  major  duty  of  corrective  therapists  in  many  settings.     In  educa- 
tional institutions,  practitioners  of  corrective  therapy  are  known 
as  adapted  physical  educators,  teachers  of  corrective  physical 
education,  and  remedial  physical  educators.    Many  of  the  functions 
of  corrective  therapists  in  health  settings  are  similar  to,  although 
more  limited  than,  those  of  physical  therapists. 

Historical  Development  and  Functions 

Corrective  therapy  emerged  during  World  War  II.    Dr.  Howard 
Rusk  and  Major  General  Norman  T.  Kirk,  Surgeon  General  of  the 
Army,  were  largely  responsible  for  establishing  physical  recondi- 
tioning in  the  Armed  Forces  .     Because  there  were  not  enough 
qualified  physical  therapists,  personnel  who  had  majored  in 
physical  education  and  had  experience  in  group  sports  activities 
were  chosen  to  work,  under  close  supervision  in  a  medical  setting, 
with  patients  (previously  healthy  young  men  who  had  been  injured 
in  battle)  after   acute-phase  medical  treatment  had  been  completed. 

After  the  war,  the  Veterans  Administration  (VA)  introduced  the 
use  of  such  personnel  in  VA  hospitals,  providing  inservice  training  so 
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that  they  could  be  assigned  specific  tasks  with  patients  on  order 
of  a  physician.    Many  of  the  currently  active  corrective  therapists 
received  their  training  in  this  way. 

In  October  1946,  a  group  of  corrective  therapists  organized 
the  Association  for  Physical  and  Mental  Rehabilitation,  later 
called  the  American  Corrective  Therapy  Association  (ACTA).  Chief 
aims  of  ACTA  are  to  promote  use  of  medically  prescribed  exercise 
therapy  and  adapted  physical  education,  to  advance  professional 
standards  of  education  and  training  in  corrective  therapy,  and 
to  promote  research. 

In  December  1967,  the  VA  employed  500,  about  42  percent,  of 
the  1,200  corrective  therapists  in  the  United  States.    As  employees 
of  VA  hospitals,  they  function  in  highly  structured  settings  in 
departments  that  are  directed  by  physiatrists  and  in  which  physical 
therapists  also  function.     In  such  settings  it  is  possible  for  the 
physiatrist  to  select  carefully  the  patients  to  be  assigned  to 
corrective  therapists  and  to  physical  therapists.    Moreover,  in 
such  settings  the  physiatrist  gives  specific  prescriptions  for 
treatment  and  is  available  for  personal  supervision  of  the  therapists 
work. 

Education  and  Certification 

Traditional  undergraduate  programs  in  physical  education, 
which  form  the  basis  for  preparation  of  corrective  therapists, 


place  emphasis  on  physical  activity  of  healthy  persons,  with  the 
focus  on  participation  in  sports  or  other  group  activity.  There 
are  some  courses  in  these  programs  called  "adapted  physical  edu- 
cation" or  "therapeutic  physical  education"  that  have  content 
related  to  work  with  the  physically  and  mentally  handicapped. 

In  contrast  to  this  focus,  the  educational  training  of  othe 
health  personnel  who  provide  rehabilitative  therapy  services  to 
patients  includes  training  in  the  observation  and  recognition  of 
any  significant  changes  in  a  patient's  condition  that  should  be 
reported  to  the  physician.     This  requires  indepth  study  of  such 
subjects  in  the  natural  sciences  as  anatomy,  physiology,  and 
pathology,  and  the  study  of  psychology  with  emphasis  on  psycho- 
logical dysfunction  affecting  sick  and  disabled  persons.     It  als 
includes  didactic  clinical  courses  that  cover  areas  of  medicine 
and  surgery  concerned  with  conditions  commwaly  encountered  in 
patients  who  are  treated  by  therapists. 

Such  indepth  training  is  not  included  in  the  curricula  of 
the  schools  offering  undergraduate  programs  in  adapted  physical 
education.     The  training  of  corrective  therapists  includes  speci 
fied  clinical  experience,  but  the  colleges  offering  corrective 
therapy  do  not  themselves  have  facilities  for  clinical  practice 
programs.    However,  the  ACTA  has  reported  that  44  hospitals  and 
clinics  participate  in  clinical  affiliation  programs,  most  of 
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which  are  in  VA  hospital  settings.    The  clinical  training  is  not 
standardized  even  within  the  VA  system. 

The  ACTA  examines  curricula  of  colleges  and  universities 
offering  corrective  therapy  courses  and  confers  various  levels 
of  accreditation  according  to  the  degree  to  which  their  require- 
ments are  met.    Neither  the  National  Commission  on  Accrediting 
nor  the  Office  of  Education  of  the  Department  of  Health,  Educa- 
tion, and  Welfare  recognizes  the  ACTA  as  an  accrediting  agency. 

Among  undergraduate  programs  in  adapted  physical  educa- 
tion, the  ACTA  lists  seven  institutions  as  having  acceptable 
programs,  six  others  as  probational,  and  30  as  tentative.  The 
VA  also  has  granted  approval  to  61  educational  institutions  that 
offer  adapted  physical  education  but  with  no  standardized  cur- 
riculum; seven  no  longer  include  adaptive  physical  education 
courses  in  their  curricula. 

Only  one  institution  is  reported  by  ACTA  as  approved  and 
meeting  all  its  requirements  for  full  accreditation.    This  pro- 
gram offers  1  year  of  graduate  study  following  a  baccalaureate 
program  in  physical  education.    During  the  postgraduate  year 
period,  techniques  of  corrective  therapy  are  stressed  and  clinical 
practice  is  provided  through  affiliation  with  a  VA  hospital  and  a 
private  clinic.    None  of  the  corrective  therapy  programs  is  in  an 
approved  school  of  allied  health  professions. 
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The  certification  program  for  corrective  therapists  developed 
by  ACTA  requires  a  baccalaureate  degree  with  a  major  in  physical 
education.    At  least  240  hours  of  clinical  practice  must  be  com- 
pleted, with  the  recommendation  being  400  hours. 

The  VA  has  the  same  minimum  requirements  for  a  corrective 
therapist  as  the  ACTA,  except  to  stipulate  that  the  clinical 
practice  must  have  been  obtained  in  a  VA  clinical  training  program 
or  an  equivalent  training  program  in  a  clinical  setting  under  the 
direction  of  a  physician.    The  training  program  must  have  been 
developed  with  an  accredited  college  or  university  that  offers  a 
major  in  physical  education  in  conjunction  with  a  hospital  or 
rehabilitation  center.    The  VA  does  not  require  ACTA  certification 
as  a  qualification  of  employment.    The  training  in  each  hospital  is 
dependent  upon  the  direction  given  by  the  physician  who  is  chief  of 
physical  medicine  and  rehabilitation;  the  training  program  is  not 
standardized  in  the  VA  hospital  system. 

Licensure 

No  statutory  provisions  or  regulations  have  been  established 
in  any  State  for  the  practice  of  corrective  therapy.    ACTA  has 
stated  that  it  will  not  seek  licensure  for  its  members  until  all 
the  educational  programs  for  corrective  therapy  comply  with  its 
standards . 
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Traditionally,  self -regxilation  of  a  profession  is  accepted 
when  the  group  collaborates  with  established,  approved  accrediting 
bodies.     To  date,  ACTA  has  failed  to  achieve  acceptance  by  a  recog- 
nized organization.     Part  of  their  difficulty  may  be  due  to  the 
fact  that  other  professionals  with  medically  oriented  backgrounds 
are  specifically  trained  in  greater  depth  to  perform  all  the 
activities  that  are  included  in  corrective  therapy.    Thus,  it  would 
be  difficult  for  either  an  accrediting  body  or  a  State  licensing 
authority  to  differentiate  between  corrective  therapy  and  other 
forms  of  therapy.    Moreover,  training  in  corrective  therapy  does 
not  prepare  the  individual  so  trained  to  work  with  some  of  the 
modalities  commonly  used  in  physical  medicine  and  rehabilitation. 
For  example,  corrective  therapists  are  not  prepared 3  as  are 
physical  therapists,  to  utilize  such  agents  as  heat  and  v-old,  light 
and  electricity.    Despite  this,  some  corrective  therapists  have 
obtained    grandfather    licenses  as  physical  therapists. 

Manpower 

The  exact  number  of  personnel  providing  corrective  therapy 
is  difficult  to  determine  inasmuch  as  there  are  no  statutory  or 
certification  requirements  for  practice.     The  ACTA  estimates  that 
there  were  1,200  personnel  providing  corrective  therapy  in  1967. 
Despite  the  fact  that  1,000  have  been  certified,  there  are  only 
710  active  members  of  the  Association. 
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Although  the  VA  employs  the  greatest  number  of  certified  and 
noncertified  corrective  therapists,  the  number  of  corrective  thera- 
pists employed  in  other  hospitals,  nursing  and  convalescent  homes, 
rehabilitation  centers,  extended  care  facilities,  home  care  pro- 
grams, physicians'  offices,  and  handicapped  children's  camps  is 
not  known.    Forty  percent  (284)  of  the  ACTA  membership  are  engaged 
in  private  practice,  with  only  11  percent  (78)  on  a  full-time  basis. 
Some  own  and  operate  their  own  clinics.    The  ACTA  estimates  that 
100  new  therapists  are  coming  into  the  discipline  each  year.  Thus, 
the  number  of  certified  corrective  therapists  available  for  geria- 
tric care  cannot  be  considered  significant. 

Needs  of  the  Aged 

The  prevalence  among  the  elderly  of  severely  debilitating 
conditions  that  are  amenable  to  physical  rehabilitation  has  been 
well  established.    Corrective  therapists,  working  under  adequate 
supervision,  undoubtedly  can  meet  a  defined  set  of  patient  needs. 
There  is  no  question  that  they  play  a  significant  role  in  VA 
hospitals.    However,  it  is  difficult  to  define  for  corrective 
therapy  a  unique  body  of  theory,  knowledge,  or  techniques.  Thus, 
it  cannot  be  established  that  corrective  therapists  offer  any 
service  that  is  not  encompassed  in  the  medically  oriented  training 
of  other  personnel,  such  as  physical  therapists  and  nurses  who 
care  for  patients  in  a  rehabilitative  setting;  and  corrective 
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therapists  do  not  have  the  indepth  medically  oriented  preparation 
that  these  other  health  personnel  have. 

Conclusions 

Protection  of  the  health  and  safety  of  the  elderly  is  the 
vital  factor  in  any  consideration  of  the  provision  of  services 
now  covered  under  Medicare,  as  well  as  any  additional  coverage 
that  might  be  included  in  the  future.    Unlike  the  VA  health  ser- 
vices, services  under  Medicare  usually  are  not  offered  in  a  highly 
structured  setting   that    permits  careful  selection  of  patients  to 
be  treated  by  different  types  of  therapists  and  in  which  detailed 
prescriptions  and  supervision  can  be  given  to  therapists.  Under 
Med ic are f  the  therapist  whc,  for  example,  works  in  an  extended  care 
facility  or  in  a  home  care  program  muse  be  prepared  to  offer  ser- 
vices for  a  wide  variety  of  patients  and  frequently  to  do  so  under 
general  rather  than  specific  prescriptions.    Moreover,  the  physician 
in  these  settings  generally  assumes  that  the  therapist  is  able  to 
use  any  of  the  physical  modalities  that  may  be  prescribed  for 
patients . 

The  therapist  serving  Medicare  patients  in  relatively  unstruc- 
tured and  nonphysiatrist-directed  settings  also  must  be  prepared 
to  discern  changes  in  a  patient's  condition  that  may  indicate  the 
need  for  a  change  in  therapy  that  must  be  reported  to  the  attending 
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physician.     Since  deficits  were  found  in  both  basic  and  clinical 
science  subject  areas  in  all  the  corrective  therapy  curricula 
reviewed,  there  is  no  assurance  that  corrective  therapists  can 
offer  acceptable  services  under  Medicare  even  though  they  may  do 
so  in  VA  settings. 

No  changes  in  Medicare  coverage  to  include  corrective  therapists 
by  name  on  parity  with  other  specified  therapists  would  be  desirable. 
Permitting  their  independent  practice  and  direct  billing  would 
compound  a  potentially  hazardous  situation.    Any  change  in  present 
coverage  that  eliminates  the  need  for  supervision  of  corrective 
therapists  by  qualified  personnel  (namely,  those  with  the  necessary 
background  in  basic  medical  and  clinical  sciences)  would  endanger 
the  health  and  safety  of  Medicare  beneficiaries. 
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Chapter  VI 

PROFICIENCY  TESTING  AND  EDUCATIONAL  EQUIVALENCY 

To  facilitate  flexibility  in  the  development  and  use  of  health 
manpower,  educational  and  experience  equivalents  must  be  identified 
and  measured  wherever  possible.    Two  mechanisms  that  work  toward 
this  end  are  proficiency  testing  and  educational  equivalency. 
Although  both  mechanisms  are  in  need  of  further  exploration  and 
refinement,  their  use  as  qualifying  devices  frequently  has  been 
suggested  for  application  to  persons  currently  not  meeting  Medicare 
personnel  requirements. 

Proficiency  testing,  when  adequately  developed,  provides  a 
means  of  evaluating  the  competency  of  persons  to  practice, 
especially  those  whose  qualifications  have  never  been  validated. 
It  generally  is  not  viewed  as  being  an  overall  substitute  or 
alternative  to  recognized  educational  requirements;  rather,  as  a 
mechanism  for  maintaining  in  practice  significant  numbers  of 
health  workers  who  may  be  lacking  in  formal  education  but  who 
possess  substantial  experience.     Proficiency  testing  is  still 
undergoing  development  and  is  not  yet  considered  an  accurate  and 
reliable  measure  of  competency. 
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The  usual  paper -and -pencil  test  is  merely  a  test  of  knowledge 
and  does  not  measure  the  individual's  ability  to  apply  the  knowledge 
in  a  work  situation.     Furthermore,  such  tests  are  predicated  upon 
the  recall  of  information  and  have  little  relevance  for  those  who 
have  learned  on  the  job.     Recall  examinations  for  those  completing 
a  formalized  academic  program  should  be  different  from  a  test 
designed  to  evaluate  on-the-job  performance. 

Few  proficiency  tests  have  been  developed  for  the  health  occu- 
pations.    The  Professional  Examination  Service  of  the  American 
Public  Health  Association  constructed  an  examination  for  the 
U.S.  Public  Health  Service  for  directors  of  independent  laborator- 
ies who  did  not  meet  the  established  educational  requirements  of 
Medicare  but  who  were  functioning  as  directors  prior  to  Medicare. 
This  is  an  examination  designed  to  test  an  individual's  acquired 
scientific  knowledge  and  should  not  be  confused  with  the  continu- 
ing proficiency  testing  of  laboratory  work  which  is  part  of 
quality  control.     Incidentally,  of  the  650  laboratory  directors 
who  have  taken  the  examination,  which  is  being  administered  until 
July  1,  1970,  thus  far,  77  have  failed  to  pass. 

The  development  of  a  satisfactory  proficiency  test  presumes 
adequate  information  concerning  the  tasks  required  of  a  job,  and 
concerning  the  knowledge  necessary  to  perform  these  tasks.  The 
Division  of  Allied  Health  Manpower ,  BHPEMT,  through  its  Educational 
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Program  Development  Branch,  is  presently  cooperating  with  the 
Department  of  Labor,  Occupational  Analysis  Branch,  in  the  development 
and  application  of  a  technique  for  conducting  task  analyses  on  a 
number  of  allied  health  occupations  at  the  U.S.  Public  Health  Service 
Hospital  in  Staten  Island,  New  York.     Results  of  this  and  related 
studies  should  be  helpful  in  delineating  specific  tasks  performed 
by  various  health  workers.     The  knowledge  gained  from  this  task- 
analysis  activity  could  be  of  great  assistance  in  developing  standards 
for  proficiency  testing. 

A  relatively  new  method  of  constructing  a  realistic  definition 
of  clinical  competence  closely  related  to  task  analysis  is  the 
"critical  incident  technique"  first  pioneered  by  the  American 
Institutes  for  Research.     The  application  of  this  technique  produced 
the  criteria  now  used  as  the  Part  III  examination  of  the  National 
Board  of  Medical  Examiners  which  purports  to  measure  the  level  of 
competence  achieved  by  the  medical  intern. 

The  critical  incident  technique  consists  of  a  set  of  procedures 
for  collecting  direct  observations  of  human  behavior;  i.e.,  incidents 
that  have  special  significance  and  meet  systematically  defined 
criteria.    An  incident  is  considered  to  be  any  observable  human 
activity  that  is  sufficiently  complete  in  itself  to  permit  infer- 
ences and  predictions  to  be  made  about  the  person  performing  the  act. 
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To  be  critical,  an  incident  must  occur  in  a  situation  where  the 
purpose  or  intent  of  the  act  seems  fairly  clear  to  the  observer, 
and  where  its  consequences  are  sufficiently  definite  to  leave 
little  doubt  concerning  its  effects. 

Although  the  specific  applications  of  the  critical  incident 
technique  are  potentially  legion,  they  can  be  classed  generally 
into  two  somewhat  related  categories--def ining  the  dimensions  of 
behavior,  and  evaluating  human  performance.    The  critical  incident 
technique  holds  promise  as  a  method  of  determining  the  aspects 
of  behavior  that  are  significant  for  a  given  task  or  activity  and 
should  form  the  basis  for  an  efficient  program  of  proficiency 
testing.     The  recognition  and  interpretation  of  clinical  situations 
and  performance  can  be  evaluated  through  use  of  motion  pictures, 
still  pictures,  programed    testing,  etc.     On  the  surface,  therefore, 
it  would  appear  that  there  is  no  reason  for  limiting  the  application 
of  this  technique  to  physicians;  perhaps  it  also  could  be  used 
effectively  for  allied  health  professionals. 

Equivalency  tests  are  designed  to  determine  whether  knowledge 
acquired  outside  the  traditional  educational  process  is  equal  to 
knowledge  gained  in  conventional  formal  educational  programs. 
Normally,  the  granting  of  equivalency  credit  is  done  for  the 
purpose  of  advanced  placement  in  an  educational  program  at  the 


55 


discretion  of  the  individual  educational  institution.  Moreover, 
the  proof  of  any  educational  equivalency  examination  is  its 
acceptance  by  educational  institutions.     The  development  of  an 
educational  equivalency  examination  that  places  the  individual 
at  his  proper  level  in  the  educational  process  gives  him  an 
advantage  in  that  it  does  not  require  formal  coursework  equal  to 
previously  acquired  knowledge. 

Despite  the  difficulties  of  attempting  to  equate  knowledge 
gained  on-the-job  with  that  obtained  in  the  classroom,  some  progress 
has  been  made  in  this  area.     The  New  York  State  Department  of 
Education  has  developed  a  College  Proficiency  Examination  (CPE) 
Program  which  consists  of  a  series  of  subject  examinations, 
including  biology  and  chemistry,  designed  to  measure  knowledge 
acquired  in  ways  other  than  through  regular  classroom  attendance. 
The  CPE  grade  is  translated  into  actual  course  credit  only  when 
accepted  by  a  college  for  credit  toward  a  degree  at  that  institution. 
The  New  York  State  Department  of  Education  does  not  grant  college 
credit,  and  in  no  case  can  an  individual  earn  all  the  credits 
required  for  a  degree  without  classroom  attendance.     The  New  York 
State  Board  of  Regents  has  recommended  that  no  more  than  half  of 
the  credits  required  for  a  degree  be  granted  on  the  basis  of 
examination. 
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Little  has  been  done  in  the  health  occupations,  except  in 
nursing,  to  facilitate  educational  equivalency.     New  York  State 
and  several  other  States,  as  well  as  individual  colleges,  have 
attempted  to  facilitate  the    reentry  of  diploma  nursing  graduates 
into  baccalaureate  programs.    Also,  at  least  two  other  States 
have  developed  and  conducted  accelerated  courses  for  practical 
nurses  licensed  by  waiver  who  seek  to  eliminate  their  waivered 
status . 

The  Educational  Testing  Service,  Princeton,  New  Jersey,  also 
has  developed  a  series  of  examinations  for  a  College-Level 
Examination  Program,  the  results  of  which  may  be  accepted  by 
individual  colleges  for  credit.     It  should  be  pointed  out  that  a 
number  of  colleges  also  conduct  examination  programs  that  give 

I 

credit  or  advanced  standing  for  knowledge  gained  off  the  campus. 

It  is  anticipated  that  future  equivalency  testing  may  be 
based  upon  more  innovative  approaches;  e.g.,  discover  what  more 
the  student  needs  to  know,  rather  than  attempt  to  match  previous 
acquired  knowledge  to  specific  courses.     Such  innovative  approaches, 
however,  are  yet  to  be  fully  developed. 


57 


Chapter  VII 
FEDERAL  SUPPORT  OF  TRAINING  FOR  UPGRADING 

Federal  financial  assistance  to  education  usually  takes  two 
forms --support  to  institutions,  and  direct  and  indirect  aid  to 
students.     Some  programs  embody  both  elements,  while  others 
include  only  one. 

Several  ongoing  Federal  programs  involved  in  the  training  of 
health  personnel  may  have  application  to  the  upgrading  of  health 
personnel  who  presently  are  not  qualified  under  Medicare  standards. 
Although  these  programs  may  not  have  been  specifically  designed 
for  upgrading  purposes,  they  possess  the  authority  to  support 
such  training  and  may  be  readily  adaptable. 

Two  grant  mechanisms  of  the  Allied  Health  Professions  Personnel 
Training  Act  administered  by  the  PHS  Bureau  of  Health  Professions 
Education  and  Manpower  Training—Developmental  Grants  and  Educational 
Improvement  Grants --provide  direct  aid  to  educational  institutions 
and  could  serve  as  a  stimulus  to  develop  upgrading  courses.  Devel- 
opmental Grants  provide  for  the  initiation  of  new  curricula  or  for 
new  approaches  to  training  and  utilization.     For  example,  a  program 
that  developed  a  sufficiently  creative  approach  to  the  didactic 
training  of  those  who  have  already  demonstrated  practical 
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experience  could  be  eligible  for  a  Developmental  Grant.  The 
Educational  Improvement  Grant  provides  funds  to  a  training  center 
on  the  basis  of  a  formula  related  to  the  number  of  programs  and 
the  number  of  students  enrolled  therein.    An  institution  that 
elected  to  give  advanced  standing  in  an  ongoing  program  to  those 
with  prior  experience  in  order  to  shorten  their  training  period 
would  be  able  to  count  such  students  in  computing  its  formula 
entitlement . 

The  Office  of  Education,  HEW,  through  Title  I  of  the 
Vocational  Education  Amendments  of  1968,  provides  allotments  to 
States  on  a  fifty-fifty  matching  basis  to  provide  basic  training 
at  the  nonprofessional  level.    The  States  administer  this  funding 
of  instructional  costs,  teacher  training,  and  ancillary  services 
through  State  or  local  boards  of  education  or  their  designated 
contractors.     These  programs  may  be  used  to  provide  basic  or 
supplementary  education,  including  upgrading  education  at  the 
high  school,  junior  college,  or  technical  institute  level. 

Title  I  of  the  Vocational  Education  Amendments  also 
authorizes  funds  for  cooperative  education  for  vocational  and 
technical  students  to  help  finance  their  maintenance  and 
education  on  leave  from  the  job.    The  Vocational  and  Technical 
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Education  Program  provides  funds  for  vocational  and  technical 
students  who  work  part-time. 

Under  the  National  Vocational  Student  Loan  Insurance  Act 
of  1965,  low  cost,  guaranteed  loans  are  available  for  students 
in  approved  postsecondary ,  vocational  schools  that  prepare 
students  for  employment  at  the  nonprofessional  level. 

The  Office  of  Education,  HEW,  and  the  Manpower  Administration 
of  the  Department  of  Labor  jointly  administer  the  provisions  of 
the  Manpower  Development  and  Training  Act,  Title  II,  which 
authorizes  up  to  90  percent  Federal  payment  of  instructional 
costs  and  allowances  to  eligible  trainees.    The  Act  gives  broad 
authority  for  basic  and  supplemental  training  in  professional  and 
nonprofessional  occupations.     Programs  are  initiated  at  the  local 
level  by  Federal,  State,  or  local  agencies,  and  can  provide 
training  for  upgrading  in  the  health  field.    The  Massachusetts 
program  to  upgrade  waivered  licensed  practical  nurses  through  an 
accelerated  course  is  funded  under  this  mechanism. 

In  addition  to  the  portions  of  the  Manpower  Development  and 
Training  Act  (MDTA)  jointly  administered  by  the  Office  of 
Education,  HEW,  and  the  Manpower  Administration  of  the  Department 
of  Labor,  MDTA  also  provides  funds  for  on-the-job  training  of  up 
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to  52  weeks  while  the  employer  continues  to  pay  salary.    The  Labor 
Department  funds  instructional  costs  for  on-the-job  training 
through  the  technical  level.    MDTA  also  funds  experimental  and 
demonstration  projects  on-the-job,  and  at  the  high  school,  junior 
college,  and  technical  institute  level. 

Several  of  the  authorities  under  the  Higher  Education  Act 
can  be  applied  to  training  for  upgrading  in  health  occupations, 
although  not  directed  specifically  at  this  area.  National 
Defense  Student  Loans   (guaranteed  loans  to  students)  and 
Educational  Opportunity  Grants  for  students  provide  opportunities 
for  student  assistance  to  those  receiving  training  for  upgrading 
at  the  junior  college,  technical  institute,  or  baccalaureate 
level . 

The  Rehabilitation  Services  Administration  of  the  Social  and 
Rehabilitation  Service  (SRS)  administers  funds  to  grantee 
institutions  for  the  support  of  traineeships  in  physical  therapy. 
These  are  basic  educational  programs  in  schools  approved  by  the 
Council  on  Medical  Education  of  the  American  Medical  Association 
in  collaboration  with  the  American  Physical  Therapy  Association. 
Several  years  ago,  the  SRS  partially  funded  training  for  upgrading 
for  a  group  of  physical  therapists  who  had  graduated  from  an 
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unaccredited  school  in  the  State  of  New  York  (Ithaca  College). 
However,  SRS  has  not  funded  similar  programs  since  then. 


62 

APPENDIX 

EXPERT  REVIEW  PANELS 
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UNITED  STATES  GOVERNMENT  DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 

OFFICE  OF  THE  SECRETARY 

Memorandum 

ro  The  Secretary  date:    February  7,  1969 

i rom  Phild/fj}/*.  ~^eA  MX^*  Assistant  Secretary 

for  (^a/yHTv^cl  §c-ieo6i**tr  Affairs 

subject:  Task  Force  on  Prescription  Drugs  -  Final  Report 

In  May  of  1967,   upon  a  directive  from  the  President, 
the  Task  Force  on  Prescription  Drugs  was  established 
to  undertake  a  comprehensive  study  of  the  problems 
of  including  the  costs  of  prescription  drugs  under 
Medicare. 


During  the  ensuing  20  months,   the  Task  Force  carried 
out  a  number  of  studies  involved  in  this  complex 
assignment.     Based  on  this  work,   we  have  already 
completed  and  submitted  five  interim  reports. 

I  am  now  pleased  to  transmit  for  your  consideration 
the  final  report,   which  summarizes  the  major  findings 
and  recommendations  previously  included  in  the 
interim  reports.     Perhaps  the  most  significant  are 
these: 


--The  finding  that  a  drug  insurance  program  under 
Medicare  is  needed  by  the  elderly,   and  would 
be  both  economically  and  medically  feasible, 
and  the  recommendation  that  such  a  program 
be  instituted. 


--The  finding  that  the  once-confusing  matter  of 
clinical  equivalency  is  far  less  complex 
than  had  been  anticipated,   and  that  as  a 
result  of  current  laboratory  and  clinical 
studies  —  initiated  in  large  part  in  response 
to  requests  by  the  Task  Force  --  the  problem 
is  well  on  its  way  to  solution. 

A  number  of  the  recommendations  submitted  by  the 
Task  Force  have  been  acted  upon  by  Secretary  Gardner 
and  Secretary  Cohen.     Some  of  these  have  involved 
actions  within  the  Department  of  Health,  Education, 
and  Welfare.     Others  have  involved  close  and 
effective  cooperation  with  private  organizations 
and  institutions. 
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Some  of  the  important  recommendations  have  been 
communicated  to  all  the  physicians  of  the  country, 
as  well  as  to  the  deans  of  relevant  professional 
schools  and  leaders  of  professional  health  organi- 
zations.    Many  constructive  suggestions  have  been 
received  as  a  result  of  these  efforts. 

Several  recommendations  will  require  legislative  

action  and  therefore  have  not  yet  been  implemented. 
Still  others  will  require  formal  agreements  among 
various  Federal  Departments  and  agencies;  action  on 
these  was  deferred  by  Secretary  Cohen  because  of  the 
long-term  commitments  which  would  be  involved. 

In  addition  to  these  reports,   the  Task  Force  and 
its  staff  have  prepared  a  series  of  background  papers 
on  various  aspects  of  the  use,   production,  distri- 
bution,  and  prescription  of  drugs,   and  the  nature 
of  current  drug  insurance  programs.     Four  of  these 
volumes  --  The  Drug  Users,   The  Drug  Makers  and  the 
Drug  Distributors,   The  Drug  Prescribers,  and 
Current  American  and  Foreign  Programs— have  already 
been  published.     A  fifth--on  approaches  to  drug 
insurance  design--is  now  being  completed. 

It  is  our  hope  that  these  reports  and  background 
publications  will  be  useful  as  the  basis  for 
careful  analysis  and  discussion,   and  that  they 
will  serve  as  a  contribution  to  the  improvement 
of  the  quality  of  health  care  throughout  the  Nation. 
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TERMINOLOGY 


The  term  generic  equivalents  is  not  used  in  the  body  of  this  report. 
Although  it  has  been  widely  utilized,  it  has  been  given  so  many 
different  interpretations  that  it  has  become  confusing.  Instead,  the 
following  terms  are  used : 

Chemical  equivalents — Those  multiple-source  drug  products  which 
contain  essentially  identical  amounts  of  the  identical  active  ingredi- 
ents, in  identical  dosage  forms,  and  which  meet  existing  physicochemi- 
cal  standards  in  the  official  compendia. 

Biological  equivalents — Those  chemical  equivalents  which,  when 
administered  in  the  same  amounts,  will  provide  essentially  the  same 
biological  or  physiological  availability,  as  measured  by  blood  levels, 
etc. 

Clinical  equivalents — Those  chemical  equivalents  which,  when  ad- 
ministered in  the  same  amounts,  will  provide  essentially  the  same  ther- 
apeutic effect  as  measured  by  the  control  of  a  symptom  or  a  disease. 

The  following  terms  are  also  used : 

Generic  name — The  established  or  official  name  given  to  a  drug  or 
drug  product. 

Brand  name — The  registered  trademark  name  given  to  a  specific 
drug  product  by  its  manufacturer. 

Molecular  manipulation — A  minor  modification  in  the  molecular 
structure  of  a  chemical,  yielding  a  new  and  patentable  product  which 
may  or  may  not  offer  a  significant  therapeutic  advantage  over  a  related 
drug  already  on  the  market. 

"Me-too"  or  " duplicative'''1  drug — A  new  drug,  often  made  by  means 
of  molecular  manipulation,  which  offers  no  significant  therapeutic  ad- 
vantage over  a  related  drug  already  on  the  market.  (Chemical  equiva- 
lents, since  they  are  chemically  identical,  are  not  considered  to  be 
"me-too"  products.) 

Rational  prescribing — Prescribing  the  right  drug  for  the  right  pa- 
tient, at  the  right  time,  in  the  right  amounts,  and  with  due  considera- 
tion of  relative  costs. 
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SUMMARY  OF  MAJOR  FINDINGS 


The  Drug  Users 

1.  The  requirements  for  appropriate  prescription  drug  therapy  by 
the  elderly  are  very  great — far  greater,  in  fact,  than  those  of  any 
other  group — and  many  elderly  men  and  women  are  now  unable  to 
meet  those  needs  with  their  limited  incomes,  savings,  or  present  in- 
surance coverage.  Their  inability  to  afford  the  drugs  they  require 
may  well  be  reflected  in  needless  sickness  and  disability,  unemploy- 
ability,  and  costly  hospitalization  which  could  have  been  prevented 
by  adequate  out- of -hospital  treatment  (p.  6) . 

2.  In  order  to  improve  the  access  of  the  elderly  to  high  quality 
health  care,  and  to  protect  them  where  possible  against  high  drug 
expenses  which  they  may  be  unable  to  meet,  there  is  need  for  an 
out-of -hospital  drug  insurance  program  under  Medicare  (p.  6). 

The  Drug  Makers 

3.  Since  important  new  chemical  entities  represent  only  a  fraction—" 
perhaps  10  to  25  percent — of  all  new  products  introduced  each  year, 
and  the  remainder  consists  merely  of  minor  modifications  or  com- 
bination products,  then  much  of  the  drug  industry's  research  and 
development  activities  would  appear  to  provide  only  minor  con- 
tributions to  medical  progress  (p.  8) . 

4.  To  the  extent  the  industry  directs  a  share  of  its  research  program 
to  duplicative,  noncontributory  products,  there  is  a  waste  of  skilled 
research  manpower  and  research  facilities,  a  waste  of  clinical  fa- 
cilities needed  to  test  the  products,  a  further  confusing  proliferation 
of  drug  products  which  are  promoted  to  physicians,  and  a  further 
burden  on  the  patient  or  taxpayer  who,  in  the  long  run,  must  pay  the 
costs  (pp.  8-9). 

5.  The  exceptionally  high  rate  of  profit  which  generally  marks  the 
drug  industry  is  not  accompanied  by  any  peculiar  degree  of  risk,  or 
by  any  unique  difficulties  in  obtaining  growth  capital.  Industry  prof- 
its have  not  been  significantly  reduced  by  new  governmental  regula- 
tions concerning  drug  safety,  drug  efficacy,  or  drug  advertising  (p.  14) . 

The  Drug  Distributors 

6.  Products  marketed  by  physician-owned  repackaging  companies 
should  be  considered  unacceptable  for  reimbursement  in  any  Medicare 
program  except  in  those  instances  in  which  the  Secretary  of  Health, 
Education,  and  Welfare  determines  that  the  availability  of  products 
marketed  by  such  companies  is  in  the  public  interest  (p.  18) . 
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7. .  There  is  a  need  for  medical  associations,  pharmacy  associations, 
and  consumer  groups,  working  together  at  the  local  level,  to  develop 
mechanisms  whereby  patients  may  obtain  information  on  local  pre- 
scription prices,  especially  for  long-term  maintenance  drugs  (p.  18) . 

The  Drug  Prescribers 

8.  Few  practicing  physicians  seem  inclined  to  voice  any  question 
of  their  competency  in  the  field  of  therapeutic  judgments.  The  ability 
of  an  individual  physician  to  make  sound  judgments  under  quite 
confusing  conditions,  however,  is  now  a  matter  of  serious  concern 
to  leading  clinicians,  scientists,  and  medical  educators  (p.  22). 

Current  American  and  Foreign  Programs 

9.  In  Medicaid  and  other  State  public  assistance  programs,  no 
single  method  will  by  itself  guarantee  program  efficiency,  but  without 
at  least  two  features — reasonable  formulary  restrictions  and  effective 
data  processing  procedures — program  controls  will  be  ineffective. 
Although  a  co-payment  requirement  may  not  be  widely  acceptable  in 
public  assistance  drug  programs,  its  value  in  controlling  costs  in 
other  programs  seems  evident  (p.  28) . 

10.  Establishment  of  an  out-of -hospital  prescription  drug  program 
for  the  elderly  or  for  other  population  groups  has  been  shown  to  be 
economically  feasible  in  many  countries  (p.  30) . 

11.  Rational  prescribing,  with  due  regard  to  quality  of  health  care 
as  well  as  to  program  costs,  can  be  improved  through  the  cooperation 
of  physicians,  pharmacists,  drug  manufacturers,  and  a  governmental 
agency  (p.  30) . 

12.  Reasonable  program  costs  appear  to  be  associated  with  (a)  the 
use  of  a  formulary  developed  by  or  in  cooperation  with  the  medical 
community,  (b)  the  use  of  co-payment  or  co-insurance,  (c)  the  use  of 
ultilization  review  procedures  to  prevent  or  minimize  irrational  pre- 
scribing, (d)  the  use  of  appropriate  electronic  or  other  data  processing 
methods,  with  appropriate  drug  coding  techniques,  (e)  simplified  de- 
termination of  beneficiary  eligibility,  (f)  population  coverage  which 
obviates  the  adverse  selection  of  high-risk  beneficiaries,  (g)  the  use 
of  a  vendor  payment  formula  based  on  actual  acquisition  cost  verified 
by  field  audits  rather  than  any  catalog  or  wholesale  list  price,  and  (h) 
operation  with  the  program  serving  as  the  legal  purchasing  agency, 
with  utilization  of  competitive  and  negotiated  bids,  rather  than 
merely  as  the  reimbursing  agency  (p.  30) . 

13.  A  permanent  mechanism  is  needed  at  the  Federal  level  to  collect, 
analyze  and  exchange  information,  and  to  provide  effective  coordina- 
tion of  drug-related  activities  among  the  agencies  involved  (p.  30). 

Drug  Quality 

14.  On  the  basis  of  available  evidence,  lack  of  clinical  equivalency 
among  chemical  equivalents  meeting  all  official  standards  has  been 
grossly  exaggerated  as  a  major  hazard  to  the  public  health  (p.  31). 
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15.  The  drug  quality  studies  undertaken  by  the  Food  and  Drug 
Administration  are  expected  to  be  adequately  if  not  completely  up-to- 
date  by  1971,  and  thus  will  provide  reasonable  assurance  of  uniform 
drug  quality  by  that  time.  ( p.  34) . 

16.  There  should  be  uniform  standards  of  quality  and  efficacy  for 
each  drug  in  any  Federally-supported  drug  program.  It  would  be 
inappropriate  to  provide  for  differential  cost  ranges  for  products 
sold  under  brand  or  generic  names  ( p.  34 ) . 

Generic  Prescribing  and  Drug  Costs 

17.  The  use  of  low-cost  chemical  equivalents  can  yield  important 
savings,  especially  in  the  case  of  patients  with  cardiovascular  disease, 
kidney  disease,  arthritis,  and  mental  and  nervous  conditions.  The  use 
of  such  products  should  be  encouraged  wherever  this  is  consistent  with 
high-quality  health  care  (p.  37 ) . 

Formularies 

18.  In  general,  American  physicians  have  found  a  formulary  accept- 
able and  practical,  especially  when  it  is  designed  by  their  clinical 
and  scientific  colleagues  serving  on  expert  committees,  when  quality 
is  considered  at  least  as  important  as  price,  when  the  formulary  can 
be  revised  at  appropriate  intervals,  and  when  there  are  provisions 
for  prescribing  unlisted  drug  products  where  special  clinical  conditions 
so  demand  (p.  40). 

19.  The  use  of  a  formulary  is  not  a  mark  of  second-class  medicine, 
but  is,  in  fact,  associated  with  the  provision  of  the  highest  quality  of 
medicine  in  the  outstanding  hospitals  in  the  Nation  (p.  40) . 

20.  Although  use  of  a  formulary  is  not  a  guarantee  of  high  quality 
medical  care,  rational  prescribing,  effective  utilization  review,  and 
control  of  costs,  the  achievement  of  these  objectives  in  a  drug  program 
is  difficult  if  not  impossible  without  it  (p.  40) . 

Quality  and  Cost  Standards 

21.  The  exclusion  of  certain  combination  products,  duplicative 
drugs,  and  noncritical  products  from  Federal  reimbursement  would 
contribute  significantly  to  rational  prescribing,  and  moreover,  it  seems 
reasonable  to  assume  this  could  yield  overall  savings  of  at  least  10 
percent  (p.  43). 

22.  Establishing  product  cost  ranges  reflecting  the  cost  of  drugs 
generally  available  by  their  generic  names  would  save  approximately 
5  percent  at  the  retail  level  (p.  43) . 

23.  Although  significant  program  savings  could  be  achieved  through 
the  application  of  techniques  designed  to  improve  the  efficiency  of 
vendor  operations,  it  is  impossible  at  this  time  to  estimate  the  extent 
of  these  savings  (pp.  43-44) . 
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24.  Considerable  time  would  be  required  to  develop  all  the  necessary 
administrative  mechanisms.  Therefore  full  implementation  of  such 
provisions  as  applied  to  Federal  reimbursement  for  prescribed  drugs 
cannot  be  assured  in  less  than  two  years  after  enactment  of  appropri- 
ate legislation  (p.  44) . 

25.  Any  necessary  increases  in  Federal  expenditures  for  the  improve- 
ment of  drug  standards  and  quality  control  will  have  benefits  which 
apply  to  all  users  of  prescription  drugs  and  should  not  be  attached 
to  the  implementation  of  cost  standards  for  drugs  supplied  in  Fed- 
erally-assisted programs  (p.  44). 

26.  Establishment  of  reasonable  cost  and  charge  ranges  for  drugs 
provided  under  the  Medicare,  Medicaid,  and  Maternal  and  Child 
Health  programs  is  feasible,  and  would  reduce  the  cost  of  drugs 
to  the  Federal  and  State  governments  without  sacrifice  of  quality  (p. 
45). 

Drug  Classification  and  Coding 

27.  Within  a  few  years,  it  may  be  expected  that  prescription  drug 
benefits  under  existing  public  and  private  programs  will  involve  sev- 
eral hundred  million  prescriptions  annually.  Without  a  universal 
coding,  classification  and  identification  system — a  common  language 
for  communicating  essential  information — the  administrative  and 
accounting  costs  for  processing  such  a  volume  will  inflate  program 
costs  beyond  acceptable  limits  (p.  46) . 

Utilization  Review 

28.  There  is  an  urgent  need  for  further  research  to  develop  and  test 
various  approaches  to  effective  utilization  review — approaches  which 
would  be  most  acceptable  to  physicians,  pharmacists,  consumers  and 
others,  and  which  would  obtain  their  effective  support  (p.  48) . 

Drugs  Under  Medicare:  The  Issue  of 
Comprehensive  Coverage 

29.  Because  of  the  numerous  and  complex  administrative  problems 
and  the  high  program  costs  involved  in  providing  drug  coverage  under 
Medicare,  it  would  be  desirable — at  least  at  the  outset — to  provide  the 
benefit  on  a  less-than-comprehensive  basis  (p.  51) . 

Drugs  Under  Medicare:  Coverage  Under 
Part  A  or  Part  B 

30.  While  it  would  be  feasible  to  provide  coverage  of  out-of -hospital 
prescription  drugs  under  either  the  hospital  insurance  (Part  A)  or 
medical  insurance  (Part  B)  programs  of  Medicare,  there  would  be 
significant  advantages,  in  terms  of  beneficiary  eligibility  and  financing, 
in  providing  such  coverage  under  the  hospital  insurance  program 
(p.  54). 
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Drugs  Under  Medicare:  Alternative  Proposals 
for  Coverage 

31.  In  order  to  achieve  maximum  benefits  with  whatever  funds  may 
be  available,  and  to  give  maximum  help  to  those  of  the  elderly  whose 
drug  needs  are  the  most  burdensome,  particular  consideration  should 
be  given  to  providing  coverage  at  the  outset  mainly  for  those  pre- 
scription drugs  which  are  most  likely  to  be  essential  in  the  treatment  of 
serious  long-term  illness  (p.  57) . 

32.  The  use  of  an  annual  deductible  to  control  costs  presents  oppor- 
tunities that  warrant  further  consideration  (p.  58) . 

33.  Restricting  benefits  to  those  aged  70,  72,  or  more  would  reduce 
the  size  and  cost  of  the  program,  but  this  is  not  a  preferred  approach 
at  this  time  (p.  58). 

Drugs  Under  Medicare:  Program  Administration 

34.  It  would  be  preferable  for  the  vendor  rather  than  the  beneficiary 
to  have  major  responsibility  for  keeping  needed  records  and  initiating 
claims,  and  to  be  reimbursed  by  the  program  ( p.  61 ) . 

35.  Because  of  the  large  number  of  claims  which  would  be  involved, 
a  suitable  automated  data  processing  system  could  play  a  vital  role 
in  claims  processing  and  other  administrative  activities,  and  should 
be  developed  and  adequately  tested  (p.  61) . 

36.  To  the  extent  that  appropriate  utilization  review  methods  are 
developed,  these  should  be  applied  in  a  Medicare  drug  program 
(p.  62). 

Drugs  Under  Medicare:  Program  Reimbursement 

37.  Reimbursement  for  product  cost,  as  one  element  in  the  total  cost 
of  a  prescription,  may  be  considered  on  the  basis  of  (a)  "usual  and 
customary"  charges,  (b)  listed  wholesale  price,  (c)  actual  acquisition 
cost  as  verified  by  audit,  or  (d)  a  fixed  program  payment.  Preference 
would  be  determined  by  the  nature  of  the  program  ( p.  65 ) . 

38.  Reimbursement  for  product  cost  should  be  based  on  the  cost 
of  the  least  expensive  chemical  equivalent  of  acceptable  quality  gen- 
erally available  on  the  market  (p.  66) . 

39.  Since  the  expressed  purpose  of  the  social  security  program  is  to 
provide  assistance  to  beneficiaries,  wherever  possible,  within  the  frame- 
work of  the  existing  health  care  system,  the  direct  purchase  of  drugs 
by  the  Federal  Government  for  Medicare  beneficiaries  is  not  recom- 
mended at  this  time,  but  this  approach  deserves  further  study  (p.  67). 

40.  The  preferred  method  of  reimbursing  dispensing  costs  would 
depend  on  the  nature  of  the  program.  If  the  program  provides  for  a 
specific  dispensing  allowance  to  be  paid  to  the  drug  vendor,  rather 
than  payment  to  the  beneficiary,  either  a  percentage  markup  or  a 
fixed  dispensing  fee  would  be  feasible,  with  a  fixed  fee  approach  being 
preferable  (p.  68). 


XV 


41.  Any  drug  insurance  program  instituted  under  Medicare  should 
include  cost-sharing  provisions,  such  as  co-payment  or  co-insurance 
(p.  68). 

42.  Consideration  should  be  given  to  the  use  of  restrictions  on  max- 
imum prescription  quantities  or  on  maximum  prescription  prices  as 
additional  cost-sharing  approaches  (p.  68) . 

Organization  of  HEW  Pharmaceutical  Activities 

43.  No  gain — and  a  substantial  loss — in  operating  effectiveness  would 
result  from  the  organizational  association  of  all  pharmaceutical  and 
related  activities  (p.  74) . 

44.  The  drug  development  and  screening  programs  of  the  National 
Institutes  are  integral  parts  of  the  biomedical  research  effort  of  the 
NIH  and  should  remain  the  responsibility  of  these  respective  units 
(p. 74). 

45.  The  manpower  development  activities  of  the  NIGMS  (support 
of  the  pharmacology -toxicology  centers)  and  of  the  Bureau  of  Health 
Manpower  of  the  NIH  are  logical  parts  of  the  total  responsibilities  of 
these  two  units.  Transfer  of  these  activities  to  related  activities  of  the 
FDA  would  not  yield  adequate  benefits  to  warrant  such  an  organiza- 
tional change.  The  pharmaceutical-related  activities  of  the  Bureau  of 
Manpower  should  be  administered  as  part  of  the  total  effort  to  expand 
needed  health  manpower  by  that  bureau  (p.  74) . 

46.  The  gathering,  processing  and  dissemination  of  scientific  infor- 
mation by  the  Consumer  Protection  and  Environmental  Health  Serv- 
ice and  its  constituent,  the  Food  and  Drug  Administration;  by  the 
National  Library  of  Medicine ;  and  by  the  National  Institute  of  Mental 
Health  are  in  each  instance  activities  that  flow  logically  out  of  other 
responsibilities  of  these  units.  These  informational  activities  should 
be  retained  in  their  present  organization  (pp.  74-75) . 

47.  The  regulatory  activities  of  the  DBS  are  not  logically  a  part 
of  the  biomedical  research  activities  of  the  NIH.  The  DBS,  however, 
does  carry  on  research  and  drug  development  activities  related  to  the 
central  functions  of  the  NIH,  and  it  benefits  materially  from  associa- 
tion with  the  research  staffs  of  several  Institutes  of  the  NIH.  Some  ad- 
vantages would  be  gained  by  associating  the  regulatory  activities  of 
DBS  with  those  of  FDA.  The  DBS  needs  at  times  the  regulatory 
skills  of  the  FDA.  But  such  transfer  of  the  regulatory  activities  of 
DBS  from  NIH  would  result  in  the  undesirable  dissociation  of  these 
regulatory  activities  from  the  supporting  research  activities  of  NIH, 
and  would  cause  a  substantial  loss  in  morale  and  probably  a  loss  in 
key  professional  personnel.  For  these  reasons,  this  action  is  not 
recommended  (p.  75). 

48.  No  clearly  apparent  benefits  could  be  derived  from  the  separa- 
tion of  drug  regulatory  activities  from  food  regulatory  activities 
that  would  offset  the  economy  and  efficiency  now  achieved  through  the 
maintenance  of  closely  related  investigatory,  research,  and  regulatory 
staffs  (p.  76). 
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SUMMARY  OF  RECOMMENDATIONS 


The  Drug  Makers 

1.  The  Department  of  Health,  Education,  and  Welfare  should 
conduct  a  continuing  survey  of  drug  costs,  average  prescription 
prices,  and  drug  use  (p.  11). 

2.  The  Secretary  of  Health,  Education,  and  Welfare  should 
call  one  or  more  conferences  with  representatives  of  the  drug  industry, 
pharmacy,  clinical  medicine,  and  consumer  groups  to  consider — 

(a)  Provision  of  incentives  to  the  drug  industry  to  invest  more 
research  effort  in  products  representing  significant  improvements 
to  therapy  and  less  in  duplicative,  noncontributory  drug  products 
and  combinations  (p.  15). 

(6)  Development  of  a  registration  and  licensing  system  under 
which  no  drug  product  would  be  permitted  in  interstate  commerce 
unless  produced  under  quality  control  standards  set  by  the 
Secretary  of  Health,  Education,  and  Welfare  (p.  15). 

(c)  Limitation  of  free  drug  samples,  by  industry  agreement 
or  legislation,  to  those  specifically  requested  by  prescribers 
(p.  15). 

(d)  Development  of  more  effective  methods  for  ascertaining 
actual  acquisition  costs  of  prescription  drugs  (p.  15). 

3.  The  Secretary  of  Health,  Education,  and  Welfare  should 
call  for  a  joint  study  by  the  Department  of  Health,  Education,  and 
Welfare,  the  Department  of  Commerce,  the  Department  of  Justice, 
the  Federal  Trade  Commission,  and  other  Federal  agencies  to 
consider — 

(a)  The  substantial  differences  in  the  prices  at  which  drug 
products  are  offered  to  community  pharmacies  and  to  hospitals 
and  government  agencies  (p.  15). 

(b)  The  substantial  differences  in  the  prices  at  which  drug 
products  are  offered  to  American  and  foreign  purchasers  (p.  15). 

(c)  Revision  of  current  patent  and  trademark  laws  on  pre- 
scription drugs  (p.  15). 

The  Drug  Distributors 

4.  The  Congress  should  enact  legislation  requiring  that  the 
containers  of  all  dispensed  prescription  drugs  be  labeled  with  the 
identity,  strength  and  quantity  of  the  product,  except  where  this  is 
waived  upon  specific  orders  of  the  prescriber  (p.  18). 

5.  Encouragement  should  be  given  to  the  wider  use  of  prepackage 
dispensing,  in  which  manufacturers  prepare  and  pharmacists  dispense 
tablets  and  capsules  in  precounted  form,  in  sealed,  prelabeled  con- 
tainers, and  in  such  numbers  as  conform  to  those  most  frequently  pre- 
scribed by  physicians  (p.  19). 
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6.  The  National  Center  for  Health  Services  Research  and  Develop- 
ment should  develop  and  support  research  to  improve  the  efficiency 
and  effectiveness  of  community  and  hospital  pharmacy  operations 
(p.  19). 

7.  The  Bureau  of  Health  Manpower  should  support — 

(a)  The  development  of  a  pharmacist  aide  curriculum  in  junior 
colleges  and  other  educational  institutions  (p.  20). 

(6)  The  development  of  appropriate  curricula  in  medical 
and  pharmacy  schools  for  training  pharmacists  to  serve  as  drug 
information  specialists  on  the  health  team  (p.  20) . 

(c)  A  broad  study  of  present  and  future  requirements  in  phar- 
macy, adequacy  of  current  pharmacy  education,  and  the  educa- 
tional changes  which  must  be  made  (p.  20). 

8.  The  Health  Services  and  Mental  Health  Administration  should 
support  studies  of  State  laws,  regulations,  and  codes,  with  priority 
given  to  the  establishment  of  model  State  licensing  laws,  uniform 
reciprocity  standards,  and  provisions  for  the  utilization  of  pharmacy 
aides  (p.  20). 

The  Drug  Prescribers 

9.  The  Department  of  Health,  Education,  and  Welfare  should  pro- 
vide expanded  support  to  medical  schools,  enabling  them  to  include 
a  course  in  clinical  pharmacology  as  an  integral  part  of  the  medical 
curriculum  (p.  22). 

10.  The  Department  of  Health,  Education,  and  Welfare  should 
establish  or  support  a  publication  providing  objective,  up-to-date 
information  and  guidelines  on  drug  therapy,  based  on  the  expert 
advice  of  the  medical  community  (p.  24). 

11.  The  Department  of  Health,  Education,  and  Welfare  should 
support  the  efforts  of  county  medical  societies,  pharmacy  and  thera- 
peutics committees,  medical  foundations,  and  medical  schools  in 
taking  the  responsibility  for  providing  continuing  education  to  physi- 
cians on  rational  prescribing  (p.  24). 

12.  The  Secretary  of  Health,  Education,  and  Welfare  should  be 
authorized  to  publish  and  distribute  a  drug  compendium  listing  all 
lawfully  available  prescription  drugs,  including  such  information  as 
available  dosage  forms,  clinical  effects,  indications  and  contraindica- 
tions for  use,  and  methods  of  administration,  together  with  price  in- 
formation on  each  listed  product,  in  readily  accessible  and  compre- 
hensive form  (p.  24) . 

Current  American  and  Foreign  Programs 

13.  The  Federal  Interdepartmental  Health  Policy  Council  should 
concern  itself  with  the  coordination  of  all  ongoing  Federal  prescription 
drug  purchase  and  reimbursement  programs.  A  special  subcommittee 
of  the  Council  should  be  appointed  for  this  purpose  (p.  30). 
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Drug  Quality 


14.  The  present  clinical  trials  to  determine  the  biological  equivalency 
of  important  chemical  equivalents  should  be  continued  by  the  De- 
partment of  Health,  Education,  and  Welfare  on  a  high  priority  basis 
(p.  33). 

15.  Adequate  financial  support  should  be  provided  to  the  Food  and 
Drug  Administration  for  necessary  educational  and  inspection  opera- 
tions so  that  acceptable  quality  control  methods  can  be  instituted  and 
properly  maintained  in  all  drug  manufacturing  and  packaging  estab- 
lishments (p.  35). 

16.  The  Food  and  Drug  Administration  should  be  authorized  to  pro- 
vide additional  support,  including  grants-in-aid,  to  State  and  local 
agencies  in  order  to  improve  quality  control  of  prescription  drugs  in 
intrastate  commerce  (p.  35). 

Classification  and  Coding 

17.  The  Department  of  Health,  Education,  and  Welfare,  the  De- 
partment of  Defense,  and  the  Veterans  Administration  should  test 
the  proposed  drug  classification  system  to  determine  the  feasibility  of 
its  eventual  use  in  all  public  and  private  drug  programs  (p.  46). 

18.  (a)  An  appropriate  identifying  code  number  should  be  made 
part  of  all  drug  labels,  package  inserts,  catalogs  and  advertising 
(p.  47). 

(6)  An  appropriate  coding  system  should  be  developed  and  tested 
by  government  and  industry  for  this  purpose  (p.  47). 

(c)  After  consideration  of  the  results  of  this  test,  appropriate  legis- 
lation should  be  introduced  to  require  coding  of  all  drug  products  in 
interstate  commerce  (p.  47). 

19.  The  drug  code  adopted  by  government  and  industry  should  be 
utilized  in  the  National  Drug  Code  Directory  (p.  47). 

Utilization  Review 

20.  The  National  Center  for  Health  Services  Research  and  Develop- 
ment, in  cooperation  with  State  and  local  medical  groups,  community 
pharmacies,  hospitals,  and  consumer  groups,  should  support  pilot  re- 
search projects  on  prescription  drug  utilization  review  methods 
(p.  48). 

Organization  of  HEW  Pharmaceutical  Activities 

21.  The  present  complex  of  activities  now  assigned  to  the  Food  and 
Drug  Administration  should  continue  to  be  administered  by  that 
agency  (p.  76). 

22.  The  Social  Security  Administration  should  undertake  continuing 
responsibility  for  the  surveillance  of  drug  costs,  average  prescription 
prices,  and  drug  use  (p.  76). 
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23.  Efforts  should  be  strengthened  to  assure  that  the  skills  of 
experts  both  within  and  outside  of  the  Department  of  Health,  Educa- 
tion, and  Welfare  are  used  to  augment  the  scientific  capabilities  of 
the  Food  and  Drug  Administration  (p.  77). 

24.  Legislation  should  be  enacted  to  authorize  establishment  within 
the  Food  and  Drug  Administration  of  a  clinical  and  laboratory 
facility  to  provide  the  necessary  opportunities  for  research  by  highly 
qualified  basic  scientists  and  clinicians  (p.  78). 

25.  The  Secretary  of  Health,  Education,  and  Welfare  should,  after 
consultation  with  representatives  of  the  drug  industry,  pharmacy, 
clinical  medicine,  and  consumer  groups,  appoint  a  study  group  to 
reappraise  the  efficiency  of  methods  now  used  by  the  Division  of 
Biologies  Standards  and  the  Food  and  Drug  Administration  to 
evaluate  the  safety  and  effectiveness  of  pharmaceuticals.  The  partici- 
pants should  direct  attention  to  the  appropriateness  of  the  three 
existing  classifications  of  pharmaceuticals — new  drugs  and  "not  new" 
drugs,  certifiable  products,  and  biologies.  The  study  group  should  also 
consider  the  feasibility  of  developing  a  registration  and  licensing  sys- 
tem which  would  assure  that  all  drugs  marketed  in  interstate  com- 
merce are  produced  under  adequate  quality  control  standards  (p.  79). 
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INTRODUCTION 


On  January  23,  1967,  in  his  Older  Americans 
Message  to  the  Congress,  President  Lyndon  B. 
Johnson  focused  national  attention  on  the  heavy 
burdens  borne  by  many  elderly  men  and  women 
in  attempting  to  pay  the  costs  of  prescription 
drugs.  At  the  same  time,  he  directed  the  Secretary 
of  Health,  Education,  and  Welfare  to  "undertake 
immediately  a  comprehensive  study  of  the  prob- 
lems of  including  the  cost  of  prescription  drugs 
under  Medicare." 

Within  this  Department,  informal  studies  in 
this  complex  and  important  area  had  already  been 
underway  for  many  months.  These  were  quickly 
intensified  by  the  President's  directive. 

On  May  31,  1967,  John  W.  Gardner— then  Sec- 
retary of  Health,  Education,  and  Welfare — estab- 
lished the  Task  Force  on  Prescription  Drugs.  It 
consisted  originally  of  four  Assistant  Secretaries, 
the  Commissioner  of  Social  Security,  the  Commis- 
sioner of  Food  and  Drugs,  the  Acting  Commis- 
sioner of  Welfare,  and  the  Surgeon  General  of 
the  Public  Health  Service,  with  a  specially-se- 
lected technical  staff. 

"The  Task  Force,"  he  emphasized,  "has  no  prior 
commitment  to  recommend  for  or  against  the 
inclusion  of  prescription  drugs  in  the  Medicare 
program.  Its  directive  is  first  to  investigate  and 
then  to  make  whatever  recommendations  it  con- 
siders appropriate. 

"The  Task  Force  will  examine  a  wide  range  of 
factors  which  are  involved  in  the  use  of  pre- 
scription drugs  and  will  offer  its  recommenda- 
tions within  six  months.  The  problems  are  nu- 
merous and  complex.  Some  answers  may  be 
found  speedily;  others  may  take  many  months, 
possibly  even  years,  of  work,  including  labora- 
tory research  and  clinical  trials. 
"In  all  of  its  work,  I  have  asked  the  Task 
Force  to  measure  the  value  of  possible  solutions 
not  only  in  terms  of  dollars  to  be  saved,  but 
in  the  quality  of  health  care  to  be  delivered." 
The  scope  and  complexity  of  the  assignment 
was  by  no  means  exaggerated  by  the  Secretary. 
Inevitably,  as  formal  operations  were  begun  by 
the  Task  Force,  and  as  additional  information 
was  requested  by  the  Congress,  it  became  essential 
to  broaden  the  study  to  cover  a  large  number  of 
closely  interrelated  factors — the  use  of  prescrip- 
tion drugs  by  the  elderly,  and  their  ability  to  meet 
drug  expenses;  the  health  needs  of  the  elderly; 


the  prescribing  patterns  of  physicians,  and  the 
sources  of  drug  information  available  to  them ;  the 
nature  of  drug  manufacture,  and  of  drug  promo- 
tion, drug  advertising,  drug  pricing,  and  drug 
profits;  the  nature  of  drug  distribution;  the  phar- 
macological aspects  (including  the  hotly  contro- 
versial matter  of  clinical  equivalency)  ;  the  role 
of  formularies;  the  nature  of  current  drug  in- 
surance programs,  private  and  governmental,  in 
this  country  and  abroad ;  and  the  various  alterna- 
atives  involved  in  program  financing,  administra- 
tion, reimbursement,  classification,  coding,  and 
other  aspects  of  drug  insurance. 

To  undertake  its  studies  in  these  and  other  fields, 
the  Task  Force  enlisted  the  advice  and  guidance 
of  many  highly  qualified  experts,  both  govern- 
mental and  nongovernmental.  (A  list  of  the  non- 
governmental experts  is  presented  at  the  end  of 
this  report.)  We  are  most  grateful  to  all  of  them 
for  their  invaluable  assistance.  None  of  them,  of 
course,  may  be  held  responsible  for  any  conclusions 
reached  by  the  Task  Force. 

Because  of  the  scope  of  these  operations,  no  at- 
tempt was  made  to  present  final  recommendations 
at  the  end  of  six  months,  as  was  originally  con- 
templated. Instead,  a  series  of  five  interim  reports 
were  published,  beginning  in  March  of  1968. 

This  Final  Report  contains  most  of  the  material 
published  in  interim  form — much  of  it  updated 
and  expanded — together  with  some  additional 
material. 

It  includes  those  findings  which  the  Task  Force 
believes  to  be  particularly  significant. 

It  includes  recommendations  for  action — recom- 
mendations which,  in  some  instances,  are  already 
being  implemented  by  the  various  agencies  of  the 
Department. 

Perhaps  most  significant  are  these : 

•  The  finding  that  a  drug  insurance  program 
under  Medicare  is  needed  by  the  elderly,  and 
Avould  be  economically  and  medically  feasible. 

•  The  finding  that  the  once-confusing  matter 
of  clinical  equivalency  is  far  less  complex  than 
had  been  anticipated,  and  that  as  a  result  of 
current  laboratory  and  clinical  studies — ini- 
tiated in  large  part  in  response  to  requests  by 
the  Task  Force — the  problem  is  well  on  its 
way  to  solution. 
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In  addition,  much  basic  material — a  substantial 
portion  of  it  hitherto  unavailable — has  been  ob- 
tained on  various  aspects  of  drug  production, 
drug  distribution,  drug  prescription,  drug  use, 
arid  drug  insurance.  This  information  appears  to 
have  great  value  for  the  Congress,  many  State 
and  Federal  governmental  agencies,  the  medical 
and  pharmacy  communities,  the  drug  industry, 
health  insurance  organizations,  health  educators, 
and  consumer  groups.  It  is  being  presented  in  a 
series  of  Task  Force  background  papers,  four  of 
which  have  already  been  published  and  a  fifth 
which  is  now  in  press. 


It  is  our  hope  that  all  these  publications — this 
Final  Report  and  the  background  papers — will 
serve  as  the  basis  for  careful  analysis  and  discus- 
sion in  the  months  and  years  to  come. 

More  important,  it  is  our  hope  that  these  pub- 
lications, and  the  dedicated  efforts  of  the  many 
individuals  who  made  them  possible,  will  help  to 
improve  the  health  care  not  only  for  the  elderly 
but  for  all  Americans. 

Philip  R.  Lee,  M.D. 
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CHAPTER  1 

THE  DRUG  USERS a 


The  elderly  in  the  United  States — those  aged  65 
or  more — represent  only  a  relatively  small  pro- 
portion— about  10  percent — of  the  total  popula- 
tion of  this  country. 

But  their  inordinate  health  needs,  their  high 
health  care  costs  in  general  and  high  drug  costs 
in  particular,  and  their  limited  financial  resources 
combine  to  create  a  serious  and  sometimes  a 
devastating  medical  and  economic  problem  far  out 
of  proportion  to  their  numbers. 

For  many  elderly  people,  illness  serves  as  a 
major  cause  of  their  poverty  by  reducing  their 
incomes,  while  poverty  serves  as  a  major  contribu- 
tory cause  of  illness  by  making  it  difficult  for 
them  to  obtain  adequate  health  care. 

Yet  it  is  not  only  the  totally  impoverished  or 
the  totally  incapacitated  who  are  in  a  precarious 
position.  There  are  many  elderly  men  and  women 
who  have  some  income  and  some  savings — who 
may  even  have  sufficient  Medicare  or  other  in- 
surance to  protect  them  against  the  bulk  of  hospi- 
tal and  medical  costs  of  a  brief  illness — but  who 
cannot  pay  for  the  out-of-hospital  drugs  and 
other  costs  of  a  long-continuing  chronic  illness 
without  seeing  their  financial  assets  eroded  or 
totally  dissipated. 

Numbers  and  Health  Needs  of  the 
Elderly 

There  are  now  more  than  19  million  Americans 
over  the  age  of  65.  Among  them,  about  57  percent 
are  women  and  43  percent  are  men.  This  dispro- 
portion in  sex  distribution  has  been  increasing 
steadily  since  about  1930 — a  trend  of  importance 
for  any  prescription  drug  study,  since  the  use  of 
these  drugs  by  women  is  significantly  higher  than 
that  by  men.1 

In  connection  with  the  elderly,  the  term  aging 
has  often  been  considered  synonymous  with  illness. 
There  is,  in  fact,  no  necessary  relationship  be- 
tween the  two,  but  it  is  undeniably  a  fact  that 

*  This  chapter  updates  the  material  presented  origi- 
nally in  the  Second  Interim  Report  of  the  Task  Force. 

1X1.S.  Department  of  Health,  Education,  and  Welfare, 
Task  Force  on  Prescription  Drugs:  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
pp.  2-3. 


illness  strikes  the  elderly  far  more  frequently  than 
it  does  younger  age  groups. 

Approximately  80  percent  of  the  elderly — in 
comparison  with  40  percent  of  those  under  65 — 
suffer  from  one  or  more  chronic  diseases  and  con- 
ditions. Arthritis  and  rheumatism  afflict  33  per- 
cent; heart  disease,  17  percent;  high  blood  pres- 
sure, 16  percent;  other  cardiovascular  ailments, 
7.5  percent;  mental  and  nervous  conditions,  10.5 
percent;  hearing  impairments,  22  percent;  and 
visual  problems,  15  percent.2 

Many  of  these  conditions  can  be  controlled  or 
alleviated  by  modern  medical  care,  especially  by 
the  proper  use  of  drugs.  This  is  reflected  in  the 
heavy  expenses  of  the  elderly  for  health  care,  and 
particularly  in  their  heavy  expenses  for  drugs. 

Health  Expenditures 

Between  1950  and  1966,  total  national  expendi- 
tures for  health  services  and  supplies — including 
hospital  costs,  physicians'  fees,  and  drug  costs — 
rose  from  $11.9  billion  to  $41.8  billion.  (Per  capita 
expenditures  increased  from  $78.20  to  $212.47.) 
In  that  same  period,  expenditures  for  out-of-hos- 
pital prescription  drugs  rose  from  $1.0  billion  to 
$3.2  billion.  (Per  capita  expenditures  increased 
from  $6.85  to  $16.05.) 3 

The  increase  in  drug  expenditures  has  resulted 
in  part  from  a  greater  number  of  prescriptions 
per  individual — an  average  of  about  2.4  acquisi- 
tions per  capita  in  1950  and  4.6  in  1966 — as  well 
as  from  a  significant  rise  in  the  average  cost  of 
prescriptions.4 

In  1950,  a  number  of  independent  surveys  re- 
ported the  average  cost  of  all  prescriptions  at  the 
retail  level  was  between  $1.66  and  $2.03.5  In  1966, 
independent  surveys  estimated  the  average  was  be- 
tween $3.26  and  $3.59.6  A  special  study  conducted 
for  the  Task  Force  showed  that  the  average  pre- 
scription cost  for  the  elderly  in  1966  was  even 
higher— $3.91.7 


3  Ibid.,  p.  12. 
'Ibid.,  p.  13. 

4  Ibid.,  p.  16. 
8  Ibid.,  p.  20. 

6  Ibid.,  p.  20. 

7  Ibid.,  p.  32. 
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Distribution  of  Drug  Expenditures 

If  drug  use  were  equally  distributed  among  all 
groups — that  is,  4  to  5  prescriptions  per  year  at  a 
cost  of  $3  to  $4 — there  would  be  no  major  problem 
for  the  elderly.  But  this  is  far  from  the  actual 
situation. 

Although  the  elderly  represent  slightly  less  than 
10  percent  of  the  total  population,  they  account 
for  about  22  percent  of  all  out-of -hospital  pre- 
scriptions and  about  25  percent  of  all  out-of- 
hospit'  1  prescription  drug  expenditures.8 

A  nationwide  study  by  the  National  Center  for 
Health  Statistics  in  fiscal  year  1965  9  10  showed  the 
following  (see Table  1)  : 

•  The  average  number  of  acquisitions — i.e.,  the 
number  of  prescriptions  or  refills — for  the 


8  IMd.,  p.  21. 

'  U.S.  Public  Health  Service:  "Cost  and  Acquisition  of 
Prescribed  and  Nonprescribed  Medicines,  United  States — 
July  1964-June  1965,"  National  Center  for  Health  Statis- 
tics,, series  10,  No.  33,  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1966,  p.  14. 

10  "The  Drug  Users,"  op.  tit.,  p.  22. 


elderly  was  more  than  twice  that  for  the  total 
population,  and  nearly  three  times  that  for 
those  under  65. 

•  The  average  number  of  acquisitions  for  elderly 
women  was  nearly  50  percent  more  than  the 
number  for  men. 

•  The  per  capita  expenditure  for  prescription 
drugs  for  the  elderly  was  almost  three  times 
greater  than  that  for  the  total  population, 
and  more  than  three  times  greater  than  that 
for  those  under  65. 

•  The  per  capita  expenditure  for  elderly  women 
was  more  than  one-third  higher  than  that  for 
elderly  men. 

•  The  per  capita  expenditure  for  the  elderly 
with  severe  disabilities  was  nearly  three  times 
greater  than  that  for  those  with  no  disabilities. 

These  1964-65  data  indicate  that  for  the  rela- 
tively few  elderly  with  no  chronic  conditions,  the 
annual  cost  for  prescribed  medicines  was  $3.60  per 


Table  1 

Average  Number  of  Acquisitions  and  Annual  Cost  of  Prescribed 
Drugs,  per  Person  by  Selected  Characteristics,  Fiscal 
Year  1 965 


Characteristics 


No.  of  Acquisitions  » 


Annual  Cost 


All  Ages     Under  66 


65  and 
Over 


All  Ages     Under  66 


66  and 
Over 


All  persons                                           4.7         4.0       11.4  $15.40    $12.77  $41.40 

Sex 

Male                                             3.  7         3.  1         9.  3  12.  00       9.  88  34. 70 

Female                                          5.  6        4.  8       13.  1  18.  60      15. 49  46.  70 

Color 

White                                              4.  9         4.  2       11.  5  16.  40      13.  62  42.  60 

Nonwhite                                       3.  1         2.  7       10.  2  7.  80       6.  57  26. 90 

Geographic  Region 

Northeast                                      4. 4         3.  8       10.  6  13.  30      10.  80  37.  00 

North  Central                                4.  4         3.  8       10.  9  15.  00      12.  37  39.  90 

South                                              5.  3         4  5       13.  6  17.  50      14.  64  47.  40 

West                                               4.  3         3.  7         9.  7  15.  30      12.  93  40.  00 

Disability — Men 

None                                                                               14.  80   19.  40 

Mild                                                                                  33.  50    40.  90 

Moderate                                                                         33.  60    40.  80 

Severe                                                                          71.  70   71.  00 

Disability — Women 

None                                                                               23.  20    34.  00 

Mild                                                                                 50.  00    64.  40 

Moderate                                                                         63.  40    67.  60 

Severe                                                                            101.  40   94.  70 


New  prescriptions  or  refills. 
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capita.11  For  those  with  one  or  more  chronic  con- 
ditions, the  number  of  acquisitions  rose  to  13.5 
and  the  annual  cost  to  $48.80.  When  the  condition 
was  sufficiently  severe  to  limit  major  activity  com- 
pletely, acquisitions  averaged  21.7  prescriptions, 
and  costs  averaged  $78.80.  Similarly,  the  average 
cost  of  a  prescription  was  higher  for  persons  with 
chronic  conditions — $3.60  for  persons  with  no  such 
conditions,  $4  for  those  with  one  or  more  condi- 
tions, and  $4.10  for  those  with  complete  limitation 
in  their  major  activity.12  The  data  also  indicated 
that  prescription  expenses  of  those  of  the  elderly 
with  severe  chronic  conditions — about  15  percent 
of  all  elderly  persons — were  over  6  times  as  great 
as  the  expenses  of  younger  people. 

In  general,  the  survey  showed,  total  prescription 
drug  expenditures  in  all  age  groups  were  higher 
for  women  than  for  men,  for  whites  than  for 
nonwhites,  and  for  those  in  the  South  and  West. 
The  higher  expenditures  for  whites  appear  to  be 
a  reflection  of  their  greater  affluence — their  greater 
ability  to  seek  medical  care  and  to  afford  drugs 
rather  than  greater  health  needs.  The  high  cost 
in  the  South  appear  to  be  related  to  exceptionally 
heavy  utilization,  while  in  the  West  they  reflect 
lower  utilization  but  much  higher  costs  per  pre- 
scription. 

Similarly,  although  the  burden  of  drug  costs 
falls  most  heavily  upon  the  elderly,  it  does  not 
fall  evenly  upon  these  individuals. 

A  1968  estimate,  for  example,  indicates  that  20 
percent  of  the  elderly  will  have  no  drug  expenses, 
while  the  costs  will  be  less  than  $50  for  41.5  per- 
cent, between  $50  and  $99  for  19  percent,  between 
$100  and  $249  for  15.5  percent,  and  $250  or  more 
for  4  percent.13 

A  recent  investigation,  carried  out  on  a  limited 
group  in  Pennsylvania,  indicated  that,  among  the 
elderly  who  actually  obtained  prescription  drugs, 
about  2  percent  accounted  for  about  21  percent  of 
the  total  cost,  and  about  10  percent  of  the  indi- 
viduals accounted  for  about  47  percent  of  the  cost.14 

An  earlier  study  by  the  National  Health  Survey 
in  1962  of  the  expenses  for  prescription  and  non- 
prescription drugs  found  that  24  percent  of  the 
elderly  had  no  drug  expenses,  40  percent  had  an- 
nual expenses  which  were  less  than  $50, 17  percent 

11  National  Center  for  Health  Statistics:  "Cost  and 
Acquisition  of  Prescribed  and  Nonprescribed  Medicines," 
op.  cit.,  p.  18. 

u  Ibid.,  p.  28. 

"Task  Force  on  Prescription  Drugs:  "Approaches  to 
Drug  Insurance  Design,"  in  press. 
14  "The  Drug  Users,"  op.  cit.,  p.  25. 


had  expenses  between  $50  and  $99,  and  18  percent 
had  expenses  of  $100  or  more.  Among  these  18 
percent,  the  expenses  were  $100  to  $249  for  14.7 
percent,  $250  to  $499  for  2.9  percent,  and  $500  or 
more  for  0.5  percent.15 

Financial  Resources  of  the  Elderly 

The  size  of  drug  bills  for  the  elderly  represents 
only  one  phase  of  the  problem.  Intimately  related 
is  their  ability  to  pay  those  bills. 

Since  July  1, 1966,  implementation  of  the  Medi- 
care program  has  substantially  increased  the  abil- 
ity of  many  elderly  men  and  women  to  meet  their 
doctor  and  hospital  bills,  not  entirely  but  in  large 
part.  Expenditures  for  out-of-hospital  prescrip- 
tion drugs,  however,  are  not  covered  by  the  present 
Medicare  law,  and  it  has  been  necessary  for  elderly 
patients  to  utilize  other  sources. 

Income.  In  1966,  half  of  the  families  headed  by 
an  elderly  individual  had  total  incomes — including 
Social  Security  payments — of  less  than  $3,645,  or 
$70  a  week.  For  elderly  men  and  women  living 
alone,  or  with  someone  not  a  relative,  more  than 
half  had  incomes  of  less  than  $1,500,  or  about  $30 
a  week.16 

In  spite  of  recent  improvements  in  OASDI 
benefit  levels,  the  elderly  remain  among  the  most 
impoverished  groups  in  the  population.  It  is  esti- 
mated that  as  of  January  1,  1969,  almost  3  million 
elderly  persons  were  living  in  poor  households,  as 
measured  by  the  Social  Security  Administration's 
poverty  index.  Counting  also  elderly  persons  in 
institutions  and  those  with  incomes  below  the 
poverty  level  who  are  living  in  households  whose 
total  income  is  above  that  level,  a  little  over  7  mil- 
lion elderly  persons,  or  36  percent  of  the  total 
elderly  population,  were  poor.17 

Among  social  security  beneficiaries,  although 
benefit  income  kept  some  6.8  million  out  of  poverty, 
another  5.8  million  or  36  percent  remained  poor. 
An  additional  3  million  were  in  the  near-poor 
group,  only  a  little  better  off.18 

Assets.  Recent  studies  have  shown  that  the 
average  per  capita  amount  of  savings  and  other 
assets  held  by  the  elderly  is  about  $15,000. 

But  30  per  cent  of  the  elderly  have  assets  of 
less  than  $1,000  apiece.  For  them,  a  serious  illness 

a  Ibid.,  p.  24. 

16  Ibid.,  p.  4. 

17  Ibid.,  p.  6. 

18  The  poverty  line  used  was  $1,500  for  a  single  individ- 
ual and  $1,900  for  a  couple,  applied  to  1968  income.  The 
low  income  (near  poor)  line  was  defined  by  income  of 
$1,800  and  $2,600  respectively. 
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could  wipe  out  their  meager  savings  in  a  few 
months.19 

Health  Insurance.  Health  insurance  through 
Blue  Cross,  Blue  Shield,  commercial  insurance 
companies,  group  practice  plans  and  other  organi- 
zations is  available  to  many  of  those  over  the  age 
of  65,  but  provision  of  prescription  drugs — except 
to  hospitalized  patients — is  limited. 

Where  out-of-hospital  drug  expenses  are  cov- 
ered, these  are  generally  included  in  major  medi- 
cal policies  involving  deductibles  of  $100,  $250, 
or  $500 — useful  only  in  so-called  "catastrophic" 
illnesses. 

Recently,  drug  insurance  programs  have  been 
developed  to  provide  adequate  coverage  of  out-of- 
hospital  drug  costs,  but  membership  in  the  plans 
is  usually  limited  to  members  of  employed  groups, 
and  few  of  these  are  in  the  older-age  group.20 

As  of  the  end  of  1966,  while  about  51  percent  of 
the  elderly  had  some  form  of  hospital  insurance 
complementary  to  Medicare,  only  about  9  percent 
had  insurance  coverage  for  their  out-of-hospital 
prescription  drugs;  drug  coverage  ranked  below 
private-duty  nursing,  visiting-nurse  services  and 
nursing-home  care  in  extent  of  coverage.21 

Tax  Relief.  To  the  extent  that  expenses  for 
drugs  are  included  as  deductions  on  income  tax 
returns,  reduced  income  tax  payments  represent 
a  source  of  payment  for  these  drugs. 

For  the  elderly,  such  relief  obtained  through 
Federal  income  tax  deductions  has  been  estimated 
to  represent  about  8  percent  of  drug  expenditures. 
But  these  savings  benefit  only  those  elderly  indi- 
viduals who  receive  enough  income  to  require 
income  tax  payments,  and  would  be  of  little 
importance  to  those  with  low  incomes.22  Data  are 
not  available  on  the  extent  of  such  savings  achieved 
through  deductions  on  State  income  taxes. 

Free  Drugs.  From  the  1964-65  study  of  the 
National  Center  for  Health  Statistics,  it  appears 
that  about  3  percent  of  the  elderly  received  their 
drugs  at  no  cost  from  their  physicians.23 

Public  Assistance.  About  6  percent  in  1964-65 
obtained  prescription  drugs  from  State  or  local 
welfare  agencies  or  similar  sources.23  The  pro- 
vision of  free  drugs  through  welfare  agencies — 

"  "The  Drug  Users,"  op.  cit.,  p.  4. 

20  Task  Force  on  Prescription  Drugs :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  pp.  116-134. 

21  "The  Drug  Users,"  op.  cit.,  pp.  27-28. 

22  Ibid.,  pp.  27,  29,  30. 
a  Ibid.,  pp.  25-26. 


under  Medicaid  or  other  Federal,  State  or  local 
programs — may  solve  the  problem  as  it  directly 
affects  some  of  the  elderly.  The  basic  economic 
problem  is  not  solved,  however,  but  merely  shifted 
from  the  elderly  to  the  taxpayers. 

It  is  estimated  that  in  calendar  year  1967,  the 
latest  year  for  which  figures  are  available,  expendi- 
tures for  drugs  for  elderly  persons  through  State 
vendor  payment  drug  programs  for  welfare  recipi- 
ents in  the  Federally-aided  public  assistance  cate- 
gories totalled  about  $105  million.  The  Federal 
share  of  these  payments  was  about  53  percent. 
About  1.3  million  older  people  received  these  bene- 
fits, which  are  payable  under  41  State  or  territorial 
assistance  programs.  In  addition,  several  of  the 
assistance  programs  included  an  allowance  for 
drug  costs  in  their  cash  payments  to  older  people.24 

Out-of-Pocket  Costs.  In  enabling  the  elderly  to 
meet  their  out-of-hospital  prescription  drug  ex- 
penses, the  combined  impact  of  insurance  cover- 
age, tax  relief,  free  drugs,  and  public  assistance 
does  not  seem  to  be  substantial,  covering  only 
about  20  percent  of  total  costs. 

The  remainder — about  80  percent — must  be  met 
by  out-of-pocket  expenditures  from  income  and 
assets.  For  those  over  65,  these  financial  resources 
are  rarely  substantial. 

Thus,  the  elderly,  with  limited  income,  limited 
savings,  and  minimal  protection  from  health  in- 
surance and  other  sources,  are  obliged  to  face  the 
burdens  of  drug  costs  which  are  far  heavier  on  a 
per  capita  basis  than  those  which  weigh  on  their 
fellow  citizens,  who  in  most  cases  are  not  only 
younger,  but  also  healthier  and  wealthier. 

Patterns  of  Drug  Use  by  the  Elderly 

Essential  for  an  effective  attack  against  the  drug 
problems  of  the  elderly  are  detailed,  objective  data 
on  the  drugs  they  actually  use  and  the  costs  of 
these  prescriptions. 

In  1966,  for  example,  the  elderly  obtained  about 
225  million  out-of-hospital  prescriptions  at  a  total 
retail  cost  of  almost  $900  million,  involving  many 
thousands  of  different  drug  products.25  But  this 
knowledge  is  not  enough. 

It  is  necessary  to  know — 

•  which  drugs,  by  brand  or  generic  name,  were 
dispensed  for  the  elderly ; 

•  which  were  utilized  most  frequently; 

u  Estimates  by  the  Office  of  Research  and  Statistics, 
Social  Security  Administration,  October  1968. 
26  "The  Drug  Users,"  op.  cit.,  p.  21. 
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•  which  diseases  accounted  for  the  greatest 
drug  utilization ; 

•  which  drugs  were  most  frequently  involved 
in  long-term  maintenance  therapy; 

•  how  much  each  of  these  drugs  cost  at  the 
wholesale  level,  and  at  the  retail  level ;  and 

•  to  what  extent  drug  costs  could  be  reduced  if 
low-cost  chemical  equivalents  were  used 
wherever  they  were  available. 

To  obtain  the  needed  information,  the  Task 
Force  requested  the  Public  Health  Service  to  un- 
dertake a  special  study,  with  major  responsibility 
assigned  to  the  Health  Economics  Branch  of  the 
Division  of  Medical  Care  Administration,  and  as- 
sistance provided  by  other  agencies  within  the 
Bureau  of  Health  Services,  and  by  the  Food  and 
Drug  Administration. 

This  project — probably  the  first  of  its  kind  ever 
undertaken — was  aimed  at  developing  a  master  list 
of  the  drugs  which  were  most  frequently  pre- 
scribed and  dispensed  for  the  elderly  in  1966,a  and 
which  would  account  for  about  four-fifths  of  their 
drug  use  during  that  year. 

The  Task  Force  Master  Drug  List.  As  developed 
for  the  Task  Force,  the  Master  Drug  List  (MDL) 
contained  the  409  most  frequently  prescribed  drugs 
dispensed  to  the  elderly  in  1966. 26  These  accounted 
for  174.7  million,  or  88  percent,  of  all  prescriptions 
dispensed  by  community  pharmacies  for  the  elder- 
ly in  that  year,  and  for  $682.3  million,  or  88  per- 
cent, of  their  prescription  drug  costs  at  the  retail 
level.  b  0 

Included  among  the  409  products  were  379  which 
were  dispensed  under  their  brand  names.  These 
accounted  for  more  than  90  percent  of  the  total 
number  of  MDL  prescriptions,  about  90  percent 
of  the  total  acquisition  cost  to  retailers,  and  95 
percent  of  the  total  retail  cost  to  patients. 

Among  these  were  86  products  which  were  dis- 
pensed under  their  brand  names,  but  for  which 
chemical  equivalents  were  available — often  but  not 


a  1966  was  selected  as  the  study  year,  since  it  represented 
the  most  recent  period  for  which  essentially  complete  data 
wore  available  for  Task  Force  analysis  beginning  in  June 
1967. 

b  An  estimated  additional  26.9  million  prescriptions,  at 
a  retail  cost  of  $104.7  million,  were  obtained  from  hospital 
and  mail-order  pharmacies  and  other  sources. 

c  It  should  be  noted  that  insulin,  which  has  figured 
prominently  in  many  drug  insurance  programs,  is  not 
included  in  the  MDL  tabulations,  since  it  is  generally 
dispensed  without  a  prescription.  In  1966,  it  was  estimated 
that  insulin  dispensed  to  the  elderly  cost  about  $3  million 
at  the  retail  level. 

x  "The  Drug  Users,"  op.  cit.,  pp.  31  et  seq. 


always  at  lower  cost — and  could  have  been  pre- 
scribed under  generic  names.  They  accounted  for 
about  29  percent  of  the  total  number  of  prescrip- 
tions, 27  percent  of  the  total  acquisition  cost  to 
retailers,  and  27  percent  of  the  retail  cost  to 
patients. 

Also  included  were  30  drugs  which  were  dis- 
pensed under  their  generic  names.  They  accounted 
for  about  10  percent  of  the  number  of  prescrip- 
tions, 10  percent  of  the  total  acquisition  cost,  and 
5  percent  of  the  total  retail  cost. 

Average  Prescription  Cost.  For  all  409  MDL 
drugs,  the  average  cost  per  prescription  was  $3.91. 
For  the  379  drugs  dispensed  under  brand  name,  it 
was  $4.11.  For  the  30  drugs  dispensed  under 
generic  name,  it  was  $2.02. 27 

Mostly  Widely  Used  Drugs.  The  10  most  fre- 
quently used  products — headed  by  an  oral  antidia- 
betic agent,  and  including  two  tranquilizers,  two 
diuretics,  an  analgesic,  an  anti-arthritic  agent,  a 
cardiac  drug,  and  two  sedatives — accounted  for 
20  percent  of  the  total  number  of  MDL  prescrip- 
tions, 21.6  percent  of  the  total  acquisition- cost  to 
retailers,  and  20.7  percent  of  the  total  retail  price 
to  consumers.28 

Only  two  of  these  were  available  from  several 
manufacturers  under  a  generic  name. 

Approximately  50  percent  of  the  total  cost  to 
patients  was  represented  by  the  top  53  drugs, 
which  also  represented  53  percent  of  the  total  num- 
ber of  prescriptions  and  49  percent  of  the  total  ac- 
quisition cost  to  retailers.29  Among  these  were  30 
drugs  which  could  be  obtained  only  under  a  brand 
name  from  a  single  supplier,  16  which  were  dis- 
pensed under  a  brand  name  although  a  chemical 
equivalent  was  available,  and  7  which  were  dis- 
pensed under  generic  name. 

Therapeutic  Category.  Cardiovascular  prepara- 
tions— including  vasodilators,  digitalis  and  its 
congeners,  and  hypotensive  drugs — accounted  for 
38.9  million,  or  22  percent,  of  the  total  prescrip- 
tions, and  $157.8  million,  or  23  percent,  of  the  total 
retail  cost  to  consumers. 

Tranquilizers,  with  16.9  million  prescriptions  at 
a  total  cost  of  $78.9  million,  rated  second,  followed 
by  diuretics,  with  16.0  million  prescriptions  at 
$62.6  million;  and  sedatives,  with  15.1  million 
prescriptions  at  $32.3  million. 

These  four  categories  together  represented  about 

27  "The  Drug  Users,"  op.  cit.,  pp.  32-33. 

28  Ibid.,  pp.  33,  34,  38. 

29  Ibid,  pp.  38-39. 
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one-half  of  all  prescriptions  for  products  in  the 
MDL,  and  of  the  total  cost  to  patients.30 

Antibiotics  ranked  fifth,  including  13  million 
prescriptions  at  a  retail  cost  of  $64.3  million. 

Diagnostic  Category.  About  66.2  million,  or  38 
percent,  of  the  total  prescriptions,  at  a  cost  of 
$244.3  million,  or  36  percent,  of  the  total  retail 
cost,  were  used  for  the  treatment  of  heart  disease 
and  hypertension. 

An  additional  17.3  million  prescriptions,  at  a  re- 
tail cost  of  $65.4  million,  were  applied  for  the  con- 
trol of  arthritis  and  rheumatism. 

About  11.6  million  prescriptions,  at  a  cost  of 
$47.4  million,  were  dispensed  for  the  treatment  of 
mental  and  nervous  conditions. 

Together  these  groups  accounted  for  95.1  mil- 
lion, or  54  percent,  of  the  total  MDL  prescriptions, 
and  $357  million,  or  52  percent,  of  the  total  cost  to 
consumers.31 

Maintenance  Therapy.  A  sizeable  proportion  of 
out-of-hospital  drugs  prescribed  for  the  elderly 
are  so-called  long-term  maintenance  drugs,  used 
primarily  for  the  control  of  chronic  diseases.  Few 
of  these — at  least  a»t  the  present  state  of  knowl- 
edge— can  be  cured,  but  in  many  instances  appro- 
priate drug  therapy  will  enable  the  patient  to  live 
a  reasonably  comfortable  and  productive  life. 

Among  the  409  drugs  in  the  MDL,  70  were  pre- 
scribed for  30  to  59  days  during  the  year,  42  of 
them  for  60  to  89  days,  and  78  a  of  them  for  90 
days  or  more.32 

These  last  78  accounted  for  only  about  20  per- 
cent of  all  MDL  products,  but  they  represented 
59.6  million,  or  34  percent,  of  all  MDL  prescrip- 

a  Plus  four  additional  products  on  which,  however,  ade- 
quately detailed  dispensing  data  were  not  available. 

30  Ibid.,  pp.  83,35. 

31  Ibid.,  pp.  34-35. 

33  "The  Drug  Users,"  op.  cit.,  p.  35. 


tions,  and  $242  million,  or  35  percent,  of  total 
costs  to  the  consumer.  More  than  half  of  them  were 
for  the  control  of  cardiovascular  disease. 

From  the  foregoing,  the  Task  Force  finds  that 
the  requirements  for  appropriate  prescrip- 
tion drug  therapy  by  the  elderly  are  very 
great — far  greater,  in  fact,  than  those  of  any 
other  group — and  that  many  elderly  men  and 
women  are  now  unable  to  meet  these  needs 
with  their  limited  incomes,  savings,  or  pres- 
ent insurance  coverage.  Their  inability  to 
afford  the  drugs  they  require  may  well  be 
reflected  in  needless  sickness  and  disability, 
unemploy ability,  and  costly  hospitalization 
which  could  have  been  prevented  by  adequate 
out-of-hospital  treatment. 

With  steadily  increasing  prescription  expendi- 
tures, this  problem  is  destined  to  become  increas- 
ingly serious. 

We  recognize  that  Medicare  provides  the  great 
majority  of  the  elderly  with  substantial  protec- 
tion covering  the  drugs  they  receive  while  they  are 
inpatients  in  hospitals  and  extended  care  facilities, 
and  that  they  therefore  have  adequate  protection 
against  the  drug  expenses  associated  with  their 
most  serious  acute  illnesses,  but  they  have  a  need 
for  improved  protection  against  the  cost  of  drugs 
they  use  when  they  are  not  hospital  or  extended 
care  inpatients,  and  especially  against  those  costs 
associated  with  the  serious  chronic  conditions 
which  afflict  them. 

We  therefore  find  that,  in  order  to  improve 
the  access  of  the  elderly  to  high  quality 
health  care,  and  to  protect  them  where  pos- 
sible against  high  drug  expenses  which  they 
may  be  unable  to  meet,  there  is  need  for  an 
out-of-hospital  drug  insurance  program 
under  Medicare. 
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CHAPTER  2 

THE  DRUG  MAKERS a 


Since  World  War  II,  the  American  drug  indus- 
try has  risen  to  a  position  of  worldwide  leader- 
ship in  drug  research,  development,  production, 
and  distribution. 

It  is  now  the  center  of  intense  controversy,  and 
heavy  criticism  has  been  leveled  at  both  its  motives 
and  its  methods.  At  the  same  time,  it  has  been 
vigorously  defended,  with  detailed  descriptions 
of  its  many  contributions  to  the  health  of  man- 
kind, and  with  insistence  on  the  reasonableness  of 
its  prices  and  profits. 

The  Industry 

Total  drug  sales — prescription  and  nonprescrip- 
tion drugs  alike— have  increased  substantially  in 
the  last  decade,  rising  from  nearly  $3  billion  in 
1957  to  about  $5  billion  in  1967  at  the  manufac- 
turer's level.  Prescription  drugs  accounted  for 
about  two-thirds  of  this  volume.1 

Foreign  drug  sales  by  American  companies  ex- 
ceeded a  billion  dollars  in  1967. 

Approximately  95  percent  of  the  prescription 
drug  sales  were  made  by  the  136  member  com- 
panies that  comprise  the  Pharmaceutical  Manu- 
facturers Association  (PMA).  Members  of  the 
PMA  produce  and  sell  both  brand-name  and 
generic-name  products.  Just  as  they  account  for 
the  overwhelming  proportion  of  sales,  they  con- 
duct essentially  all  of  the  industry's  research, 
they  control  the  overwhelming  proportion  of  drug 
patents,  they  conduct  the  most  vigorous  promo- 
tion of  their  products,  they  compete  vigorously — 
usually  on  the  basis  of  innovation  and  quality  and 
rarely  on  the  basis  of  price — for  the  favor  of  the 
medical  profession,  and  they  achieve  the  indus- 
try's highest  rates  of  profit.2 

The  remaining  five  percent  of  the  Nation's  pre- 
scription drugs  are  manufactured  by  many  hun- 
dreds of  companies,  and  are  sold  under  both 
brand  and  generic  names.  The  total  number  of 
such  firms  is  believed  to  be  more  than  700.  They 
control  few  drug  patents,  do  little  or  no  research, 

a  This  chapter  updates  the  material  presented  origi- 
nally in  the  Second  Interim  Report  of  the  Task  Force. 

1  Department  of  Health,  Education,  and  Welfare,  Task 
Force  on  Prescription  Drugs:  "The  Drug  Makers  and 
the  Drug  Distributors,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  p.  10. 

2  Ibid.,  p.  9. 


compete  on  the  market  on  the  basis  of  both  quality 
and  price,  conduct  only  minimal  promotion  of 
their  products,  and  achieve  relatively  low  rates 
of  profit.3 

Research  and  Development 

Various  Federal  agencies  support  drug-related 
research  and  development  at  the  rate  of  more  than 
$100  million  a  year.  In  addition,  other  studies  in- 
cluded in  the  Federally-supported  biomedical  re- 
search program  may  be  expected  to  have  eventual 
implications  for  drug  research  and  development.4 

The  drug  industry's  research  and  development 
program  is  now  nearly  $500  million  a  year,  al- 
most all  conducted  by  about  70  of  the  PMA 
members.5 

The  industry's  research  effort  has  been  note- 
worthy in  many  respects — 

•  New  drugs  developed  through  research  have 
given  physicians  remarkable  weapons  for  the 
improved  treatment  of  infections,  metabolic 
disorders,  arthritis,  heart  disease,  high  blood 
pressure,  and  a  host  of  other  crippling  or 
deadly  diseases. 

•  Based  on  percentage  of  sales,  the  drug  indus- 
try's investment  in  research  is  about  three 
times  greater  than  that  of  any  other  major 
industry.6 

•  The  number  of  new  products  has  been  impres- 
sive. For  example,  between  1957  and  1968,  311 
products  introduced  on  the  market  were  de- 
scribed as  important  new  single  entities.  They 
represented  about  15  percent  of  the  2,131  new 
prescription  drug  products  introduced  during 
that  period.  Also  included  were  1,440  prod- 
ucts containing  two  or  more  older  drugs  in 
a  new  combination,  and  380  drugs  which 
were  essentially  duplicates  or  minor  modifi- 
cations of  products  already  in  use.7 

•  The  annual  number  of  important  new  en- 
tities, those  which  represent  significant  ad- 
vances, reached  a  peak  in  1959 — three  years 

3  IMd.,  p.  9. 
'Ibid.,  p.  16. 

5  Ibid,,  pp.  16-17. 

6  Ibid.,  p.  16. 

7  Ibid.,  p.  18. 
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before  the  Kef auver- Harris  Drug  Amend- 
ments of  1962 — and  decreased  steadily  until 
1967,  when  the  number  started  to  rise  again.8 

Also  impressive  is  the  vigor  and  frequency  with 
which  industry  spokesmen  have  said  that  any  gov- 
ernment interference  in  their  operations  may  force 
them  to  reduce  their  research  programs. 

The  Task  Force  is  convinced  that  the  directions 
and  quality  of  some  industry  research  programs 
deserve  careful  consideration. 

We  have  noted  the  serious  and  increasing  con- 
cern expressed  by  practicing  physicians,  medical 
educators,  pharmacologists,  and  economists — and 
even  some  industry  leaders — at  the  number  of 
molecular  modifications  of  older  drugs  introduced 
each  year.9"13  Some  of  these  modifications  undoubt- 
edly represent  significant  advances,14  but  most  ap- 
pear to  be  so-called  "me-too"  drugs — substances 
which  are  not  significantly  different  from  other 
drugs,  nor  significantly  better,  and  represent  little 
or  no  improvement  in  therapy,  but  which  are  suffi- 
ciently manipulated  in  chemical  structure  to  win 
a  patent. 

We  have  noted  the  comparable  concern  ex- 
pressed at  the  number  of  new  fixed  combinations 
of  old  drugs  introduced  each  year.15 16  Although 
these  combinations  may  offer  some  convenience  to 
elderly  patients  in  particular,  clinicians  and 
pharmacologists  have  cautioned  that  they  also  in- 
volve obvious  hazards  and  combine  drugs  in  a 
"locked-in"  proportion  which  may  or  may  not  fill 
the  needs  of  individual  patients. 

The  numbers  of  duplicative  and  combination 
drug  products  introduced  in  recent  years  have 
been  decreasing,  but  they  still  represent  the  great 
majority  of  all  so-called  new  drugs.17 

It  is  evident  that  these  duplicative  products, 
along  with  combination  products,  are  used  widely 
by  some  physicians,  perhaps  on  the  basis  of  the 
industry's  exceedingly  effective  marketing  and 
promotion  activities.  For  example,  of  the  409 
most  frequently  dispensed  drugs  for  the  elderly 
included  in  the  Task  Force  Master  Drug  List, 

9  Ibid.,  pp.  17-18. 

*  Goodman,  Louis,  ibid.,  pp.  20-21. 

10  Kunin,  Calvin  M.,  ibid.,  p.  21. 

"  New  York  Academy  of  Medicine,  ibid.,  pp.  21-22. 
13  Schifrin,  Leonard,  ibid.,  p.  20. 

13  Tishler,  Max,  ibid.,  pp.  20,  22. 

14  Pharmaceutical  Manufacturers  Association,  ibid.,  p. 
21. 

15  Kunin,  Calvin  M.,  ibid.,  p.  21. 

M  Wilbur,  Dwight  L.,  cited  in  Task  Force  on  Prescrip- 
tion Drugs:  "The  Drug  Prescribers."  U.S.  Government 
Printing  Office,  Washington,  D.C.,  1968,  pp.  4-5. 

a  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  pp.  18-19. 


about  190  are  combination  products,18  and  a  sub- 
stantial number  of  the  others  could  be  classed  as 
duplicative  or  "me-too"  products.  But  it  is  also 
evident  that  the  need  for  this  overabundance  of 
drug  products  has  not  been  convincing  to  some 
medical  experts.  Thus,  in  many  of  the  Nation's 
leading  hospitals,  when  expert  physicians  have 
served  on  pharmacy  and  therapeutics  committees 
to  select  the  drugs  needed  for  both  inpatient  and 
outpatient  therapy,  they  have  generally  found 
many  if  not  most  of  these  duplicative  drugs  and 
combinations  to  be  unnecessary.  These  products 
have  been  found  generally  unnecessary  by  physi- 
cians providing  medical  care  to  the  armed  forces. 
They  have  been  found  generally  unnecessary  by 
leading  clinical  pharmacologists.19-23 

If  these  items  were  offered  at  prices  substanti- 
ally lower  than  the  products  they  duplicate,  they 
would  provide  at  least  an  economic  advantage, 
but  in  most  instances  they  are  introduced  at  the 
same  or  even  higher  prices. 

The  development  of  such  duplicative  drugs  or 
combination  products  cannot  be  considered  an  in- 
expensive fringe  benefit.24  25  Each  requires  labora- 
tory research,  clinical  trials,  and  the  accumulation 
of  sufficient  data  to  demonstrate  to  the  Food  and 
Drug  Administration  that  the  new  product — al- 
through  it  may  not  represent  any  significant 
therapeutic  advance — is  at  least  safe  and  effica- 
cious.26 

Since  important  new  chemical  entities  rep- 
resent only  a  fraction— perhaps  10  to  25  per- 
cent—of all  new  products  introduced  each 
year,  and  the  remainder  consists  merely  of 
minor  modifications  or  combination  products, 
then  the  Task  Force  finds  that  much  of  the 
drug  industry's  research  and  development 
activities  would  appear  to  provide  only  minor 
contributions  to  medical  progress. 

We  likewise  find  that  to  the  extent  the  indus- 
try directs  a  share  of  its  research  program  to 
duplicative,  noncontributory  products,  there 
is  a  waste  of  skilled  research  manpower  and 


18  Task  Force  on  Prescription  Drugs:  "The  Drug 
Users,"  U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  pp.  38  et  seq. 

"  Cherkasky,  Martin,  cited  in  "The  Drug  Prescribers," 
op.  cit.,  p.  43. 

20  McCarron,  Margaret,  ibid.,  p.  43. 

21  Williams,  Harry  L.,  ibid.,  p.  43. 

22  Goodman,  Louis,  cited  in  "The  Drug  Makers  and  the 
Drug  Distributors,"  op.  (At.,  pp.  20,  22. 

23  Kunin,  Calvin  M.,  ibid.,  p.  21. 
21  Tishler,  Max,  ibid.,  p.  22. 

25  Markham,  Jesse,  ibid.,  p.  22. 

"  "The  Drug  Prescribers,"  op.  cit.,  p.  35. 


research  facilities,  a  waste  of  clinical  facili- 
ties needed  to  test  the  products,  a  further 
confusing  proliferation  of  drug  products 
which  are  promoted  to  physicians,  and  a  fur- 
ther burden  on  the  patient  or  taxpayer  who, 
in  the  long  run,  must  pay  the  costs. 

A  solution  to  this  problem  requires  joint  efforts 
on  the  parts  of  industry  and  the  Federal  Govern- 
ment (see  page  15). 

Quality  Control 

Any  company,  large  or  small,  brand-name  or 
generic-name  producer,  can  institute  and  maintain 
an  effective  quality  control  program,  and  most 
companies  have  apparently  done  so.  The  cost  of 
such  a  program  has  been  estimated  to  be  about 
2.4  percent  of  sales  for  a  large  company,  but  may 
be  somewhat  more  for  a  smaller  firm.27 

On  the  other  hand,  not  all  companies  have  main- 
tained adequate  quality  control,  and  their  prod- 
ucts have  had  to  be  recalled — either  voluntarily 
or  by  government  order — for  such  defects  as  mis- 
labeling, subpotency,  or  contamination.  These 
recalls  have  involved  both  large  and  small 
firms,  and  both  brand-name  and  generic-name 
products.28  29 

Several  hundred  such  violations  are  reported 
each  year.  Investigations  have  often  indicated  that 
these  are  related  to  the  failure  of  a  manufacturer 
to  comply  with  what  are  known  as  Good  Manu- 
facturing Practices,  including  such  factors  as 
plant  sanitation,  personnel  surveillance,  equip- 
ment maintenance,  raw  material  standards,  rec- 
ord keeping,  and  quality  checks  at  every 
appropriate  stage  of  manufacture  and  packag- 
ing.30 

The  Task  Force  believes  that  this  situation  may 
be  substantially  improved  by  the  intensified  in- 
spection program  introduced  in  1968  by  the 
Food  and  Drug  Administration.31  At  the  same 
time,  it  believes  that  further  study  is  warranted 
of  the  alternative  proposal  that  a  registration  and 
licensing  system  be  established  under  which  no 
drug  product  would  be  permitted  in  interstate 


"  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
oit.,  pp.  23-24. 

28  Hid.,  p.  24. 

29  "The  Drug  Prescribers,"  op.  oit.,  p.  34. 

80  IUd.,  pp.  32-34. 

81  Ibid.,  p.  33. 


commerce  unless  produced  under  quality  stand- 
ards set  by  the  Secretary  of  Health,  Education, 
and  Welfare  (see  page  15). 

Marketing 

For  those  major  companies  which  have  pre- 
sented any  data,  marketing  expenses — including 
particularly  those  for  advertising  and  promo- 
tion— represent  from  about  15  to  35  percent  of 
sales.  Such  expenses  for  generic-name  products 
appear  to  be  substantially  lower  than  those  for 
brand-name  products.32 

Industry  spokesmen  have  claimed  that  mar- 
keting is  an  accepted  part  of  any  business  activ- 
ity ;  that  their  marketing  costs  are  reasonable ;  and 
that  their  marketing  efforts — including  advertis- 
ing, direct  mailings,  and  personal  visits  by  detail 
men  to  physicians — are  primarily  educational  in 
nature.  They  have  claimed  that  the  promotional 
aspects  of  drug  marketing  are  a  mark  of  the  in- 
tense competition  in  the  industry.33 

On  the  other  hand,  critics  have  asserted  that 
intensive  promotional  efforts  may  be  acceptable  to 
sell  such  products  as  detergents,  beer  and  used 
automobiles,  but  not  for  such  vital  necessities  as 
prescription  drugs;  that  the  expenses  for  drug 
marketing  are  excessive  and  add  needlessly  to  the 
cost  of  prescriptions;  that  prescription  drug  ad- 
vertising and  other  promotion  has  reached  the 
proportions  of  supersaturation,  and  that  some  has 
been — at  least  until  recent  regulations  were  es- 
tablished by  the  Food  and  Drug  Administration — 
inaccurate,  unscientific  and  biased.34-40 

It  appears  evident  to  the  Task  Force  that  drug 
promotional  activities  are  related  to  the  particular 
type  of  competition  which  unquestionably  exists 
in  the  prescription  drug  industry — among  others, 
an  intense  competition  between  companies,  with 
the  promise  of  a  greater  share  of  a  relatively  lim- 
ited market  and  richer  profits  for  the  successful 
competitor — but  that  these  activities  have  little 
to  do  with  normal  price  competition  in  the  retail 
marketplace,  with  the  promise  of  eventual  price 
savings  to  the  consumer. 


32  The  Drug  Makers  and  the  Drug  Distributors,"  op.  cit., 
pp.  2T-28. 

33  IM&.,  pp.  25-30. 

84  Advertising  Age,  ibid.,  p.  28. 

35  Garai,  Pierre,  ibid.,  p.  27. 

88  Goddard,  James  L.,  ibid.,  pp.  28-29. 

37  Kefauver,  Estes,  ibid.,  p.  28. 

38  Nelson,  Gaylord,  ibid.,  p.  29. 

38  "The  Drug  Prescribers,"  op.  cit.,  pp.  13-15. 
40  Small,  Melvin  D.,  ibid.,  p.  15. 
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The  Strategy  of  Names.  Intimately  related  to 
marketing,  and  the  competition  between  brand 
and  generic  products,  is  the  subject  of  brand  and 
generic  names.41 

In  the  past,  whether  fortuitously  or  by  design, 
most  generic  names — though  certainly  not  all  of 
them — have  been  relatively  long,  complicated  and 
difficult  to  pronounce  and  remember.42*44 

During  the  past  year,  this  situation  has  im- 
proved somewhat  as  the  result  of  new  policies  es- 
tablished by  the  U.S.  Adopted  Names  Council,45 
but  more  improvement  is  needed. 

The  Task  Force  commends  the  Council  for  its 
efforts  toward  simplifying  generic  names  and 
urges  that  these  efforts  be  continued  and 
strengthened. 

Advertising  and  Promotion.  Included  among 
the  promotional  activities  of  some  major  prescrip- 
tion drug  companies  have  been  the  support  of 
scientific  or  medical  conferences  or  symposia 
totally  unrelated  to  any  commercial  product;  the 
publication  of  educational  materials  for  the  pub- 
lic on  such  subjects  as  prevention  of  narcotic  and 
drug  abuse,  immunization  campaigns,  and  school 
health ;  the  establishment  of  scholarships  and  fel- 
lowships, especially  for  the  benefit  of  underde- 
veloped countries;  and  the  no-strings-attached 
support  of  some  scientific  and  medical  societies.46 

These  and  similar  activities  are  held  in  high 
esteem  by  many  in  the  scientific  and  medical  com- 
munity, and  are  viewed  as  significant  contributions 
to  the  improvement  of  public  health. 

Also  included  among  promotional  activities  is 
the  drug  advertising  in  medical  journals,  direct 
mailings,  throw-away  publications,  and  others 
which  has  long  since  reached  astounding  propor- 
tions.47 It  is  estimated  that  the  major  drug  com- 
panies together  spent  in  1968  some  $4,500  per  phy- 
sician annually  to  reach  each  of  the  nearly  200,000 
physicians  who  represent  the  target  audience — 
those  who  will  decide  for  which  drug  product  their 
patients  should  pay.48 

Significantly,  this  advertising  rarely  if  ever 
mentions  price. 

Unquestionably,  much  of  this  material  is  ac- 

a  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  cit., 
pp.  25-26. 

43  Goddard,  James  L.,  ibid.,  p.  26. 

43  Long,  Russell  B.,  ibid.,  p.  26. 

44  Nelson,  Gaylord,  ibid.,  p.  26. 

46  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  cit., 
pp.  25-26. 

"  Ibid.,  p.  27. 

47  '«phe  Drug  Prescribers,"  op.  cit.,  pp.  13-14. 

18  Goddard,  James  L.,  cited  in  "The  Drug  Makers  and 
the  Drug  Distributors,"  op.  cit.,  p.  28. 


curate  and  educational.  The  frequency  of  biased, 
inaccurate  drug  advertising  has  apparently  been 
reduced  since  the  enforcement  of  new  advertising 
regulations  by  the  Food  and  Drug  Administration 
began  in  19  67.49  50  But  the  overall  value  of  such 
advertising  volume  continues  to  be  seriously 
questioned.50-52 

Similarly,  the  potential  impact  of  these  large 
advertising  expenditures  on  the  editorial  policies 
of  the  journals  which  are  supported  in  large  part 
by  drug  advertisements  appears  to  deserve  careful 
study.53 

Detail  Men.  Major  brand-name  manufac- 
turers— and  a  few  generic-name  companies — em- 
ploy about  20,000  representatives  to  call  on 
physicians,  hospitals,  and  pharmacists,  and  pro- 
vide information  on  their  products. 

Whether  such  activities  may  be  described  as 
primarily  promotional  or  primarily  educational 
is  difficult  to  determine.  It  is  doubtful,  however, 
that  physicians  can  expect  such  detail  men  to  give 
invariably  unprejudiced  and  objective  advice.54  55 

Significantly,  the  presentations  of  detail  men 
rarely  include  mention  of  price. 

Free  Samples.  Free  drug  samples  have  custom- 
arily been  distributed  to  physicians  without  re- 
quest to  induce  them  to  try  a  product  and  test  its 
advantages  on  their  own  patients.  But  few  phy- 
sicians are  able  to  undertake  any  serious  trials  of 
this  nature.  Furthermore,  if  a  physician  does  try 
a  drug,  in  most  instances  he  can  do  so  with  only 
a  very  few  patients;  the  possibility  that  such  a 
limited  study  can  serve  as  a  basis  for  a  scientific 
judgment  seems  to  be  small.56 

Free  drug  samples  have  made  it  possible  for 
physicians  and  hospitals  to  supply  drugs  at  no 
cost  to  some  indigent  patients.  This  need,  however, 
has  been  modified  by  the  advent  of  Medicaid  and 
other  programs  under  which  Federal  and  State 
welfare  funds  may  be  used  to  provide  drugs  to 
eligible  patients.57 

It  has  been  reported  that  free  samples  have 

°  Goddard,  James  L.,  cited  in  "The  Drug  Prescribers," 
op.  cit.,  p.  14. 
60  Garb,  Solomon,  ibid.,  p.  7. 

si  «"pije  Drug  Makers  and  the  Drug  Distributors,"  op.  cit., 
pp.  28-29. 

62  "The  Drug  Prescribers,"  op.  cit.,  pp.  9-10. 

63  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  cit., 
p.  28. 

M  Ibid.,  p.  29. 

55  "The  Drug  Prescribers,"  op.  cit.,  pp.  14-15. 
66  The  Drug  Makers  and  the  Drug  Distributors,"  op.  oit., 
p.  30. 

"  Task  Force  on  Prescription  Drugs :  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  pp.  13-14.  34  et  seq. 
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been  involved  in  accidental  poisonings,  drug  abuse, 
and  black  market  activities.58 

Some  major  drug  manufacturers  have  reacted 
to  this  problem  by  distributing  free  samples  only 
to  those  prescribers  who  have  specifically  requested 
them.  It  appears  that  further  steps  in  this  direc- 
tion call  for  joint  efforts  by  the  industry  and  the 
Federal  Government  (see  page  15). 

Industry  Prices 

Few  aspects  of  the  drug  industry  are  more  con- 
fused— or  more  confusing — than  its  pricing  struc- 
ture. Ostensibly,  wholesale  prices  are  listed  in 
company  catalogs  and  price  lists,  but  these  gen- 
erally represent  maximum  prices.  They  serve 
merely  as  an  umbrella  beneath  which  actual  prices 
are  set  by  quantity  discounts,  hospital  discounts, 
government  discounts,  two-for-the-price-of-one 
deals,  rebates,  and  other  special  arrangements.59 

With  many  Federal,  State  and  private  drug  pro- 
grams now  using  reimbursement  formulas  sup- 
posedly based  on  product  costs  to  the  vendor,  there 
is  need  for  developing  an  efficient  system  to  as- 
certain actual  acquisition  costs.  This  calls  for  co- 
operation among  manufacturers,  wholesalers, 
vendors,  insurance  companies,  and  governmental 
agencies  (see  page  15). 

Price  Indices.  Particular  confusion  has  resulted 
from  the  comparison  of  various  indices  intended 
to  indicate  the  trend  of  drug  costs. 

From  the  Consumer  Price  Index  of  the  Bureau 
of  Labor  Statistics,  it  seems  obvious  that  retail 
drug  prices  have  been  decreasing  steadily  since 
about  1958.60  61 

From  three  independent  surveys,  it  seems  equal- 
ly obvious  that  these  prices  have  been  increasing 
during  the  same  period.  62  03 

The  disparity  is  based  on  the  fact  that  the 
indices  are  measuring  different  things. 

The  BLS  index  is  aimed  at  measuring  the 
change  in  a  relatively  fixed  "market  basket"  of 
about  a  dozen  arbitrarily  selected  drug  products. 
During  the  past  decade,  the  prices  of  these  items 
have,  on  the  average,  decreased.  The  items  selected 
for  the  "basket,"  however,  do  not  accurately  and 

58  "The  Drug  Prescribers,"  op.  ext.,  p.  15. 
M  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  tit., 
pp.  31-36. 

60  "The  Drug  Users,"  op.  tit.,  pp.  15-16. 

91  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
tit.,  p.  36. 

62  "The  Drug  Users,"  op.  tit.,  pp.  16-19. 

43  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
tit.,  p.  36. 


fully  represent  the  most  widely  used  drugs,  and 
they  do  not  reflect  the  changes  in  consumer  ex- 
penditures which  constantly  occur  when  new,  pre- 
sumably better,  and  certainly  more  costly  products 
are  introduced  on  the  market  and  replace  less 
costly  products. 

On  the  other  hand,  the  independent  surveys  are 
not  concerned  with  the  price  changes  of  any  in- 
dividual drug  products,  but  instead  are  aimed  at 
determining  the  average  price  of  all  the  prescrip- 
tions which  people  do  purchase.  All  three  of  these 
surveys  show  a  definite  upward  trend  in  the  aver- 
age cost  of  these  prescriptions,  but  they  do  not 
agree  in  the  extent  of  increase  because  of  different 
sampling  methods.64 

Thus,  there  is  need  for  information  on  actual 
drug  costs,  expenses  and  utilization  by  the  elderly 
and  other  groups. 
Accordingly,  we  recommend  that  the  Depart- 
ment of  Health,  Education,  and  Welfare 
should  conduct  a  continuing  survey  of  drug 
costs,  average  prescription  prices,  and  drug 
use. 

Hospital  and  Government  Discounts.  Many 
drug  manufacturers  customarily  offer  their  pro- 
ducts to  hospitals  at  prices  substantially  lower 
than  those  available  to  community  pharmacists. 
The  savings  are  not  necessarily  reflected  in  lower 
drug  prices  to  hospital  patients.65  66 

To  a  considerable  extent,  these  hospital  dis- 
counts represent  a  subsidy  to  hospital  patients — 
or,  more  often,  to  the  hospitals  themselves — at 
the  expense  of  nonhospitalized  patients. 

Spokesmen  for  some  pharmacy  associations 
have  urged  that  wholesale  prices  to  hospital  phar- 
macies and  community  pharmacies  be  kept  at  the 
same  level — a  move  which  would  lower  prices 
moderately  to  community  pharmacies,  but  raise 
them  substantially  to  hospital  pharmacies.  Hos- 
pital spokesmen  have  declared  any  such  action 
would  raise  hospital  per  diem  rates  still  higher. 

Similar  differences  are  apparent  between  the 
prices  of  drugs  sold  to  community  pharmacies  and 
those  sold  to  Federal  and  State  agencies.67 

The  Task  Force  believes  that  the  substantial  dif- 
ferences in  the  prices  at  which  the  same  drug  prod- 
ucts are  offered  to  community  pharmacies  and  to 
hospitals  and  governmental  agencies,  respectively, 
deserve  further  examination  (see  page  15). 

64  "The  Drug  Users,"  op.  tit.,  p.  18. 

66  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
tit.,  pp.  31-33. 
M  Ibid.,  p.  73. 
"Ibid.,  pp.  31-33. 
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Foreign  Prices.  Many  American  companies  of- 
fer their  products  for  sale  in  foreign  countries  at 
prices  substantially  below  those  available  in  the 
United  States,  primarily  to  meet  price  competi- 
tion which  does  not  generally  exist  in  this 
country.68 

During  the  past  few  years,  there  has  been 
mounting  insistence  that  these  companies  should 
price  their  products  essentially  the  same  in  all 
countries. 

The  drug  companies  have  countered  that  any  in- 
crease in  their  foreign  prices  would  drive  them 
out  of  the  foreign  markets,  not  only  reducing  their 
earnings  but  upsetting  still  further  this  country's 
unfavorable  balance  of  trade.  On  the  other  hand, 
any  attempt  to  reduce  American  prices  to  the  level 
of  prices  on  foreign  markets  could  be  catastrophic 
to  their  total  financial  structure. 

We  believe  that  further  study  is  required  on 
the  different  prices  at  which  drug  products  are 
offered  to  American  and  foreign  purchasers  (see 
page  15). 

Patents,  Trademarks  and  Competition 

In  the  case  of  most  commodities,  rival  com- 
panies compete  vigorously  on  the  open  market  on 
the  basis  of  both  quality  and  price,  with  the  con- 
sumer having  the  right  to  make  the  final  judg- 
ment. In  most  instances,  the  results  have  been 
steadily  increasing  quality  and  decreasing  price. 

In  the  case  of  drugs,  there  are  distinct  differ- 
ences.69 The  competition  is  based  almost  entirely 
on  real  or  presumed  therapeutic  advantages.  The 
patient,  who  must  pay  for  the  drug,  rarely  has  any 
voice  in  its  selection.  The  decision  on  which  prod- 
uct the  patient  must  buy  is  made  by  the  physician. 
Although  moderate  or  even  enormous  price  dif- 
ferences may  exist  between  products  of  compar- 
able quality,  this  is  seldom  brought  to  the 
physician's  attention. 

Some  have  attempted  to  justify  this  situation 
by  describing  the  physician  as  the  patient's  expert 
purchasing  agent.  In  the  view  of  the  Task  Force, 
this  concept  is  not  valid ;  in  most  situations,  a  pur- 
chasing agent  who  purchased  without  considera- 
tion of  both  quality  and  price  would  be  unworthy 
of  trust. 

In  what  has  been  described  as  this  "new  compe- 


68  ibid.,  pp.  11-12. 
"  Ibid.,  pp.  37-38. 


tition"  in  the  drug  business,  patents  and  trade- 
marks have  played  key  roles.70 

On  the  one  hand,  industry  supporters  have  in- 
sisted that  the  present  patent  and  trademark  sys- 
tem makes  possible  the  incentives  and  rewards 
that  are  essential  for  the  industry's  large  research 
and  development  effort,  the  flow  of  new  products 
to  which  it  leads,  the  subsequent  benefit  to  health, 
and  the  ready  identification  of  brand-name 
products.7173 

On  the  other,  it  has  been  asserted  that  drug 
patents,  combined  with  multi-million-dollar  drug 
advertising  campaigns,  can  keep  new  or  small 
companies  out  of  the  high-profit  circle,  and 
effectively  stifle  price  competition  in  the 
marketplace.74"77 

Various  proposals  to  modify  the  patent  system 
have  been  considered  by  the  Task  Force. 

Abolition  of  Drug  Patents.  Removal  of  all 
patent  protection  from  new  drugs,  it  appears, 
would  be  a  destructive  move.  Virtually  all  the 
important  new  drugs  of  recent  years  have  come 
from  countries  providing  patent  protection.  Few, 
if  any,  have  come  from  Eastern  European  na- 
tions which  offer  little  or  no  patent  protection. 
Several  important  drugs  have  originated  in  Italy, 
which  does  not  provide  patent  protection,  but 
these  have  been  quickly  patented  in  foreign 
countries.78"79 

Restricted  Patent  Life.  It  has  been  estimated 
that  a  company  will  usually  recoup  all  its  research 
and  development  costs  of  a  product  within  about 
three  years  after  it  reaches  the  market.  Accord- 
ingly, it  has  been  proposed  that  the  patent  on  a 
drug  should  be  reduced  from  the  present  period 
of  17  years  to  a  much  briefer  period — such  as  10 
years,  7  years,  or  even  5  years.80 

It  has  been  shown,  however,  that  requirements 
to  establish  the  safety  and  efficacy  of  a  new  drug 
may  take  many  years  of  effort. — perhaps  as  many 
as  seven  years.  Where  such  testing  continues  after 

70  Ibid.,  pp.  37-44. 

n  Connor,  John,  ibid.,  p.  43. 

75  Malcolm,  W.  G.,  ibid.,  p.  39. 

73  McMurray,  Raymond,  ibid.,  p.  39. 

74  Frost,  George,  ibid.,  p.  40. 

75  Mueller,  Willard,  ibid.,  p.  39. 

76  Pantzer,  Myron,  ibid,,  p.  39. 
"  Steele,  Henry,  ibid.,  p.  42. 

78  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  42. 

""Current  American  and  Foreign  Programs,"  op.  oit., 
p.  198. 

""The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  43. 
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a  patent  is  issued,  the  period  of  actual  patent 
protection  may  be  less  than  the  statutory  17-year 
period.81 

Co-Terminal  Patents  and  Trademarks.  It  has 
also  been  recommended  that  the  patent  life  on  a 
drug  be  maintained  at  the  present  17  years,  but 
that  exclusive  rights  'to  the  trademark  should  last 
no  longer  than  the  patent.  Thus,  at  the  end  of 
the  17-year  period,  any  qualified  manufacturer 
would  be  free  to  market  the  drug  under  its  original 
trademark  or  brand  name.82 

Generic  Name  Only.  A  related  proposal  is  that 
new  drugs  should  be  marketed  only  under  a  generic 
name — exclusively  by  the  inventor  until  the  patent 
expired,  and  then  by  any  qualified  manufacturer 
who  desired  to  produce  it.  Used  with  the  generic 
name  would  be  the  name  of  the  manufacturer,  to 
identify  the  source  of  the  product.  This  would 
clearly  tend  to  minimize  the  confusing  multiplicity 
and  complexity  of  names  put  before  physicians 
and  would  better  identify  the  nature  of  the 
drug.83 

Compulsory  Licensing.  Unlike  the  United 
States,  many  countries  have  provisions  under 
which  the  government  may  require  the  patent 
holder  to  license  other  manufacturers  through  a 
suitable  royalty  system.84  These  provisions  have 
rarely  been  enforced,  perhaps  because  realistic 
price  competition  exists  in  the  marketplace  and 
lower  prices  may  be  invoked  through  negotiations. 

Proponents  of  such  legislation  in  this  country 
have  argued  that  if  licensing  were  required  after 
the  first  three  years  of  a  product's  market  life — ■ 
i.e.,  after  major  recovery  of  research  and  develop- 
ment costs — other  firms  could  enter  that  product 
market  by  paying  royalties,  and  price  competition 
might  then  occur  among  these  rivals.85  Beneficial 
results  to  consumers  would  be  possible  only  for 
those  products  with  a  commercial  life  longer  than 
three  years.  For  such  products,  the  patent  holder 
would  continue  to  earn  an  innovator's  profits, 
though  perhaps  at  lower  rates  than  before,  and 
consumers  possibly  could  purchase  prescriptions 
at  lower  price  levels. 

MaJee-or-Sell  Licensing.  As  yet  another  ap- 
proach, it  has  been  proposed  that  the  patent  holder 
should  not  be  permitted  to  monopolize  both  the 

81  IMd.,  p.  38. 

82  Ibid.,  p.  43. 

83  "Current  American  and  Foreign  Programs,"  op.  tit., 
pp.  137  et  seq. 

81  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
ext.,  pp.  42-43. 
85  IMd.,  p.  43. 


manufacture  and  the  sale  of  a  new  drug,  but  should 
be  required  to  license  either  other  producers  or 
other  sellers.88 

We  note  that  these  and  other  proposals  to  amend 
patent  and  trademark  laws  on  drugs  have  been 
considered  in  the  United  States  and  other  coun- 
tries, and  believe  further  study  is  necessary  (see 
page  15). 

Release  of  Technical  Information 

As  part  of  the  New  Drug  Application  pro- 
cedure of  the  Food  and  Drug  Administration,  the 
manufacturer  of  a  new  drug  product  is  required 
to  submit  a  voluminous  quantity  of  clinical  and 
technical  information,  including  data  on  ingredi- 
ents and  methods  of  production. 

The  FDA  has  held  that  the  New  Drug  Applica- 
tion and  the  technical  information  included  in  it 
are  the  property  of  the  applicant,  and  cannot  be 
released — except  with  the  applicant's  consent — 
even  after  the  patent  has  expired. 

Whether  or  not  this  policy  is  appropriate  and 
in  the  public  interest  lias  been  questioned.  Recently 
Dr.  James  L.  Goddard,  then  Commissioner  of  the 
Food  and  Drug  Administration,  testified  on  this 
matter : 

"...  I  think  properly  that  the  question  should 
be  discussed  by  Congress  in  terms  of  the  scien- 
tific and  business  community  involved.  Congress 
should  get  down  to  the  issues  involved  here  and 
see  whether  or  not  the  interest  of  the  public  at 
large  might  better  be  served  by  a  public  policy 
which  permitted  disclosure  of  the  clinical  [and] 
the  scientific  information  incorporated  in  New 
Drug  Applications."87 

Profits  and  Risks 

In  a  free  enterprise  system,  it  is  obvious  that  a 
company  must  make  a  profit.  Unless  it  achieves 
this  primary  objective,  it  cannot  stay  in  business. 

Ample  evidence  is  available  to  demonstrate  that 
the  drug  industry  has  been  able  to  stay  in  business. 
It  has  maintained  an  annual  profit  rate  based  on 
net  worth  which  is  substantially  above  that  of  the 
average  of  major  American  industries. 

•  One  study  of  ±1  industries  has  shown  that, 
between  1956  and  1966,  the  drug  industry 
never  ranked  lower  than  third  on  the  basis 

88  IMd.,  pp.  43-44. 
67  IMd.,  p.  44. 
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of  after-tax  income  as  a  percentage  of  net 
worth.  In  six  of  those  years,  it  ranked  in  first 
place.88 

•  Another  study  showed  that,  among  31  major 
industries,  drug  makers  have  averaged  an  18.1 
percent  return  on  capital,  as  compared  with 
9.7  percent  for  the  whole  group.89 

A  similar  high  rate  of  profit  for  the  drug  indus- 
try is  indicated  on  the  basis  of  profits  calculated 
as  a  percentage  of  sales.88 

Spokesmen  for  the  drug  industry  have  agreed 
that  its  profitability  is  above  average.  They  say, 
however,  that  this  high  rate  is  necessitated  by  the 
high  degree  of  risk  in  the  industry,  and  the  need 
to  attract  the  capital  to  finance  further  growth.90 

The  Task  Force  has  been  unable  to  find  sufficient 
evidence  to  support  the  concept  of  the  drug  indus- 
try as  a  particularly  risky  enterprise. 

There  is  abundant  evidence  that  the  development 
of  an  individual  drug  may  be  associated  with  a 
high  degree  of  risk,  and  that  any  such  develop- 
ment is  an  economic  as  well  as  a  scientific  gamble. 
There  is,  however,  no  evidence  that  this  kind  of 
risk  characterizes  a  typical  major  drug  company 
with  a  substantial  line  of  drug  products.91  When 
such  a  company  undergoes  a  painful  loss  in  this 
kind  of  a  gamble,  the  record  would  seem  to  show, 
it  generally  covers  it  by  substantial  profits  on  other 
drugs. 

The  record  would  also  tend  to  show  that — at 
least  during  the  past  20  years — losses  of  this  nature 
have  driven  few  if  any  major  pharmaceutical 
manufacturers  into  serious  financial  straits. 

In  recent  years,  some  major  American  drug 
manufacturers  have  diversified  their  operations 
by  moving  into  other  operations.  In  some  instances, 
this  has  been  described  as  an  attempt  to  minimize 
risks.  At  the  same  time,  however,  it  is  apparent 
that  other  companies  are  diversifying  their  opera- 
tions by  moving  into  the  drug  field. 

The  Chief  Economist  of  the  Federal  Trade  Com- 
mission has  testified  that,  on  the  basis  of  advice 
given  by  investment  analysts,  there  is  no  reason 
to  conclude  that  the  drug  industry  is  a  uniquely 
risky  industry.  In  fact,  it  appears  that  large  drug 
companies  should  have  little  difficulty  obtaining 
adequate  capital  for  growth  should  they  choose 
to  go  into  the  market  for  it.  Actually,  however, 

88  National  City  Bank  of  New  York,  ibid.,  pp.  45-46. 
88  Forbes  Magazine,  ibid.,  pp.  45-47. 

80  Pharmaceutical  Manufacturers  Association,  ibid.. 
p.  48. 

91  "The  Drug  Makers  and  the  Drug  Distributors."  op. 
cit.,  pp.  48-49. 


their  earnings  are  large  enough  to  preclude  the 
frequent  need  for  equity  capital.92 

If  new  Federal  regulations  concerning  drug 
safety,  drug  efficacy,  and  drug  advertising  have 
had  any  significant  effect  in  reducing  drug  profits, 
this  is  not  evident  in  recent  drug  company  profit 
statements. 

The  "Reasonableness"  of  Drug  Prices 

Whether  prescription  drug  prices  set  by  the 
major  manufacturers  are  "too  high,"  "reasonable," 
or  "too  low"  is  obviously  a  problem  which  cannot 
be  resolved  to  the  mutual  satisfaction  of  all  manu- 
facturers and  all  consumers. 

It  appears,  however,  that  current  drug  prices  at 
the  manufacturer's  level  are  marked  by  these  char- 
acteristics : 

•  They  reflect  research  and  development  costs 
which  are  relatively  high  in  comparison  with 
other  industries,  and  which  include  a  substan- 
tial degree  of  effort  yielding  only  duplicative 
or  "me-too"  drugs  and  combination  products 
that  contribute  little  to  the  improvement  of 
health  care. 

•  They  reflect  promotion  efforts  which  are  high 
and  are  directed  primarily  to  physicians. 

•  They  reflect  a  high  degree  of  competition 
based  essentially  on  quality  and  innovation, 
rather  than  the  normal  competition  based  on 
quality,  innovation,  and  price. 

We  find,  therefore,  that  the  exceptionally 
high  rate  of  profit  which  generally  marks 
the  drug  industry  is  not  accompanied  by  any 
peculiar  degree  of  risk,  or  by  any  unique  dif- 
ficulties in  obtaining  growth  capital,  and 
that  industry  profits  have  not  been  sig- 
nificantly reduced  by  new  governmental  reg- 
ulations concerning  drug  safety,  drug 
efficacy,  or  drug  advertising. 

It  is  also  evident  from  this  study  that  there  are 
certain  problem  areas  which  call  for  cooperative 
study  and  action  by  the  drug  industry,  private 
groups,  and  the  Federal  Government. 

Accordingly,  the  Task  Force  recommends 
that  the  Secretary  of  Health,  Education,  and 
Welfare  should  call  one  or  more  conferences 
with  representatives  of  the  drug  industry, 
pharmacy,  clinical  medicine,  and  consumer 
groups  to  consider — 

"  Ibid.,  p.  49. 
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(a)  Provision  of  incentives  to  the  drug  in- 
dustry to  invest  more  research  effort 
in  products  representing  significant 
improvements  to  therapy  and  less  in 
duplicative,  noncontributory  drug 
products  and  combinations. 

(6)  Development  of  a  registration  and 
licensing  system  under  which  no  drug 
product  would  be  permitted  in  inter- 
state commerce  unless  produced  under 
quality  control  standards  set  by  the 
Secretary  of  Health,  Education,  and 
Welfare. 

(c)  Limitation  of  free  drug  samples,  by 
industry  agreement  or  legislation,  to 
those  specifically  requested  by  pre- 
servers. 

(d)  Development  of  more  effective  methods 
for  ascertaining  actual  acquisition 
costs  of  prescription  drugs. 

Similarly,  it  is  evident  that  certain  other  areas 


of  concern  require  detailed  analysis  by  appropri- 
ate agencies  of  the  Federal  Government. 

The  Task  Force  therefore  recommends  that 
the  Secretary  of  Health,  Education,  and  Wel- 
fare should  call  for  a  joint  study  by  the 
Department  of  Health,  Education,  and  Wel- 
fare, the  Department  of  Commerce,  the 
Department  of  Justice,  the  Federal  Trade 
Commission,  and  other  Federal  agencies  to 
consider — 

(a)  The  substantial  differences  in  the 
prices  at  which  drug  products  are  of- 
fered to  community  pharmacies  and  to 
hospitals  and  government  agencies. 

(b)  The  substantial  differences  in  the 
prices  at  which  drug  products  are  of- 
fered to  American  and  foreign  pur- 
chasers. 

(c)  Revision  of  patent  and  trademark  laws 
on  prescription  drugs. 
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CHAPTER  3 

THE  DRUG  DISTRIBUTORS 


Between  the  manufacturers  who  make  drugs  and 
the  patients  who  purchase  them  is  a  large,  com- 
plex distribution  network. 

Included  in  this  network  are  the  major  drug 
vendors— independent  pharmacies,  chain  drug- 
stores, prescription  pharmacies,  mail-order  phar- 
macies, hospital  pharmacies,  dispensing  physi- 
cians, and  others.  Considered  with  them  in  this 
section  are  the  drug  wholesalers. 

Of  the  average  prescription  drug  dollar  paid  by 
the  consumer,  about  50  cents  is  now  taken  by  the 
manufacturer,  10  cents  by  the  wholesaler,  and  40 
cents  by  the  retailer.1 

On  the  basis  of  available  data,  it  appears  that 
profits  before  taxes  for  independent  drugstores 
and  other  community  pharmacies  represent  an 
average  of  about  5  percent  of  sales,  or  about  21 
percent  of  net  worth.2 

For  hospital  pharmacies,  the  average  outpatient 
prescription  price  probably  approximates  the  na- 
tional community  pharmacy  average  prescription 
price,  even  though  drug  costs  and  operating  ex- 
penses may  be  appreciably  lower,  and  no  income 
taxes  may  be  involved.  Accordingly,  the  profit 
ratios  for  such  hospital  pharmacies  may  be  sub- 
stantially higher.3 

During  the  past  three  decades,  the  operations  of 
the  drug  distribution  system  have  undergone  sig- 
nificant changes.  For  example,  before  World  War 
II,  most  of  the  drug  products  handled  were  in 
bulk  form,  and  were  compounded  into  tablets, 
capsules,  powders,  solutions  or  other  dosage  forms 
by  the  pharmacist.  Now  about  95  percent  are  fur- 
nished by  the  manufacturer  in  final  dosage  form, 
ready  for  consumption. 

Formerly,  wholesalers  handled  the  overwhelm- 
ing proportion  of  drug  products.  Now,  with  manu- 
facturers tending  to  sell  directly  to  hospitals  and 
the  larger  independent  pharmacies  and  chains,  the 
wholesalers  handle  only  about  48  percent  of  the 
dollar  volume  of  the  market.4 

'  This  chapter  updates  the  material  presented  originally 
in  the  Second  Interim  Report  of  the  Task  Force. 

1  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  p.  55. 

2  Ibid.,  pp.  62-63. 

3  Ibid.,  v.  73. 

4  Ibid.,  p.  54. 


In  the  years  to  come,  other  changes  in  the  number 
and  nature  of  both  wholesale  and  retail  outlets 
will  undoubtedly  occur  as  the  result  of  continuing 
economic  pressures,  health  manpower  shortages, 
the  expansion  of  new  types  of  careers  in  pharmacy, 
and  the  introduction  of  innovations  enabling  drug 
distributors  to  respond  more  effectively  and  effi- 
ciently to  the  health  needs  of  patients. 

A  nationwide  drug  program  under  Medicare 
would  inevitably  provide  new  challenges  and  new 
opportunities.  Certain  aspects  of  such  a  program — 
notably  the  methods  of  reimbursement — deserve 
particular  consideration.  (See  also  pp.  63-69.) 

Percentage  Markup  versus 
Dispensing  Fee 

Traditionally,  most  pharmacists  have  deter- 
mined the  retail  price  of  a  prescription  drug  by 
adding  to  the  wholesale  or  acquisition  cost  a  per- 
centage of  this  cost — for  example,  65  to  100  percent 
or  more.  Such  a  system  is  known  as  the  percentage 
markup,  or  margin,  method.  This  approach  is  cur- 
rently supported  by  the  National  Association  of 
Retail  Druggists.5 

It  is  obvious  that  this  method  may  serve  as  an 
inducement  to  a  pharmacist  to  dispense  the  more 
expensive  brand  of  a  prescribed  drug,  if  he  has  any 
choice  in  selecting  the  brand.  To  a  considerable  ex- 
tent, it  appears  to  lay  a  heavy  burden  upon  the 
patient  unfortunate  enough  to  require  expensive 
medication,  and  such  an  individual  actually  sub- 
sidizes the  patient  who  requires  less  costly  pre- 
scriptions. 

More  recently,  some  pharmacists  have  advocated 
the  use  of  a  dispensing  fee  which  is  the  same  re- 
gardless of  the  acquisition  cost— an  approach 
which  has  been  endorsed  particularly  by  the 
American  Pharmaceutical  Association.0  This 
method  is  based  on  the  concept  that  dispensing 
activities  represent  a  professional  service  that  is 
generally  unrelated  to  the  acquisition  cost  of  the 
drug,  since  the  pharmacist  usually  performs  the 

5  Ibid.,  pp.  63,  67. 
0  Ibid.,  pp.  63,66,  67. 
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same  service  whether  the  medication  costs  10  cents 
or  $10. 
As  one  authority  has  stated : 

"In  applying  the  fee  concept  to  a  pharmacy 
practice,  a  pharmacist  makes  two  assumptions 
which  are  the  philosophic  principles  underlying 
its  use.  First,  the  pharmacist  is  a  health  specialist 
by  virtue  of  his  knowledge,  education,  and 
training,  and  dispensing  prescription  medica- 
tion is  a  pharmaceutical  service.  For  this  act,  he 
receives  a  fee  .  . .  Second,  the  services  a  pharma- 
cist provides  in  dispensing  prescriptions  is,  in 
general,  the  same  for  all  prescriptions,  and  the 
cost  of  providing  this  service  remains  relatively 
constant  from  one  prescription  to  the  next."  7 

The  use  of  the  dispensing  fee  approach  reduces 
the  relative  costs  of  high-priced  medications,  while 
increasing  the  costs  of  low-priced  drugs,  but 
the  system  appears  to  be  more  equitable  since  it 
eliminates  the  subsidization  of  some  patients  by 
others. 

From  the  point  of  view  of  the  vendor,  employ- 
ment of  a  fixed  dispensing  fee  system  means  that 
physicians  may  attempt  to  help  some  of  their  pa- 
tients needing  long-term  maintenance  drugs  by 
prescribing  large  quantities  of  drugs  at  one  time, 
carrying  only  a  single  dispensing  fee,  rather  than 
an  original  small  prescription  plus  many  small  re- 
fills, each  carrying  a  dispensing  fee. 

Dispensing  Physicians 

A  dispensing  physician  is  considered  to  be  one 
who  stocks  a  more-or-less  complete  line  of  drug 
products  in  his  office,  and  sells  these  directly  to  his 
patient  instead  of  writing  a  prescription  for  the 
patient  to  take  to  a  pharmacy.  The  charges  he 
makes  may  be  essentially  the  same  as  those  set  by 
pharmacies  in  his  community — or  substantially 
higher  or  lower.  (Not  included  in  this  category  are 
physicians  who  administer  a  drug  to  a  patient — 
usually  in  the  course  of  a  home  or  office  visit — and 
include  the  cost  as  part  of  their  fee  for  professional 
medical  services.)8 

Some  physicians  find  it  necessary  to  sell  drugs 
directly  to  patients  in  this  way  in  emergencies, 
or  because  they  practice  in  isolated  areas  in  which 
no  regular  pharmacy  services  are  available,  but 
such  situations  would  seem  to  be  relatively  un- 
common. 

7  Brodie,  Donald  C,  ibid.,  p.  67. 

8  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  75. 


In  view  of  the  acute  shortage  of  physicians,  the 
heavy  demands  already  placed  upon  them  to  use 
the  professional  skills  which  only  they  possess, 
the  possible  conflict  of  interests  which  may  be  in- 
volved, and  the  propriety  of  burdening  them  with 
functions  which  can  be  performed  at  least  as 
well  by  others,  the  Task  Force  believes  that  the  role 
of  dispensing  physicians  in  an  out-of -hospital  drug 
program  under  Medicare  warrants  further  study. 

Government  Pharmacies 

It  has  been  proposed  that  existing  Veterans  Ad- 
ministration and  other  Federal  hospital  phar- 
macies be  used  to  dispense  prescription  drugs  to 
beneficiaries  of  both  the  Medicare  and  Medicaid 
programs,  either  in  person  or  by  mail.  Such  an 
approach  would  presumably  offer  substantial  sav- 
ings, but  the  limited  number  and  the  location  of 
these  Federal  hospital  pharmacies  would  make  it 
impractical  for  them  in  most  cases  to  dispense 
except  by  mail,  and  would  offer  only  limited 
pharmacist-patient  relationships. 

Physician-Owned  Pharmacies 

The  ethical  status  of  physician-owned  pharma- 
cies has  recently  been  under  consideration  by  the 
American  Medical  Association  and  other  groups.9 

On  the  one  hand,  it  has  been  held  that  such 
pharmacies  offer  particular  convenience  to  pa- 
tients, that  they  can  often  purchase  drugs  from 
manufacturers  or  wholesalers  at  prices  which  are 
not  available  to  many  community  pharmacists, 
that  they  can  maintain  small  inventories,  and  that 
they  are  more  likely  than  community  pharmacies 
to  ensure  that  patients  will  receive  the  proper 
medication. 

Although  low  inventories  and  relatively  low 
acquisition  costs  could  result  in  lower  drug  prices 
to  patients,  there  is  no  evidence  that  the  average 
prescription  prices  set  by  physician-owned  phar- 
macies are  any  lower  than  those  set  by  other  phar- 
macies in  the  community.  Further,  there  is  no 
evidence  that  physician-owned  pharmacies  are  any 
more  or  less  likely  to  dispense  improper 
medication. 

In  addition,  it  has  been  held  that  patients 
treated  by  a  physician  who  both  prescribes  drugs 
and  has  a  financial  interest  in  the  pharmacy  which 
dispenses  the  drugs  are  clearly  a  captive  audience, 
with  no  freedom  of  choice  on  where  they  will  have 

f  Ibid.,  p.  76. 
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their  prescriptions  filled.  With  the  physician  oc- 
cupying a  dual  role  as  prescriber  and  dispenser, 
there  is  an  obvious  conflict  of  interests,  with  an 
evident  risk  of  excessive  prescribing.  Further,  a 
physician-dominated  pharmacist  may  not  exercise 
needed  objective  review  of  what  may  appear  to 
him  to  be  prescription  errors. 

Accordingly,  the  Task  Force  believes  that  the 
role  of  physician-owned  pharmacies  in  any  Medi- 
care program  warrants  further  study. 

Physician-Owned  Repackaging 
Companies 

A  drug-repackaging  company  is  one  which  pur- 
chases a  drug  product  from  a  manufacturer,  usu- 
ally in  large  quantities  at  a  relatively  low  price, 
and  then  repackages  it  under  its  own  brand  name 
— and  at  its  own  price.10 

If  such  a  firm  is  controlled  by  one  or  more  physi- 
cians who  set  the  price  at  an  extraordinarily  high 
level,  and  who  prescribe  its  products  under  the 
repackaging  company  brand  name — thus  requir- 
ing the  pharmacist  to  dispense  it — the  profits  to 
the  company  and  its  prescriber-owners  can  be  ex- 
traordinarily rewarding.  Under  these  conditions, 
the  cost  to  the  patient  can  also  be  extraordinarily 
and  needlessly  high. 

The  conflict  of  interests  and  the  potential  ex- 
ploitation of  patients  in  such  a  situation  are  so  ap- 
parent that  the  American  Medical  Association  in 
1967  declared  it  to  be  unethical. 

Accordingly,  the  Task  Force  finds  that 
products  marketed  by  physician-owned  re- 
packaging companies  should  be  considered 
unacceptable  for  reimbursement  in  any  Medi- 
care program  except  in  those  instances  in 
which  the  Secretary  of  Health,  Education, 
and  Welfare  determines  that  the  availability 
of  products  marketed  by  such  companies  is 
in  the  public  interest. 

Prescription  Price  Information 

There  is  an  obvious  need  for  patients  to  be  able 
to  determine  readily  the  prices  charged  by  the 
various  pharmacies  in  their  community.  This  ap- 
pears to  be  particularly  important  in  the  case  of 
long-term  maintenance  drugs. 

The  Task  Force  recognizes  the  difficulties  in 
making  such  information  easily  available.  Many 

10  IMd.,  p.  77. 


patients  are  not  told  which  drug  has  been  pre- 
scribed for  them — or  are  unable  to  decipher  the 
physician's  prescription.  In  many  States,  laws  or 
regulations  forbid  pharmacies  to  advertise ; 11  even 
without  such  rules,  however,  advertising  current 
prices  on  many  thousands  of  different  drugs  and 
dosage  forms  would  pose  formidable  practical 
problems.  Physicians,  especially  those  in  large 
cities,  are  likely  to  be  unaware  of  the  different 
prices  which  may  be  set  at  different  pharmacies. 

We  also  recognize  that  the  retail  price  of  the 
prescription  includes  not  only  the  cost  of  the  in- 
gredients, but  also  in  some  instances  the  avail- 
ability of  home  delivery  and  24-hour-a-day  opera- 
tions, as  well  as  the  professional  services  of  the 
pharmacist — and  that  different  pharmacists  may 
wish  to  place  different  values  on  such  services. 

We  recognize  that  many  or  most  patients  may 
wish  to  select  a  pharmacy  more  on  the  basis  of 
convenient  location  than  on  the  basis  of  price. 

Nevertheless,  if  the  patient  is  to  maintain  the 
right  to  select  a  pharmacy,  he  also  has  a  right  to 
know  the  prices  it  charges  and  to  compare  these 
with  other  prices. 

We  find  there  is  a  need  for  medical  associa- 
tions, pharmacy  associations  and  consumer 
groups,  working  together  at  the  local  level,  to 
develop  mechanisms  whereby  patients  may 
obtain  information  on  local  prescription 
prices,  especially  for  long-term  maintenance 
drugs. 

Prescription  Label  Information 

It  is  frequently  necessary  for  a  physician  to 
determine  the  nature  and  amount  of  a  prescription 
drug  which  a  patient  has  been  taking.  In  some 
instances — as  in  the  case  of  a  suspected  adverse 
drug  reaction,  or  accidental  or  deliberate  over- 
dose— the  rapid  identification  of  a  drug  may  be 
a  matter  of  life  and  death. 

As  a  step  in  improving  the  quality  of  health 
care,  the  Task  Force  recommends  that  the 
Congress  should  enact  legislation  requiring 
that  the  containers  of  all  dispensed  prescrip- 
tion drugs  be  labeled  with  the  identity, 
strength  and  quantity  of  the  product,  except 
where  this  is  waived  upon  specific  orders  of 
the  prescriber. 


11  IMd.,  pp.  80-81. 
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Prepackaging 

Prepackage  dispensing  is  now  being  utilized  for 
a  variety  of  drugs  in  Europe,12  and  for  such  prod- 
ucts as  oral  contraceptives  in  the  United  States.  In 
certain  cases,  this  technique  appears  to  offer  sig- 
nificant advantages. 

To  promote  efficiency  and  minimize  errors, 
the  Task  Force  recommends  that  encourage- 
ment should  be  given  to  the  wider  use  of  pre- 
package dispensing,  in  which  manufacturers 
prepare  and  pharmacists  dispense  tablets  and 
capsules  in  precounted  form,  in  sealed,  pre- 
labeled  containers,  and  in  such  numbers  as 
conform  to  those  most  frequently  prescribed 
by  physicians. 

The  New  Role  of  Pharmacy 

The  pharmacy  profession  currently  faces  a  di- 
lemma which  is  partly  though  not  entirely  of  its 
own  making. 

Many  other  aspects  of  health  care — the  practice 
of  medicine  and  surgery,  hospital  operations,  and 
particularly  drug  manufacture — have  developed 
and  adopted  new  devices  and  techniques  which 
have  remarkably  improved  the  provision  of  health 
services.  In  contrast,  the  number  of  important  new 
methods  introduced  to  enhance  the  efficiency  of  re- 
tail pharmacy  operations,  at  least  during  the  past 
two  or  three  decades,  has  not  been  noteworthy. 

The  Task  Force  recommends  that  the  Na- 
tional Center  for  Health  Services  Research 
and  Development  should  develop  and  support 
research  to  improve  the  efficiency  and  effec- 
tiveness of  community  and  hospital  phar- 
macy operations. 

The  role  of  the  pharmacist  is  viewed  by  many 
people  as  simply  transferring  pills  from  a  large 
bottle  to  a  small  one — counting  tablets,  typing 
labels,  and  calculating  the  price.  Much  of  his  time 
is  seen  as  devoted  to  routine  merchandising  of 
cosmetics,  shaving  supplies,  stationery  and  other 
commodities  which  have  little  or  no  relationship 
to  health  care.13 

This  has  raised  doubts  concerning  the  relevance 
of  modern  pharmacy  education.  As  with  other 
members  of  health  professions,  on  the  one  hand, 

12  Task  Force  on  Prescription  Drugs :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  p.  191. 

13  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 

at.,  p.  83. 


it  would  seem  that  much  of  the  traditional  educa- 
tion is  not  utilized,  since  a  nonprofessional  phar- 
macist— working  under  the  supervision  of  a  li- 
censed pharmacist — can  effectively  perform  many 
of  the  routine  tasks  of  counting,  labeling,  and  pric- 
ing. At  the  same  time,  many  pharmacists  are  seek- 
ing a  new  role  as  a  drug  information  specialist, 
and  thus  it  would  appear  that  their  formal  edu- 
cation has  not  taken  this  into  account. 

These  problems  regarding  what  the  role  of  the 
pharmacist  properly  is — or  should  be — deserve 
careful  consideration. 

Pharmacist  Aides 

Experience  in  numerous  pharmacies — military 
and  nonmilitary  Federal  installations,  nongovern- 
mental hospitals,  and  others — has  demonstrated 
that  individuals  without  formal  pharmacy  educa- 
tion can  effectively  undertake  many  of  the  routine 
activities  of  pharmacists,  under  the  supervision  of 
a  licensed  pharmacist. 

Such  activities  offer  the  possibility  of  develop- 
ing the  career  of  pharmacist  aide,  comparable  to 
the  nursing  aide,  the  orthopedic  aide,  the  pediatric 
aide,  the  obstetrical  aide,  and  similar  paramedical 
positions. 

Drug  Information  Specialists 

At  the  other  end  of  the  spectrum,  it  is  also  be- 
coming evident  that  appropriately  trained  phar- 
macists may  become  new  and  vital  members  of  the 
total  health  team  by  serving  as  drug  information 
specialists.14 15 

Some  community  pharmacists  are  already  pro- 
viding such  services.  They  do  not  prescribe,  but 
they  discuss  practical  details  of  drug  administra- 
tion, possible  side-effects,  and  other  facets  of  drug 
use  with  each  patient  to  whom  a  prescription  drug 
is  dispensed.  They  maintain  patient  or  family  rec- 
ords which  contain  data  on  drugs  which  have  been 
dispensed  to  each  patient,  allergic  responses,  and 
adverse  reactions.  They  call  to  the  attention  of  the 
physician  any  prescriptions  which  may  have  been 
written  for  the  same  patient  by  other  physicians, 
and  they  refer  to  him  any  prescriptions  which  may 
involve  drug-interaction,  synergism,  or  similar 
effects. 

Some  hospitals — especially  teaching  institutions 
and  those  in  major  medical  center  complexes — 

14  Goddard,  James  L.,  ibid.,  p.  84. 

15  Nielsen,  James  R.,  ibid.,  p.  84. 
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are  already  using  pharmacists  as  consultants  on 
drug  therapy.  They  serve  not  only  as  drug  dis- 
tributors, but  also  as  sources  of  drug  data  for  phy- 
sicians, interns,  residents,  and  nurses.  They  may 
participate  in  ward  rounds  with  the  staff,  pro- 
viding valuable  drug  information  on  both  old  and 
new  drug  products.  Although  they  do  not  pre- 
scribe for  patients,  they  enable  the  physicians  who 
do  prescribe  to  keep  up  more  effectively  with  drug 
information. 

While  some  pharmacists  are  already  serving  as 
drug  information  specialists,  and  others  are  prob- 
ably competent  to  do  so,  not  all  pharmacists  have 
adequate  competency  in  this  field.  Some  licensed 
pharmacists  have  received  five  or  even  six  years 
of  formal  college  training,  but  about  15  percent 
of  those  now  in  practice  have  received  two  years 
or  less  of  formal  pharmacy  education,  and  nearly 
half  of  these  have  had  courses  lasting  only  about 
six  months.16 

Pharmacy  Education 

The  introduction  of  an  out-of -hospital  prescrip- 
tion drug  program  under  Medicare,  with  the  prob- 
ability of  a  very  large  increase  in  drug  utilization, 
coming  at  a  time  when  quality  of  health  care,  costs, 
and  shortages  in  health  manpower  are  all  matters 
of  great  national  concern,  would  present  pharmacy 
with  probably  the  most  critical  challenge  it  has 
faced  in  half  a  century. 

The  manner  in  which  pharmacists,  pharmacy 
associations,  pharmacy  schools,  and  the  pertinent 
State  pharmacy  agencies  respond  to  increasing  de- 
mands for  pharmaceutical  services  will  unques- 
tionably determine  in  large  measure  how  the 
pharmacy  profession  will  evolve  during  the  years 
to  come. 

The  Task  Force  commends  the  efforts  of  those 
pharmacy  schools  and  State  pharmacy  associations 

16  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  83. 


which  are  already  stressing  continuing  postgradu- 
ate! education. 

As  a  guide  to  additional  responses  which  should 
be  made,  there  is  a  clear  need  for  a  broad  study 
of  pharmacy  education  at  all  levels. 

The  Task  Force  therefore  recommends  that 
the  Bureau  of  Health  Manpower  should 
support — 

(a)  The  development  of  a  pharmacist  aide 
curriculum  in  junior  colleges  and  other  edu- 
cational institutions. 

(b)  The  development  of  appropriate  curric- 
ula in  medical  and  pharmacy  schools  for 
training  pharmacists  to  serve  as  drug  infor- 
mation specialists  on  the  health  team. 

(c)  A  broad  study  of  present  and  future  re- 
quirements in  pharmacy,  adequacy  of  current 
pharmacy  education,  and  the  educational 
changes  which  must  be  made. 

Pharmacy  Laws 

The  present  patchwork  of  State  pharmacy  laws,, 
regulations,  and  codes  of  ethics  obviously  reflects 
attempts  to  cope  with  a  variety  of  pharmacy  prob- 
lems on  a  piecemeal  basis.  Whether  they  are  aimed 
at  the  protection  of  the  public  health  or  the  pre- 
vention of  competition — fair  or  unfair — is  not 
clear  in  all  cases. 

Many  of  these  rules  seem  to  have  derived  from 
periods  of  manpower  excesses.  They  block  efforts 
to  cope  with  the  present  shortages  of  skilled  man- 
power, the  need  for  mobility  to  meet  rapidly  chang- 
ing health  needs,  and  the  probable  development 
of  new  careers  in  pharmacy. 

The  Task  Force  recommends  that  the  Health 
Services  and  Mental  Health  Administration 
should  support  studies  of  State  laws,  regula- 
tions, and  codes,  with  priority  given  to  the 
establishment  of  model  State  licensing  laws, 
uniform  reciprocity  standards,  and  provi- 
sions for  the  utilization  of  pharmacy  aides. 
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CHAPTER  4 

THE  DRUG  PRESCRIBERS 


In  the  modern  use  of  drugs,  important  roles  are 
played  by  the  drug  researcher,  the  manufacturer, 
the  distributor,  the  pharmacist,  and  the  official 
who  carries  the  legal  responsibility  for  drug  safety, 
efficacy  and  quality.  But  the  most  strategic  role  is 
that  of  the  physician  who  prescribes  the  drug. 

It  is  the  physician  who  has  major  responsibility 
for  the  welfare  of  the  patient. 

It  is  the  physician  who  is  constantly  faced  with 
an  awesome  assortment  of  competitive  and  often 
duplicative  products. 

It  is  the  physician  who  is  the  target  of  a  barrage 
of  advice,  information,  guidance,  and  promotion 
from  detail  men,  advertisements,  medical  articles, 
pamphlets,  bulletins,  and  throw-away  journals. 

And  it  is  the  physician  who — with  or  without 
adequate  training  and  competent  advice — must 
make  the  decision  on  which  drug  or  drugs  to 
prescribe. 

On  his  decision  may  well  depend  the  health  or 
even  the  life  of  his  patient.  On  it  will  depend,  at 
least  in  part,  the  quality,  cost  and  effectiveness  of 
any  drug  insurance  program,  governmental  or 
nongovernmental.  And  on  it  will  depend  the  eco- 
nomic well-being  of  a  drug  company. 

Rational  Prescribing 

The  appropriate  selection  of  a  drug — the  right 
drug  for  the  right  patient,  in  the  right  amounts  at 
the  right  times 1 — is  generally  denned  as  rational 
prescribing,  and  any  significant  deviation  is  con- 
sidered to  be  irrational  prescribing. 

Rational  prescribing  is  obviously  the  result  of 
judgments  on  many  points — the  safety  and  efficacy 
of  the  drug  for  the  clinical  problem  at  hand,  the 
advantages  or  disadvantages  of  alternative  forms 
of  therapy,  the  most  appropriate  dosage  form,  the 
length  and  intensity  of  treatment,  the  possible  side- 
effects  or  adverse  reactions,  and  the  possibility  of 
drug  interaction.2 

To  these  may  be  added  judgments  concerning 
relative  costs. 

*  This  chapter  updates  the  material  presented  originally 
in  the  First  and  Second  Interim  Reports  of  the  Task  Force. 

*Task  Force  on  Prescription  Drugs:  "The  Drug  Pre- 
scribers,"  U.S.  Government  Printing  Office,  Washington. 
D.C.,  1968,  p.  3. 

*  Ibid.,  pp.  4-5. 


Rational  prescribing  is  clearly  a  major  goal  for 
the  welfare  of  patients.  It  is  likewise  a  major  goal 
for  any  drug  insurance  program.  Here,  emphasis 
has  been  placed  not  directly  on  achieving  rational 
prescribing  but  rather  on  preventing  some  of  the 
more  serious  or  costly  forms  of  irrational  prescrib- 
ing. Among  the  latter  are  these : 

•  The  use  of  drugs  without  demonstrated 
efficacy.3 

•  The  use  of  drugs  with  an  inherent  hazard  not 
justified  by  the  seriousness  of  the  illness.4 

•  The  use  of  drugs  in  excessive  amounts,  or  for 
excessive  periods  of  time,  or  inadequate 
amounts  for  inadequate  periods.5 

•  The  use  of  a  costly  duplicative  or  "me-too" 
product  when  an  equally  effective  but  less 
expensive  drug  is  available.6 

•  The  use  of  a  costly  combination  product'  when 
equally  effective  but  less  expensive  drugs  are 
available  individually.7 

•  The  simultaneous  use  of  two  or  more  drugs 
without  appropriate  consideration  of  their 
possible  interaction.8 

•  Multiple  prescribing,  by  one  or  several  physi- 
cians for  the  same  patient,  of  drugs  which 
may  be  unnecessary,  cumulative,  interacting, 
or  needlessly  expensive.9 

We  recognize  that  some  patients  may  be  receiv- 
ing as  many  as  16  to  20  different  drugs  simultane- 
ously, prescribed  by  either  one  or  several  different 
physicians,10  and  that  often  physicians  may  not  be 
aware  that  their  patients  are  receiving  drugs 
prescribed  by  others. 

We  see  no  reason  to  believe  that  any  or  all  of 
these  types  of  irrational  prescribing  can  be  effec- 
tively prevented — or  that  rational  prescribing  can 
be  effectively  induced — merely  by  rules  and  regu- 

3  Ibid.,  pp.  3-4,  36-37. 

4  Goodman,  Louis,  ibid.,  p.  4. 

5  Talalay,  Paul,  ibid.,  p.  5. 

6  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  pp.  20-22. 

'  Kunin,  Calvin  M.,  cited  in  "The  Drug  Prescribers,"  op. 
cit.,  p.  5. 

8  Goldenthal,  Edwin  I.,  ibid.,  p.  5. 

9  Cluff,  Leighton  E.,  ibid.,  p.  5. 

10  "The  Drug  Prescribers,"  op.  oit.,  p.  5. 
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lations.  Instead,  we  believe  the  objective  of  rational 
prescribing  can  be  reached  most  effectively 
through  improving  medical  education — particu- 
larly in  the  area  of  clinical  pharmacology — at 
both  the  undergraduate  and  postgraduate  levels, 
supplying  practicing  physicians  with  objective 
data  on  which  they  can  base  their  individual  pre- 
scribing decisions,  and  supporting  those  in  hospi- 
tals, clinics,  medical  societies  and  health  insurance 
programs  who  are  seeking  to  achieve  rational 
prescribing  by  their  fellow  practitioners. 

The  Teaching  of  Pharmacology 

In  most  American  medical  schools,  the  principal 
course  in  pharmacology  is  given  during  the  second 
year.  Generally,  this  is  the  only  formal  exposure  of 
the  student  to  the  subject.11 

The  nature  of  the  pharmacology  instruction  has 
been  a  matter  of  much  debate  but  little  change.  Al- 
though it  is  in  reality  a  clinical  as  well  as  a  basic 
science,  it  is  taught  primarily  as  a  basic  subject, 
with  emphasis  on  the  principles  of  drug  action,  a 
review  of  specific  drug  groups,  examples  of  drug 
applications,  and  the  broad  fundamentals  of  pre- 
scription writing. 

After  the  usual  course  in  basic  pharmacology, 
most  medical  students  are  given  no  formal  train- 
ing in  the  applied  aspects  of  this  field — in  clinical 
pharmacology — but  left  to  acquire  what  practical 
training  they  can  absorb  from  a  variety  of  courses 
in  the  several  fields  of  clinical  medicine. 

Perhaps  the  most  serious  criticism  of  this  in- 
formal exposure  is  that  it  fails  to  equip  the  soon- 
to-be  physician  with  the  essential  scientific  and 
critical  attitudes  towards  the  use  of  drugs  and  the 
evaluation  of  drug  promotion — probably  the  most 
intensive  promotion  to  which  he  will  be  subjected 
for  the  rest  of  his  professional  career.12 13 

The  Task  Force  has  noted  that  some  medical 
schools  have  responded  to  such  a  deficiency  by 
establishing  courses  in  clinical  pharmacology  or 
pharmacotherapeutics.  In  these  courses  dealing 
with  the  practical  aspects  of  drug  prescribing,  em- 
phasis is  generally  placed  on  such  subjects  as  the 
design  of  comparative  clinical  drug  trials,  and  the 
techniques  of  statistical  analysis.  Also  included  in 
some  courses  is  the  evaluation  of  drug  advertising 

11  Ibid.,  p.  6. 

12  Wilbur,  Dwight  L.,  ibid.,  p.  6. 

13  Koch-Weser,  Jan,  ibid.,  p.  7. 


and  promotional  material,  and  the  importance  of 
drug  costs.13-18 

Many  who  participate  in  these  and  related  pro- 
grams have  received  a  major  part  of  their  train- 
ing in  the  Section  of  Clinical  Pharmacology  in  the 
National  Heart  Institute  of  the  National  Institutes 
of  Health. 

The  Task  Force  recommends  that  the  De- 
partment of  Health,  Education,  and  Welfare 
should  provide  expanded  support  to  medical 
schools,  enabling  them  to  include  a  course  in 
clinical  pharmacology  as  an  integral  part  of 
the  medical  curriculum. 

Postgraduate  Education 

Upon  entering  private  practice,  the  average 
physician,  knowingly  or  unknowingly,  becomes 
the  key  figure  in  drug  marketing  strategy. 

•  He  must  choose  from  a  very  large  number  of 
competitive  and  often  duplicative  products. 

•  He  must  deal  with  a  very  large  amount  of 
advice,  biased  or  unbiased,  from  detail  men, 
advertisements  and  other  forms  of  promotion. 

•  Substantial  efforts  are  made  on  his  behalf  by 
the  drug  industry  and  others  to  prevent  any 
interference  with  his  right  to  prescribe  as  he 
sees  fit. 

•  Finally,  it  is  assumed  that  he  has  the  training, 
experience,  and  time  to  weigh  the  claims  and 
available  evidence,  and  thus  to  make  the 
proper  selection. 

Everything,  of  course,  hinges  on  the  validity  of 
this  final  assumption. 

We  find  that  few  practicing  physicians  seem 
inclined  to  voice  any  question  of  their  com- 
petency in  this  field  of  therapeutic  judg- 
ments. We  also  find,  however,  that  the  ability 
of  an  individual  physician  to  make  sound 
judgments  under  quite  confusing  conditions 
is  now  a  matter  of  serious  concern  to  leading 
clinicians,  scientists,  and  medical  educators. 

14  Hoffman,  Frederick,  ibid.,  p.  7. 

15  Maren,  Thomas  H.,  ibid.,  pp.  7-8. 
10  Aronow,  Lewis,  ibid.,  p.  8. 

17  Papacostas,  C.  A.,  ibid.,  p.  S. 

18  Roth,  L.  J.,  and  Kasik,  J.,  ibid.,  p.  S. 
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A  distinguished  pharmacologist,  for  example, 
has  stated  that  lack  of  knowledge  and  sophistica- 
tion in  the  proper  use  of  drugs  is  perhaps  the 
greatest  deficiency  of  the  average  physician  to- 
day.19 Other  medical  leaders  have  pointed  to  the 
wide  discrepancy  in  the  prescribing  habits  of  the 
average  physician  20  as  compared  to  the  prescrib- 
ing methods  recommended  by  panels  of  medical 
experts.21  Still  others  have  commented  on  the  con- 
tinued use  by  the  average  physician  of  products 
which  have  been  found  unnecessary  or  unaccept- 
able by  specially  qualified  therapeutics  committees 
in  hospitals  and  clinics.22-25 

We  note  that  the  most  widely  used  source  of 
prescribing  information  is  essentially  a  compila- 
tion of  the  most  widely  advertised  drugs.26 

The  responsibility  for  these  and  other  deficien- 
cies has  been  placed  on  various  factors : 

•  Inadequate  training  in  the  clinical  applica- 
tion of  drug  knowledge  during  the  under- 
graduate medical  curriculum.27 

•  Inadequate  sources  of  objective  information 
on  both  drug  properties  and  drug  costs.28 

•  Widespread  reliance  by  prescribers  for  their 
continuing  education  upon  the  promotional 
materials  distributed  by  drug  manufac- 
turers.28-30 

•  The  exceedingly  rapid  rate  of  introduction 
and  obsolescence  of  prescription  drug  spe- 
cialties.31 

•  The  limited  time  available  to  practicing 
physicians  to  examine,  evaluate,  and  maintain 
currency  with  the  claims  for  both  old  drugs 
and  newly  marketed  products.31 32 

•  The  constant  insistence  on  the  idea  that  the 
average  physician,  without  guidance  from  ex- 
pert colleagues,  does  in  fact  possess  the  neces- 
sary ability  to  make  scientifically  sound  judg- 
ments in  this  complicated  field. 

19  Koeh-Weser,  Jan,  ibid.,  p.  3. 

20  Task  Force  on  Prescription  Drugs:  "The  Drug  Us- 
ers," U.S.  Government  Printing  Office,  Washington,  D.C., 
1968,  pp.  38-47,  92-122. 

21  "The  Drug  Prescribers,"  op.  cit.,  p.  48. 

22  Cherkasky,  Martin,  ibid.,  p.  43. 

23  McCarron,  Margaret,  ibid.,  p.  43. 

24  Modell,  Walter,  ibid.,  p.  43. 

25  Williams,  Harry  L.,  ibid.,  p.  43. 

26  Opinion  Research  Corporation,  ibid.,  p.  12. 

27  Koch-Wester,  Jan,  Ibid.,  p.  3. 

28  Cherkasky,  Martin,  ibid.,  p.  3. 

29  Hagood,  William  J.,  and  Owen,  John  A.,  Jr.,  ibid., 
p.  14. 

30  Small,  Melvin  D.,  ibid.,  p.  15. 

31  Modell,  Walter,  ibid.,  p.  3. 

32  Williams,  Harry  L.,  ibid.,  p.  9. 


Information  Sources 

Several  significant  approaches  have  been  at- 
tempted to  cope  with  this  problem.  In  the  United 
States,  a  small  number  of  independent  publications 
— which  do  not  publish  advertising — seek  to  pre- 
sent objective  evaluations  of  the  efficacy,  safety, 
rationality,  and  occasionally  the  costs  of  specific 
drugs.33  These  have  relatively  limited  circulation, 
but  are  highly  esteemed  by  medical  leaders. 

Many  American  hospitals  and  clinics  utilize 
pharmacy  and  therapeutics  committees  to  develop 
formularies  Avhich  serve  as  guidelines  to  the  staff 
members  of  the  institutions.34  These,  too,  appear 
to  contribute  significantly  to  rational  prescribing. 

Other  approaches  to  the  problem  of  communi- 
cating objective  and  updated  drug  information 
have  been  proposed.  These  include  closed-circuit 
television  programs  originating  in  medical  cen- 
ters; the  development  of  community  pharmacy 
and  therapeutics  committees ;  the  utilization  of  ex- 
isting regional  medical  programs  to  sponsor  con- 
tinuing drug  information  programs;  and  the  use 
of  hospital  pharmacies  as  drug  information 
centers. 

Several  foreign  drug  programs — notably  those 
in  Great  Britain,33  Australia,36  and  New  Zea- 
land 37 — provide  all  physicians  with  prescribing 
guidelines  prepared  by  panels  of  independent 
medical  experts.  Such  publications — frequently 
updated  to  meet  changing  conditions — have  been 
widely  accepted  by  the  medical  profession  in  those 
countries. 

In  the  United  States,  much  useful  information 
on  such  factors  as  indications,  contraindications, 
dosages,  toxicity,  and  side  effects  is  included  in  the 
so-called  package  inserts  which  must  be  enclosed 
with  each  container  of  drugs.  While  these  are  of 
considerable  value,  they  are  not  seen  often  enough 
by  the  practicing  physician  to  be  of  practical  aid 
in  prescribing. 

From  the  foregoing,  it  is  evident  that  many  and 
perhaps  most  American  physicians  do  not  have 
adequate  access  to  complete  and  objective  informa- 
tion on  prescription  drugs.  The  existing  compila- 
tions of  data  do  not  generally  touch  on  relative 

33  "The  Drug  Prescribers,"  op.  cit.,  pp.  11-12. 
3*  Ibid.,  p.  48. 

35  Task  Force  on  Prescription  Drugs :  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  p.  179. 

3«  Ibid.,  p.  140. 

37  Ibid.,  p.  185. 
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costs,  and  they  do  not  offer  the  ready  comparison 
of  generic-name  products  and  their  brand-name 
counterparts  which  would  facilitate  the  rational 
and  economic  prescribing  of  drugs. 

In  consideration  of  these  factors,  in  view  of 
the  unfilled  informational  needs  evident  in 
this  country,  and  as  a  major  contribution  to 
improving  the  quality  of  health  care,  the  Task 
Force  recommends  that  the  Department  of 
Health,  Education,  and  Welfare  should  estab- 
lish or  support  a  publication  providing  ob- 
jective, up-to-date  information  and  guidelines 
on  drug  therapy,  based  on  the  expert  advice 
of  the  medical  community. 

We  recommend  that  the  Department  of 
Health,  Education,  and  Welfare  should  sup- 
port the  efforts  of  county  medical  societies, 
pharmacy  and  therapeutics  committees,  medi- 
cal foundations,  and  medical  schools  in 


taking  the  responsibility  for  providing  con- 
tinuing education  to  physicians  on  rational 
prescribing. 

The  Bureau  of  Health  Manpower,  the  Division 
of  Regional  Medical  Programs,  and  the  National 
Library  of  Medicine  in  particular  should  assign 
high  priority  to  the  support  of  such  efforts. 

Finally,  we  recommend  that  the  Secretary  of 
Health,  Education,  and  Welfare  should  be 
authorized  to  publish  and  distribute  to  all 
physicians,  pharmacies,  hospitals  and  other 
appropriate  individuals  and  institutions  a 
drug  compendium  listing  all  lawfully  avail- 
able prescription  drugs,  including  such  in- 
formation as  available  dosage  forms,  clinical 
effects,  indications  and  contraindications  for 
use,  and  methods  of  administration,  together 
with  price  information  on  each  listed  product, 
in  readily  accessible  and  comprehensive  form. 
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CHAPTER  5 

CURRENT  AMERICAN  AND  FOREIGN  PROGRAMS 


The  provision  of  out-of-hospital  prescription 
drugs  through  governmental  or  private  insurance 
programs  has  been  undertaken  in  one  form  or 
another  for  nearly  a  century.  Many  of  these  in- 
clude techniques  and  approaches  which  deserve 
consideration  in  any  out-of-hospital  program  that 
might  be  designed  under  Medicare. 

Accordingly,  the  Task  Force  has  examined  a 
wide  variety  of  ongoing  programs — all  of  the 
major  drug  programs  conducted  by  the  Federal 
Government,  a  number  of  selected  State  programs, 
six  of  the  leading  private  programs  in  this  coun- 
try, and  the  major  programs  in  eleven  foreign 
countries.1 

These  programs  are  not  directly  comparable. 
In  some  foreign  countries,  for  example,  national 
economic  and  social  structures  lend  themselves 
to  controls  and  methods  of  operation  which  are 
probably  not  suitable  in  the  United  States.  Cer- 
tain aspects  of  military  drug  programs  may  not 
be  adaptable  for  civilian  programs.  Other  ap- 
proaches utilized  in  private  programs  may  be  im- 
practical for  a  government  operation. 

Nevertheless,  a  study  of  these  diverse  systems 
has  proved  to  be  illuminating.  It  has  clearly  indi- 
cated that  out-of-hospital  prescription  drugs  can 
be  provided  under  programs  that  are  medically 
acceptable  and  economically  sound. 

Federal  Programs 

Through  direct  purchase  or  reimbursement,  the 
Federal  Government  is  now  concerned  with  the 
provision  of  prescription  drugs  through  several 
major  programs.  As  shown  in  Table  2,  expendi- 
tures for  drugs  in  these  programs  totaled  about 
$514  million  in  fiscal  year  1967. 

DOD  M Uitary  Procurement.  The  largest  direct 
drug  procurement  program  is  that  of  the  Depart- 
ment of  Defense,  with  its  responsibility  for  supply- 
ing about  3,000  military  establishments  in  this 
country  and  overseas.2 

"This  chapter  updates  the  material  presented  origi- 
nally in  the  Second  Interim  Report  of  the  Task  Force. 

Task  Force  on  Prescription  Drugs :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968. 

2  IUd.,  pp.  3-5. 


Table  2 

Estimated  Federal  Expenditures  for 
Prescription  Drugs,  Fiscal  Year  1967 

(millions) 


Direct  Purchase 

Department  of  Defense  '  $111.  0 

Public  Health  Service   b  4. 1 

Veterans  Administration   c  39.  5 

Federal  Supply  Schedule  Contracts   d  6.  2 


Total  Direct   160.8 

Reimbursement  Programs 

CHAMPUS   0.2 

VA  Hometown  Pharmacies   2. 9 

Public  Health  Service   0.  7 

Medicare  In-Hospital   e  230.  0 

Medicaid   '119.4 


Total  Reimbursement   353.2 

Total,  Federal  Drug  Expenditures   514.  0 


'  Includes  $92.4  million  purchased  through  Defense  Sup- 
ply Center,  Philadelphia,  Pa.,  and  approximately  $15.7 
million  purchased  through  Federal  Supply  Schedule  Con- 
tracts ;  remainder  purchased  locally. 

b  Includes  $1.3  million  purchased  through  PHS  Supply 
Service  Center,  Perry  Point,  Md.,  and  $2.8  million  from 
other  sources  including  the  Veterans  Administration. 

c  Includes  $14.6  million  purchased  through  Federal  Sup- 
ply Schedule  contracts  administered  by  VA  for  General 
Services  Administration. 

d  Includes  purchases  for  miscellaneous  Federal  agencies. 

'  Includes  $115.0  million  for  overhead  drug  expenses  of 
hospitals  and  extended  care  facilities. 

'  Includes  other  Federally-supported  State  Public  As- 
sistance Programs ;  excludes  $105.9  million,  which  was  the 
State  portion  of  the  total  drug  program  expenses. 

A  major  characteristic  of  the  DOD  operation 
is  its  testing  and  inspection  program  to  assure 
drug  quality  and  the  ability  of  the  products  to 
withstand  prolonged  exposure  to  climatic  ex- 
tremes. DOD  sets  its  own  drug  specifications, 
maintains  its  own  manufacturing  plant  inspectors, 
and  operates  its  own  testing  program.  Manufac- 
turers must  undergo  stringent  pre-award  surveys 
of  their  facilities  as  well  as  testing  of  their  prod- 
ucts in  DOD  laboratories.  After  drug  contracts 
are  awarded,  both  the  plant  facilities  and  the 
stored  products  are  continuously  spot-checked, 
and  DOD  actively  solicits  reports  from  military 
hospitals  and  physicians  on  drug  quality,  thera- 
peutic efficacy,  and  adverse  reactions. 


About  240  of  the  1,200  drugs  currently  stocked 
are  purchased  under  generic  name. 

The  DOD  policy  is  to  purchase  drugs  under 
contract  from  the  lowest  "responsible  bidder."  It 
may  buy  foreign-made  drugs  where  the  acquisi- 
tion cost  is  at  least  50  percent  less  than  "responsi- 
ble" domestic  bids.  The  same  pre-award  standards 
and  continuing  surveillance  imposed  on  domestic 
firms  are  applied  to  foreign  manufacturers  with 
DOD  contracts.3 

As  a  Federal  purchasing  agency,  DOD  may 
purchase  patented  products  from  unlicensed 
manufacturers. 

DOD  Military  Medicare.  Through  its  Civilian 
Health  and  Medical  Program  of  the  Uniformed 
Services  (CHAMPUS),  the  Department  of  De- 
fense provides  out-of-hospital  prescription  drugs 
through  hometown  pharmacies  to  some  6.5  million 
eligible  retired  military  personnel  and  military 
dependents.  Various  carriers  are  used  for  program 
administration.4 

Any  pharmacy  willing  to  meet  CHAMPUS  re- 
quirements may  participate.  The  pharmacist  is 
reimbursed  for  the  acquisition  cost  of  the  drug 
plus  a  dispensing  fee  which  has  been  set  for  each 
State. 

Each  eligible  beneficiary  must  first  meet  a  de- 
ductible requirement  of  $50  per  year — or  $100  per 
year  per  family — and  pay  a  co-insurance  charge 
of  20  or  25  percent,  depending  on  beneficiary 
status. 

No  formulary  requirements  are  involved. 
The  average  prescription  price  in  1967  was  re- 
ported to  be  about  $4.15. 

Veterans  Administration.  In  1967,  the  VA  pur- 
chased drugs  and  biologicals  costing  $39.5  million 
for  use  in  its  own  hospitals  and  pharmacies,  and 
also  procured  drugs  for  other  Federal  agencies, 
such  as  the  Public  Health  Service  and  the  Office 
of  Economic  Opportunity.5 

Of  the  drugs  used  in  VA  pharmacies,  about  86 
percent  are  purchased  from  some  250  manufac- 
turers who  have  been  approved  by  on-site  inspec- 
tions. Each  VA  hospital  has  its  own  drug 
formulary  of  about  700  to  2,000  items  developed 
by  its  own  pharmacy  and  therapeutics  committee, 
and  tailored  to  fit  the  needs  of  the  institution.  The 
formularies  are  used  as  guidelines  rather  than 
prescribing  limitations,  since  non-formulary  drugs 
may  also  be  prescribed. 

3  Ibid.,  pp.  4-5. 

4  Ibid.,  pp.  6-7. 

5  Ibid.,  pp.  19-23. 


Chemical  equivalent  drugs  are  widely  used 
where  available. 

In  addition,  the  VA  Hometown  Pharmacy  Pro- 
gram provides  out-of-hospital  prescription  drugs 
to  eligible  beneficiaries,  generally  those  with 
service-connected  disabilities.  The  hometown  pro- 
gram, which  involved  an  expenditure  of  $2.7  mil- 
lion in  1967,  provides  for  reimbursement  to 
pharmacies  on  the  basis  of  acquisition  cost  plus 
a  dispensing  fee.  No  formulary  is  used  in  this  pro- 
gram, and  no  deductible  or  co-payment  is 
required. 

Office  of  Economic  Opportunity.  Through  its 
Neighborhood  Health  Centers,  OEO  provides 
pharmaceutical  services  for  about  800,000  persons 
in  44  programs.6 

Eligibility  requirements  vary  but  generally  are 
based  on  a  "poverty  line"  schedule,  on  Medicaid 
standards,  or  on  other  guidelines  established  by 
the  community.  Each  center  makes  its  own  de- 
termination about  the  use  of  a  formulary.  No 
deductible  or  co-payment  is  required. 

Several  of  the  centers  provide  direct  drug 
services  in  their  own  pharmacies,  while  the  others 
provide  for  reimbursement  to  community  pharma- 
cies on  the  basis  of  acquisition  cost  plus  a  dis- 
pensing fee. 

Public  Health  Service.  In  1967,  PHS  expended 
more  than  $4  million  for  drugs  for  its  own  oper- 
ations, and  also  purchased  drugs  for  Civil  Defense 
stockpiling.7 

Of  the  drugs  procured  for  PHS  activities,  some 
were  used  by  the  National  Institutes  of  Health 
and  the  National  Institute  of  Mental  Health,  but 
most  were  dispensed  through  the  Division  of 
Direct  Health  Services — with  11  hospital  and  14 
clinic  pharmacies — and  the  Division  of  Indian 
Health.  The  latter  operates  51  hospitals  with 
pharmacies,  and  contracts  with  about  200  com- 
munity pharmacies  that  furnish  prescription 
drugs  to  Indian  beneficiaries. 

Each  PHS  hospital  has  its  own  formulary,  but 
exceptions  are  made  for  the  provision  of  non- 
formulary  drugs.  Physicians  who  contract  with 
PHS  are  not  obliged  to  use  the  formularies. 

Pharmacies  participating  under  contract  with 
the  Division  of  Indian  Health  are  required  to  dis- 
pense the  least  expensive  drug  products  they  have 
in  stock  which  will  meet  the  physician's  require- 
ments when  a  generic  prescription  is  written.  The 
price  may  not  exceed  the  price  to  the  general  public. 

"Ibid.,  pp.  13-14. 
7  Ibid.,  pp.  15-18. 
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No  deductibles  or  co-insurance  requirements 
are  involved  in  any  of  the  PHS  out-of-hospital 
programs. 

Medicare.  Data  from  the  Medicare  program  re- 
lating to  the  cost  of  drugs  provided  to  beneficiaries 
in  hospitals  and  extended  care  facilities  are  not  yet 
available.  However,  on  the  basis  of  recent  studies 
of  drug  use  in  hospitals  in  general,  it  is  estimated 
that  in  fiscal  1967  roughly  $230  million  was  spent 
under  Medicare  for  drugs,  with  about  half  of  this 
amount  representing  product  cost  and  the  remain- 
der the  cost  of  dispensing  and  administration  (see 
Table  2). 

Under  Medicare,  in-hospital  drugs  must  be 
listed  in  one  of  several  official  compendia  or  in  a 
formulary  established  by  the  hospital's  pharmacy 
and  therapeutics  committee.  Medicare  requires 
that  drug  charges  to  the  government  must  be 
"reasonable."  8 

Public  Assistance.  Under  Medicaid  and  other 
public  assistance  programs  with  joint  Federal- 
State  support,  an  estimated  $225.3  million  was 
spent  for  prescription  drugs  in  fiscal  1967,  of  which 
an  estimated  $119.4  million  was  paid  by  the  Fed- 
eral Government  (Table  2).  Federal- St  ate  vendor 
payments  of  $225.3  million  (including  about  $43 
million  for  in-hospital  drugs)  represented  9.6  per- 
cent of  all  medical  care  services  provided  in  that 
year,  and  were  made  to  hospitals,  pharmacists, 
and  other  licensed  vendors.* 

The  Federal  share  of  payments  to  vendors  for 
drugs  and  drug  services  ranged  from  50  to  83  per- 
cent, depending  on  the  nature  and  extent  of  the 
program  in  each  State,  with  an  average  of  about 
53  percent. 

In  such  programs,  no  deductibles  or  co-pay- 
ments are  generally  involved,  although  one  non- 
Medicaid  State 10  program  included  a  co-payment 
requirement  but  provided  funds  to  the  recipients 
to  cover  such  payments. 

Further  details  on  these  public  assistance  pro- 
grams are  presented  in  the  following  section. 

State  Programs 

Vendor  drug  programs  for  recipients  of  Medic- 
aid and  other  public  assistance  funds  are  now 
operating  in  38  States  and  Territories.  The  range 
in  their  utilization,  costs,  and  benefits  is  very  large. 

"Ibid.,  pp.  6-7. 

'  Ibid.,  p.  35. 

10  Ibid,,  pp.  84-86. 


Thus,  among  all  eligible  beneficiaries,  the  utili- 
zation rates  in  1967  ranged  from  26  percent  in 
Missouri  and  Tennessee  to  91  peicent  in  New 
Hampshire  and  99  percent  in  Rhode  Island.11 

The  average  annual  number  of  prescriptions  per 
user  ranged  from  about  10  in  New  Mexico  to  46  in 
Indiana.12 

The  average  annual  expenditure  per  user  ranged 
from  $39.35  in  New  Jersey  to  $148.95  in  Florida, 
$155.67  in  Nebraska,  and  $158.58  in  Indiana.13 

The  average  cost  per  prescription  ranged  from 
$2.91  in  Kentucky  and  $2.94  in  Illinois  to  $1.74  in 
New  Mexico.14 

Because  of  the  diversity  and  complexity  of  the 
various  State  drug  programs,  the  Task  Force 
selected  five  for  intensive  study— California, 
because  of  its  size ;  Louisiana  and  West  Virginia, 
because  of  their  approach  in  approving  drugs  used 
only  for  the  treatment  of  specific  diseases;  Ken- 
tucky, because  of  its  limited  formulary;  and 
Pennsylvania,  because  of  its  extensive  formulary, 
which  is  used  primarily  as  a  guide  to  prescribing. 

Other  studies  were  conducted  on  the  programs 
in  Indiana,  Nebraska,  North  Carolina,  Oklahoma, 
and  South  Dakota. 

In  nearly  all  of  these  States,  per  capita  drug 
costs  and  average  prescription  prices  for  program 
beneficiaries  were  higher  than  those  for  the  total 
public.15 16  Whether  this  was  the  result  of  pro- 
gram abuse  or  of  the  greater  health  needs  of  those 
receiving  public  assistance  cannot  be  readily 
determined. 

There  was  no  consistent  pattern  of  vendor  pay- 
ment, with  some  States  reimbursing  on  the  basis 
of  customary  and  usual  charges,  some  on  acquisi- 
tion cost  plus  a  percentage  markup,  some  on  acqui- 
sition cost  plus  a  dispensing  fee,  and  some  using  a 
combination  of  percentage  markup  plus  dispensing 
fee.  Several  set  dollar  limits.  There  was  no  clearcut 
relationship  between  any  of  these  methods  and 
program  costs.17 

Where  acquisition  cost  was  a  factor  in  the  reim- 
bursing formula,  this  was  generally  presumed  to 
be  the  listed  wholesale  price,  although  it  is  under- 
stood that  this  list  price  has  little  if  any  relation- 

11  Ibid.,  pp.  88, 111-113. 

12  Ibid.,  pp.  111-113. 
"Ibid. 

11  Ibid. 

13  Ibid. 

10  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
pp.  14,  19-25. 

17  "Current  American  and  Foreign  Programs,"  op.  cit., 
p.  37. 
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ship  to  the  actual  acquisition  cost.18  Few  States 
made  any  efforts  through  spot  audits  to  determine 
actual  acquisition  cost. 

Administrative  expenses  have  been  estimated  to 
average  about  50  cents  per  prescription,  with  the 
lowest  cost — about  20  cents — reported  in  Louisi- 
ana. Differences  in  estimating  administrative 
costs,  however,  make  it  impossible  to  make  exact 
comparisons. 

Among  the  States  studied,  none  was  applying 
data  processing  techniques  to  the  extent,  necessary 
for  effective  utilization  review. 

Only  one  State — North  Carolina — had  tested 
the  effect  of  a  deterrent  charge  to  the  patient.  In 
February  1967,  North  Carolina  required  the  recip- 
ient to  pay  the  first  dollar  of  the  cost  of  each  pre- 
scription, and  at  the  same  time  provided 
beneficiaries  with  monthly  cash  payments  from 
which  to  pay  medical  expenses.  Within  about  two 
months,  although  the  number  of  prescriptions  ac- 
tually increased,  the  total  cost  of  the  prescription 
drug  program  was  reduced.19 

While  there  seemed  to  be  wide  agreement  among 
officials  of  many  States  that  such  a  co-payment  re- 
quirement would  probably  be  a  highly  effective 
method  of  cost  control,  there  was  no  such  agree- 
ment on  the  effect  of  this  technique  in  limiting  the 
access  of  welfare  beneficiaries  to  the  health  care 
they  required. 

The  influence  of  limited  formularies  alone  also 
appears  to  be  questionable.  Although  the  use  of  a 
highly  restrictive  formulary  is  associated  in  sev- 
eral States  with  effective  cost  control,  such  con- 
trol also  has  been  noted  in  Pennsylvania,  with  a 
virtually  unlimited  formulary  but  with  restric- 
tions on  quantity  and  number  of  refills.20 

Many  States  urged  or  required  the  dispensing  of 
low-cost  chemical  equivalent  products  where  avail- 
able. Under  such  conditions,  no  significant  in- 
stances of  lack  of  clinical  equivalency  were 
reported. 

We  find,  therefore,  that  in  Medicaid  and  other 
State  public  assistance  programs,  no  single 
method  will  by  itself  guarantee  program 
efficiency,  but  without  at  least  two  features — 
reasonable  formulary  restrictions  and  effec- 
tive data  processing  procedures — program 
controls  will  be  ineffective.  Although  a  co- 

18  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  D  C,  1968,  pp.  31-53. 

16  '^Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  84-86. 

20  Ibid.,  pp.  87-88. 


payment  requirement  may  not  be  widely 
acceptable  in  public  assistance  drug  pro- 
grams, its  value  in  controlling  costs  in  other 
programs  seems  evident. 

Private  Programs 

Several  nongovernmental  programs  to  provide 
prescription  drugs  to  members  of  unions  and  other 
groups  have  been  in  operation  in  this  country  for 
many  decades,  and  others  have  been  developed  in 
more  recent  years. 

For  special  examination,  the  Task  Force  se- 
lected six  of  these — Prepaid  Prescription  Plans, 
Inc. ; 21  Paid  Prescriptions,  Inc. ; 22  United  Mine 
Workers ; 23  the  Kaiser  Foundation  Health 
Plan ; 2*  Group  Health  Cooperative  of  Puget 
Sound ; 25  and  the  new  Blue  Cross  plan.20 

As  in  the  case  of  State  programs,  these  private 
programs  offered  a  variety  of  approaches.  Some 
utilized  their  own  pharmacies,  and  some  used  com- 
munity pharmacies.  Several  used  restrictive  for- 
mularies, while  others  reimbursed  for  any  pre- 
scribed product. 

All  were  financed  through  monthly  dues  or 
premiums. 

Major  economies  in  these  private  plans  were 
found  associated  with  the  use  of  formularies,  fre- 
quent field  audits  to  determine  actual  acquisition 
costs  by  vendors,  and  the  use  of  a  co-payment  or 
similar  requirement.  The  greatest  economies  were 
noted  in  those  programs  in  which  the  institution 
served  as  the  purchaser  of  the  drug  products, 
rather  than  as  a  reimburser,  and  thus  could  obtain 
competitive  or  negotiated  bids.27 

Several  of  the  programs  included  in  this  study 
either  urged  or  required  the  use  of  available  low- 
cost  chemical  equivalents.  No  significant  problems 
with  lack  of  clinical  equivalency  were  reported. 

Foreign  Programs 

The  greatest  experience  with  prescription  drug 
programs  has  been  achieved  in  a  number  of  foreign 
countries.  Fifteen  of  them  in  eleven  nations  were 
selected  by  the  Task  Force  for  special  study — 
Australia,  Belgium,  Denmark,  France,  Great 
Britain,  The  Netherlands,  New  Zealand,  Norway, 
Sweden,  West  Germany,  and  the  provincial  pro- 

21  Ibid.,  pp.  119-121. 

22  Ibid.,  pp.  122-126. 

23  Ibid.,  pp.  127-128. 
21  Ibid.,  pp.  131-132. 

25  Ibid.,  pp.  129-130. 

26  Ibid.,  pp.  133-134. 

27  Ibid.,  pp.  129-132. 
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grams  of  Alberta,  British  Columbia,  Manitoba, 
Ontario,  and  Saskatchewan  in  Canada.  Less  in- 
tensive studies  were  conducted  on  the  programs  in 
Italy  and  Switzerland. 

All  of  these  nations  show  wide  variations  in 
demographic  characteristics,  government  opera- 
tions, industrial  development,  social  philosophy, 
local  tradition,  and  even  medical  tradition,  and 
certain  portions  of  their  health  insurance  pro- 
grams may  not  be  suitable  for  use  in  the  United 
States.  Nevertheless,  most  of  the  procedures  con- 
sidered for  prescription  drug  insurance  programs 
in  this  country  have  already  been  tried  in  one  form 
or  another  in  these  foreign  programs. 

In  all  of  the  countries  included  in  the  Task 
Force  study — which  represent  nearly  all  of  the 
major  prescription  drug  programs  in  the  world — 
the  program  is  financed  by  employee  or  employer 
contributions,  or  by  voluntary  or  compulsory 
participation  in  various  "sickness  funds"  and  in- 
surance plans. 

Some,  including  several  of  the  Canadian  pro- 
grams, are  designed  exclusively  for  public  assist- 
ance beneficiaries.  Others  cover  the  entire 
population,  regardless  of  economic  status,  while 
still  others  have  programs  providing  one  set  of 
benefits  to  welfare  beneficiaries  or  pensioners,  and 
another  set  to  those  who  are  not  public  assistance 
recipients. 

Most  of  the  prescription  drug  programs,  espe- 
cially in  Europe,  are  integral  parts  of  national 
health  insurance  systems. 

In  most  pountries  for  which  statistical  data  are 
available,  it  is  evident  that  there  has  been  a  steady 
increase  in  the  average  number  of  prescriptions 
per  year,  in  the  average  prescription  cost,  and  in 
the  cost  of  the  entire  program.  The  prices  of  spe- 
cific drug  products  and  of  average  prescriptions 
are  generally  lower  than  those  in  the  United 
States;  these  differences  appear  to  reflect  lower 
labor  costs,  lower  purchasing  power,  and  similar 
factors,  and  also  more  intense  price  competition 
among  drug  manufacturers. 

In  nearly  all  countries  surveyed  in  this  study,  a 
formulary  of  one  type  or  another  is  used  to  im- 
prove rational  prescribing,  ensure  drug  quality, 
and  control  costs.  In  most,  but  not  all  cases,  there 
are  provisions  for  prescribing  an  unlisted  drug 
when  this  is  clinically  indicated. 

The  drug  lists  of  Norway,28  Sweden  20  and  Den- 
mark 30  are  structured  to  provide  only  essential 

28  Ibid.,  p.  188. 
"  Ibid.,  p.  192. 
30  Ibid.,  p.  171. 


drugs  for  serious  diseases.  In  France,31  Great  Brit- 
ain 32  and  West  Germany,33  formularies  are  essen- 
tially unlimited,  and  in  the  last  two  countries  are 
noncompulsory ;  all  three  of  these  countries,  how- 
ever, are  currently  considering  the  use  of  more 
restrictive  formularies. 

In  Australia  34  and  New  Zealand,35  and  in  sev- 
eral European  countries,  formularies  have  proved 
to  be  highly  effective  in  controlling  costs.  The  Aus- 
tralian government,  for  example,  has  no  authority 
to  set  prices  for  drugs  but  uses  inclusion  in  the 
formulary  as  an  indirect  means  of  price  control — 
that  is,  if  the  price  is  considered  too  high  in  rela- 
tion to  its  therapeutic  advantages  by  a  committee 
of  medical  advisors,  a  drug  may  not  be  included 
in  the  list.  New  Zealand  negotiates  prices,  but  will 
pay  only  at  the  level  established  for  an  acceptable 
chemical  equivalent  where  one  is  available.  Most 
of  the  countries  have  either  established  maximum 
retail  prices  or  negotiated  price  agreements  with 
manufacturers. 

Compulsory  licensing  of  patents  is  provided  by 
law  in  most  of  the  countries,  but  the  law  is  seldom 
invoked.  It  may  be  used  if  the  manufacturer  of 
an  "essential"  or  "necessary"  drug  refuses  to  re- 
duce its  price  to  what,  the  health  program  consid- 
ers to  be  a  reasonable  level. 

With  the  exception  of  France,30  all  countries  in 
this  group  reimburse  the  drug  vendor  rather  than 
the  patient.  The  price  paid  to  the  vendor  is  usu- 
ally determined  on  the  basis  of  acquisition  cost 
\plus  an  established  percentage  markup,  a  dispens- 
ing fee,  a  container  fee,  or  a  combination  of  any 
of  these.  In  The  Netherlands,37  a  capitation  system 
is  used  in  which  the  patient  is  required  to  have  his 
prescription  filled  at  a  single  pharmacy,  and  the 
pharmacist  is  paid  a  per  capita  fee  for  each  patient 
registered  with  him. 

In  several  countries,  drug  utilization  review  is 
provided  through  central  or  local  boards  or  com- 
mittees of  physicians.  In  New  Zealand,  for  exam- 
ple, medical  representatives  visit  physicians  to 
discuss  drugs,  local  prescribing  patterns  and  any 
individual  prescribing  habits  which  might  seem 
to  represent  irrational  prescribing.  In  Australia  38 
and  Great  Britain,39  these  visits  occur  when  the 

31  Ibid.,  p.  174. 

32  Ibid.,  p.  178. 

33  Ibid.,  p.  195. 

34  Ibid.,  p.  139. 
33  Tbid.,  p.  185. 

36  Ibid.,  p.  174. 

37  Ibid.,  pp.  182-183. 
3SIbid.,  pp.  139-140. 
30  Ibid.,  p.  178. 
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individual  physician's  prescribing  pattern  appears 
to  represent  unusually  high  costs. 

Nearly  all  of  these  countries  recommend  or  re- 
quire the  use  of  low-cost  chemical  equivalents 
where  available.  No  significant  problems  with  lack 
of  clinical  equivalency  have  been  reported.  Con- 
troversy over  generic-name  prescribing  in  Aus- 
tralia, New  Zealand  and  most  of  the  European 
countries  studied  by  the  Task  Force  has  not 
reached  the  heights  noted  in  the  United  States.40 

Quality  control  in  many  of  the  countries  is 
achieved  by  registration  of  all  drugs  sold  in  the 
country,  as  well  as  by  various  types  of  drug  testing. 
Often  a  drug  evaluation  committee  or  commission 
composed  of  physicians,  pharmacists,  and  drug  in- 
dustry representatives  has  the  responsibility  for 
determining  which  drugs  will  be  registered  and 
which  tests  will  be  imposed.  Testing  varies  from 
batch  analysis  to  complete  laboratory  research  of 
the  formulation  and  its  possible  side  effects. 

Some  programs  call  for  patient  participation 
through  a  fixed  co-payment  or  percentage  co-in- 
surance. The  effect  of  such  a  requirement  was 
demonstrated  in  Great  Britain,  when  the  co-pay- 
ment requirement  was  abolished  and  program 
costs  promptly  rose  substantially.41 

From  a  survey  of  the  major  governmental  and 
private  prescription  drug  programs  in  the  United 
States  and  foreign  countries,  the  Task  Force  finds 
that — 

Establishment  of  an  out-of -hospital  prescrip- 
tion drug  program  for  the  elderly  or  for  other 
population  groups  has  been  shown  to  be 
economically  feasible  in  many  countries. 

Rational  prescribing,  with  due  regard  to 
quality  of  health  care  as  well  as  to  program 

i0IUd.,  pp.  140,  143,  150,  151,  163,  171,  174,  179,  183, 
186, 192, 196. 

"  Ibid.,  pp.  178-179. 


costs,  can  be  improved  through  the  coopera- 
tion of  physicians,  pharmacists,  drug  manu- 
facturers, and  a  governmental  agency. 

Reasonable  program  costs  appear  to  be  as- 
sociated with  (a)  the  use  of  a  formulary  de- 
veloped by  or  in  cooperation  with  the  medical 
community,  (6)  the  use  of  co-payment  or  co- 
insurance, (c)  the  use  of  utilization  review 
procedures  to  prevent  or  minimize  irrational 
prescribing,  (d)  the  use  of  appropriate  elec- 
tronic or  other  data  processing  methods,  with 
appropriate  drug  coding  techniques,  (e)  sim- 
plified determination  of  beneficiary  eligibil- 
ity,  (/)  population  coverage  which  obviates 
the  adverse  selection  of  high-risk  benefici- 
aries, (g)  the  use  of  a  vendor  payment  for- 
mula based  on  actual  acquisition  cost  verified 
by  field  audits  rather  than  any  catalog  or 
wholesale  list  price,  and  (h)  operation 
with  the  program  serving  as  the  legal  pur- 
chasing agency,  with  utilization  of  competi- 
tive and  negotiated  bids,  rather  than  merely 
as  the  reimbursing  agency. 


From  its  consideration  of  ongoing  prescrip- 
tion drug  programs,  the  Task  Force  finds 
that  a  permanent  mechanism  is  needed  at  the 
Federal  level  to  collect,  analyze  and  exchange 
information,  and  to  provide  effective  coordi- 
nation of  drug-related  activities  among  the 
agencies  involved. 

We  therefore  recommend  that  the  Federal 
Interdepartmental  Health  Policy  Council 
should  concern  itself  with  the  coordination 
of  all  ongoing  Federal  prescription  drug  pur- 
chase and  reimbursement  programs. 

We  recommend  that  a  special  subcommittee 
of  the  Council  should  be  appointed  for  this 
purpose. 
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CHAPTER  6 

DRUG  QUALITY 


Intimately  related  to  the  costs  of  drugs  in  any 
insurance  program  is  the  quality  of  those  products. 
Involved  here  is  not  only  the  financial  soundness 
of  the  program;  more  significant  is  the  quality  of 
health  care  which  is  being  provided. 

During  the  past  eighteen  months,  the  Task 
Force  has  considered  various  aspects  of  drug 
quality,  and  reported  on  a  number  of  significant 
developments : 

•  Programs  undertaken  to  evaluate  the  ade- 
quacy of  existing  drug  standards  and  to  in- 
stitute changes  in  those  standards  necessary 
to  assure  the  clinical  equivalency  of  chemi- 
cally equivalent  drugs.1-3 

•  Steps  taken  by  the  Food  and  Drug  Adminis- 
tration to  strengthen  the  enforcement  of  its 
regulations  concerning  Good  Manufacturing 
Practices.4-5 

•  The  review  of  the  efficacy  of  some  2,900 
drugs  first  marketed  between  1938  and  1962 
which  have  been  under  examination  by  the 
National  Academy  of  Sciences/National 
Research  Council.6-7 

•  The  successful  drug  quality  control  program 
of  two  of  the  Government's  major  drug-pur- 
chasing agencies,  the  Department  of  Defense 
and  the  Public  Health  Service,  as  well  as 
those  of  several  foreign  nations.8"9 

•  A  special  study  instituted  by  the  Task  Force 
for  the  objective  determination  of  the  biologi- 
cal equivalency  of  selected  chemical  equival- 


a  This  chapter  updates  the  material  presented  originally 
in  the  First  and  Second  Interim  Reports  of  the  Task 
Force. 

1  Task  Force  on  Prescription  Drugs :  "The  Drug  Pre- 
scribes," U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  pp.  26-29. 

2  Task  Force  on  Prescription  Drugs :  "First  Interim 
Report,"  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  March  7,  1968. 

3  Task  Force  on  Prescription  Drugs :  "Second  Interim 
Report,"  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  August  30, 1968,  p.  80. 

4  "The  Drug  Prescribers,"  op.  cit.,  pp.  32-35. 

5  "Second  Interim  Report,"  op.  cit.,  pp.  81-83. 
0  "The  Drug  Prescribers,'  op.  cit.,  pp.  36-37. 

7  "First  Interim  Report,"  op.  cit. 

8  Task  Force  on  Prescription  Drugs :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  pp.  3-4,  15-16,  136  ct  seq. 

8  "Second  Interim  Report,"  op.  cit.,  pp.  85,  87,  102. 


ents.  (This  study  is  described  in  a  following 
section.  See  page  33.) 

Despite  budgetary  restraints  and  the  need  to  de- 
velop new  methodology,  steady  progress  has  been 
made  in  all  of  these  areas. 

Clinical  Equivalency 

During  the  past  several  years,  the  clinical  equiv- 
alency of  generic-name  products  has  been  the 
center  of  particularly  heated  controversy.10-12 

This  issue  may  be  presented  as  follows : 

Given  two  drug  products  containing  essentially 
the  same  amount  of  the  same  active  ingredient 
in  the  same  dosage  form — that  is,  two  chemical 
equivalents — will  they  produce  essentially  the 
same  clinical  effects? 

This  question,  of  increasing  interest  to  both 
physicians  and  patients,  is  now  under  careful  con- 
sideration by  the  scientific  community.  Objective 
research  has  shown  that  in  certain  instances  the 
clinical  effects  may  not  be  the  same.13-14  (See  also 
page  33  below.) 

The  Task  Force  finds,  however,  that  on  the 
basis  of  available  evidence,  lack  of  clinical 
equivalency  among  chemical  equivalents 
meeting  all  official  standards  has  been 
grossly  exaggerated  as  a  major  hazard  to  the 
public  health. 

Where  low-cost  chemical  equivalents  have  been 
employed — in  foreign  drug  programs,15  in  leading 
American  hospitals,10  in  State  welfare  pro- 
grams,17 18  in  Veterans  Administration 19  and 
Public  Health  Service  hospitals,20  and  in  Ameri- 
can military  operations  21 — instances  of  clinical 

10  "The  Drug  Prescribers,"  op.  cit.,  pp.  21-23. 

11  "Second  Interim  Report,"  op.  cit.,  pp.  72-74. 

12  Task  Force  on  Prescription  Drugs :  "Fourth  Interim 
Report,"  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  January  10,  1969,  p.  2. 

13  "The  Drug  Prescribers,"  op.  cit.,  p.  39. 

14  "Second  Interim  Report,"  op.  cit.,  pp.  72-73. 

13  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  140,  143,  146,  171,  174,  179,  183,  186,  189,  192,  196. 

16  "The  DrUg  Prescribers,"  op.  cit.,  pp.  48-49. 

17  Ibid.,  p.  47 

18  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  49,  71. 

w  Ibid.,  pp.  19-20 
"°  Ibid.,  p.  18. 
21  Ibid.,  p.  4. 


nonequivalency  have  seldom  been  reported,  and 
few  of  these  have  had  significant  therapeutic  con- 
sequences. 

Even  though  such  cases  are  few,  and  others  may 
well  be  reported  in  the  future,  these  cannot  be 
ignored,  and  the  problem  deserves  careful  consid- 
eration because  of  the  medical  and  economic  poli- 
cies which  are  involved. 

The  interrelation  of  medical  and  economic  fac- 
tors is  especially  obvious  in  the  case  of  two 
chemically  equivalent  products,  both  containing 
the  same  amount  of  the  active  ingredient  and  both 
meeting  legal  standards,  but  priced  at  different 
levels. 

If  the  physician  can  be  given  reasonable  assur- 
ance that  two  such  competitive  products  will,  in 
fact,  give  predictably  equivalent  clinical  effects, 
then  his  choice  between  the  two  may  well  be  based 
on  relative  costs.  Under  such  conditions,  there 
would  be  little  justification  for  prescribing  a  rela- 
tively expensive  brand  of  a  drug  when  an  equally 
effective  counterpart,  is  available  at  substantially 
lower  cost.  Similarly,  there  would  be  little  justifi- 
cation for  a  Federal  drug  program  to  provide  for 
reimbursement  of  such  an  expensive  brand. 

But  if  the  physician  cannot  be  given  this  as- 
surance, his  clinical  judgment  would  dictate  that 
he  use  only  the  product  which  can  be  expected  to 
yield  the  desired  clinioal  effects — regardless  of 
cost  or  any  other  nonmedical  factor. 

The  physician  should  be  given  assurance — not 
in  the  form  of  advertising,  promotion,  or  the  estab- 
lished image  of  the  manufacturer  involved,  but  in 
the  form  of  objective,  scientific  data.  In  view  of 
the  thousands  of  drug  products  on  the  market,  the 
accumulation  of  such  data  might  seem  to  be  monu- 
mental. But,  with  the  exception  of  a  few  drugs 
for  which  adequate  analytical  methods  are  cur- 
rently unknown,  the  Task  Force  has  noted  that  the 
problem  is  by  no  means  insoluble. 

Clinical  Equivalency  and  Biological 
Equivalency 

For  the  direct  determination  of  clinical  equiva- 
lency,  it  would  be  necessary  to  compare  drug  prod- 
ucts containing  the  same  active  ingredient,  in  the 
same  tablet  or  capsule  or  other  dosage  form,  in 
the  same  amounts,  and  measurement  of  their  rela- 
tive effects  in  human  patients  in  the  alleviation 
of  symptoms  or  the  control  of  a  specific  disease. 

Except  perhaps  in  rare  instances,  such  a  com- 
parison appears  to  be  impractical  at  this  time.  It 


would  be  time  consuming  and  costly.  It  would  be 
complicated  not  only  by  individual  human  differ- 
ences but  by  differences  in  the  symptoms  or  dis- 
eases under  consideration.22  23 

Clinical  equivalency  studies  could  be  conducted 
in  experimental  animals,  but  the  nature  of  specific 
diseases  and  the  nature  of  drug  absorption  and  ac- 
tion in  animals  and  human  beings  may  not  be  di- 
rectly comparable  in  all  cases. 

Instead,  attention  has  been  directed  to  the  use  of 
biological  equivalency — or  relative  biological  or 
physiological  availability — measured  in  normal 
subjects  as  a  proxy  for  the  direct  measurement  and 
comparison  of  therapeutic  effects.24 

This  is  based  on  the  general  agreement  among 
pharmacologists  that  with  most  drugs — certainly 
those  taken  orally  for  their  effect  on  internal  tissues 
and  organs — their  therapeutic  effectiveness  will  be 
closely  related  to  the  absorption  of  the  active  in- 
gredient into  the  blood  stream.25 

Thus,  it  is  assumed  that  if  the  active  ingredient 
in  two  or  more  chemically  equivalent  products 
reaches  the  blood  (or  other  fluid  or  tissue) — and 
becomes  biologically  or  physiologically  avail- 
able— at  the  same  time  and  in  the  same  amounts, 
their  therapeutic  effects  will  be  essentially  the 
same. 

Among  the  formulation  factors  which  may  be 
involved  here,  and  involved  in  any  possible  non- 
equivalency  of  orally-ingested  products,  are  par- 
ticle size;  crystal  form;  the  pressures  and  other 
conditions  used  in  tabletmaking;  and  adjuvants, 
such  as  substances  incorporated  as  fillers,  lubri- 
cants, binders,  coatings,  flavorings,  colorings,  and 
tablet-disintegrating  agents.26 

Attention  has  also  been  directed  toward  physico- 
chemical  tests  which  might  be  used  to  indicate 
biological  equivalency — and,  in  turn,  clinical 
equivalency.  Perhaps  the  most  important  of  these 
is  the  dissolution  rate.  Once  a  drug  is  dissolved 
in  the  gastrointestinal  fluid,  absorption  is  usually 
rapid.  It  is  not  surprising,  therefore,  that  reported 
instances  of  clinical  nonequivalency  are  rare  among 
drugs  which  are  highly  soluble  or  administered 
in  solution  but  most  frequent  among  drugs  of  in- 
herently low  solubility  which  are  administered  in 
solid  dosage  forms  such  as  tablets  and  capsules.27 

23  "The  Drug  Prescribers,"  op.  cit.,  p.  23. 

23  "Second  Interim  Report,"  op.  (At.,  pp.  74-75. 

2i  "The  Drug  Prescribers,"  op.  cit.,  pp.  23-24. 

25  Ibid.,  V-  23. 

26  Ibid.,  v>.  24. 
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Biological  Equivalency  Trials 

In  consideration  of  the  foregoing,  the  Task 
Force  initiated  a  program  in  the  fall  of  1967  to 
determine  scientifically  the  biological  equivalency 
of  a  number  of  chemical  equivalents.28  29 

A  major  phase  of  the  investigation  was  an  at- 
tempt to  determine  whether  any  observed  differ- 
ences in  biological  equivalency  could  be  related  to 
differences  in  the  physical  or  chemical  character- 
istics of  the  products. 

It  was  recognized  at  the  outset  that  such  trials 
were  urgently  needed  for  relatively  few  drugs. 
For  example,  among  the  409  products  most  widely 
used  by  the  elderly — and  which  accounted  for 
about  88  percent  of  all  prescription  drugs  dis- 
pensed to  this  group,  there  were  only  86  which 
were  dispensed  under  brand  name  but  could  have 
been  dispensed  under  generic  name  from  one  or 
more  additional  suppliers.  An  additional  30  were 
actually  dispensed  under  generic  name.30 

Among  these,  the  priority  for  clinical  trials  was 
determined  on  the  basis  of  the  following  criteria : 

•  The  product  is  generally  considered  as  a 
"critical'^  drug — that  is,  required  for  the  con- 
trol of  a  disease,  rather  than  for  the  allevia- 
tion of  temporary  symptoms. 

•  It  is  generally  dispensed  in  solid  form — as 
a  tablet  or  capsule. 

•  The  active  ingredient  is  relatively  insoluble. 

•  Particular  attention  should  be  given  to  those 
drugs  which  had  previously  been  the  subject 
of  reported  or  suspected  non equivalency  or 
therapeutic  failure. 

A  number  of  drugs  meeting  these  criteria — to- 
gether with  a  few  others  chosen  for  special  study — 
were  selected  by  the  Task  Force  in  consultation 
with  representatives  of  clinical  medicine,  pharma- 
cology, pharmacy,  brand-name  and  generic-name 
manufacturers,  the  Food  and  Drug  Administra- 
tion, and  other  governmental  agencies.  Among 
these  drugs,  listed  in  alphabetical  order,  were  the 
following : 31 


Aminophylline 

Bishydroxycoumarin 

Chloramphenicol 

Chlortetracycline 

Diethylstilbestrol 

Diphenhydramine 

Diphenylhydantoin 

Erythromycin 

Ferrous  sulfate 

Griseofulvin 

Hydrocortisone 

Isoniazid 

Meperidine 

Meprobamate 

Oxytetracycline 


Para-amino-sali- 
cylate,  sodium 

Potassium  penicillin 
G 

Potassium  penicillin 
V 

Prednisone 

Quinidine 

Reserpine 

Secobarbital  sodium 

Sulfisoxazole 

Tetracycline 

Thyroid 

Tripelennamine 

Warfarin  sodium 


58  Ibid.,  pp.  39-40. 

29  "Second  Interim  Report,"  op.  cit.,  pp.  77-79. 

30  Task  Force  on  Prescription  Drugs :  "The  Drug  Users,'' 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
pp.  31-32. 

31  "The  Drug  Prescribers,"  op.  cit.,  p.  39. 


(It  must  be  emphasized  that  inclusion  in  this 
list  does  not  necessarily  indicate  that  any  or  all 
generic-name  products  are  or  are  not  biologically 
equivalent.) 

Biological  equivalency  studies  on  these  products 
in  human  volunteers  began  late  in  1967  in  the  FDA 
laboratories;  at  Georgetown  University,  under  an 
FDA  contract;  and  at  the  Public  Health  Service 
Hospital  in  San  Francisco. 

(Detailed  results  of  these  investigations  are  not 
presented  in  this  report.  Since  they  will  obviously 
be  of  practical  concern  to  physicians  and  scientists, 
the  data  are  being  announced — as  quickly  as  they 
become  available — in  the  usual  medical  and  tech- 
nical publications-  It  is  expected  that  products  will 
be  removed  from  the  market  as  an  essential  step  in 
improving  the  quality  of  health  care  where  legally 
and  clinically  significant  nonequivalence  has  been 
established.) 

As  an  important  part  of  these  trials,  attempts 
are  being  made  to  determine  whether  any  observed 
differences  in  biological  availability  could  be  cor- 
related with  differences  in  any  physico-chemical 
characteristics  of  the  product,  Such  physico-chem- 
ical differences  could  presumably  be  utilized  in 
developing  new  and  improved  specifications  for 
drug  quality  testing. 

The  Task  Force  recommends  that  the  present 
clinical  trials  to  determine  the  biological 
equivalency  of  important  chemical  equiva- 
lents should  be  continued  by  the  Department 
of  Health,  Education,  and  Welfare  on  a  high 
priority  basis. 
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In  earlier  interim  reports,  the  Task  Force  indi- 
cated that  these  biological  equivalency  trials  would 
be  reasonably  up-to-date  by  1970. 32  33 

As  a  more  realistic  projection,  we  find  that 
the  drug  quality  studies  undertaken  by  the 
Food  and  Drug  Administration  are  expected 
to  be  adequately  if  not  completely  up-to-date 
by  1971,  and  thus  will  provide  reasonable 
assurance  of  uniform  drug  quality  by  that 
time. 

Drug  Cost  and  Clinical  Equivalency 

Various  proposals  have  been  presented  under 
which  the  Secretary  of  Health,  Education,  and 
Welfare,  in  Medicare  and  other  drug  programs, 
would  be  empowered  to  provide  reimbursement  at 
a  higher  price  if  the  manufacturer  could  substan- 
tiate a  claim  that  his  product  possessed  "distinct 
therapeutic  advantages"  over  a  chemical  equiva- 
lent product.  These  suggestions  have  been  care- 
fully considered  by  the  Task  Force.34 

Although  this  double-standard  approach  ap- 
pears to  present  certain  economic  advantages,  it 
also  presents  obvious  clinical  hazards. 

In  the  case  of  chemical  equivalents  available 
from  two  or  more  sources,  we  are  convinced  that 
the  primary  objective  should  be  to  provide  the 
physician  with  every  reasonable  assurance  that 
all  chemical  equivalents  of  the  same  drug  on  the 
market — when  administered  in  the  same  manner 
and  in  the  same  dose — will  give  essentially  equiva- 
lent clinical  results.  Unless  the  drugs  perform  re- 
liably in  the  clinical  situation,  the  physician  will 
find  himself  in  an  intolerable  situation,  with  the 
possibility  that  he  may  be  placing  the  health  or 
even  the  life  of  his  patient  in  jeopardy. 

Accordingly,  when  the  patent  on  a  product  ex- 
pires and  it  becomes  possible  to  market  chemical 
equivalents,  the  original  drug  product — by  virtue 
of  the  clinical  experience  accumulated  through 
its  use,  and  because  physicians  will  have  become 
familiar  with  its  characteristics — should  serve  as 
the  reference  product. 

As  recommended  by  the  Food  and  Drug  Admin- 
istration, any  generic-name  counterpart  thereafter 
proposed  for  introduction  should  be  required 
either  (a)  to  match  the  reference  product,  through 

32  "First  Interim  Report,"  op.  cit, 

M  "Third  Interim  Report,"  op.  cit.,  p.  76. 

34  "Fourth  Interim  Report,"  op.  cit.,  p.  5. 


conformity  with  all  pertinent  USP,  NF,  or  other 
compendium  standards,  and,  when  required  by  the 
Secretary,  presentation  of  appropriate  test  data  to 
demonstrate  essentially  equivalent  biological 
availability,  or  (b)  to  present  acceptable  clinical 
evidence  of  safety  and  efficacy  through  the  New 
Drug  Application  procedure.35 

A  chemical  equivalent  which  does  not  meet  one 
or  the  other  of  these  requirements  should  not  be 
accepted  for  Federal  reimbursement  or  purchase, 
and  should  not  be  approved  for  shipment  in  in- 
terstate commerce.. 

We  therefore  find  that  there  should  be  uni- 
form standards  of  quality  and  efficacy  for 
each  drug  in  any  Federally-supported  drug 
program,  and  that  it  would  be  inappropriate 
to  provide  for  differential  cost  ranges  for 
products  sold  under  brand  or  generic  names. 

Drug  Standards 

In  the  United  States,  the  two  most  important 
official  compendia  of  drug  standards  and  speci- 
fications are  the  U.S.  Pharmacopeia  (USP)  and 
the  National  Formulary  (NF).  Both  have  long 
and  distinguished  histories,  and  are  highly  re- 
garded by  physicians  and  scientists.36 

Although  both  publications  have  clearly  stated 
that  they  cannot  guarantee  it,  their  standards  and 
specifications  have  been  widely  presumed  to  assure 
the  clinical  equivalency  of  chemical  equivalents. 

The  recent  finding  that  some  chemical  equiva- 
lents are  not  biologically  equivalent,  even  though 
they  conform  to  existing  USP  and  NF  standards, 
has  shown  that  certain  of  these  standards  may 
require  revision.37 

During  the  past  year,  representatives  of  both 
USP  and  NF  have  been  cooperating  closely  with 
the  Task  Force  to  meet  this  challenge.38  It  is  ex- 
pected that  existing  specifications  will  be  tightened 
where  indicated  and  possible,  and  that  these  modi- 
fications will  be  incorporated  in  the  revised  USP 
and  NF  editions  now  in  preparation. 

The  Task  Force  commends  the  U.S.  Pharma- 
copeia and  the  National  Formulary  for  their 
prompt  and  responsible  approach  to  the  problem 
of  clinical  equivalency. 


35  "The  Drug  Prescribers,''  op.  cit.,  pp.  34-35. 
"Ibid,,  pp.  25,44-45. 
37  Ibid.,  pp.  26-30. 
w  Ibid.,  pp.  28-30. 
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Quality  Control 

The  establishment  and  enforcement  of  product 
standards  and  specifications  represents  one  impor- 
tant approach  to  the  problem  of  drug  quality  and 
clinical  equivalency. 

Another  is  the  establishment  and  rigid  enforce- 
ment of  appropriate  quality  control  standards  in 
all  aspects  of  drug  production  and  packaging.39  40 
The  Task  Force  has  already  recommended  that  a 
registration  and  licensing  system  be  considered 
under  which  drug  producers  and  packagers  would 
be  required  to  conform  to  a  code  of  Good  Manu- 
facturing Practices  and  other  criteria.  (See  page 
15.) 

We  likewise  recommend  that  adequate  finan- 
cial support  should  be  provided  to  the  Food 
and  Drug  Administration  for  necessary 
educational  and  inspection  operations  so  that 
acceptable  quality  control  methods  can  be 
instituted  and  properly  maintained  in  all 
drug  manufacturing  and  packaging  estab- 
lishments. 

We  recommend  that  the  Food  and  Drug  Ad- 
ministration should  be  authorized  to  provide 
additional  support,  including  grants-in-aid, 
to  State  and  local  agencies  in  order  to  im- 
prove quality  control  of  prescription  drugs 
in  intrastate  commerce. 

The  enforcement  of  an  acceptable  quality  con- 
trol program  may  be  expected  to  have  these  effects : 

•  Many  reputable  manufacturers,  both  large 
and  small,  already  maintain  acceptable  quality 
control  programs,  and  will  merely  be  obliged 
to  continue  them. 

38  Ibid.,  p.  31. 

*°  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  D.O.,  1968,  pp.  23-24. 


•  Some  manufacturers  may  elect  not  to  institute 
such  programs,  and  their  products  would 
therefore  be  found  unacceptable  for  shipment 
in  interstate  commerce. 

•  Other  manufacturers  will  elect  to  institute 
and  maintain  acceptable  quality  control 
methods.  This  may  result  in  slightly  higher 
production  costs,  which  the  manufacturers 
would  most  probably  cover  by  setting  slightly 
higher  prices  on  their  products. 

The  Task  Force  is  strongly  convinced  that  the 
added  investment  of  Federal  funds  to  require  ac- 
ceptable quality  control  methods,  and  the  slightly 
higher  drug  prices  that  may  result  in  some  in- 
stances, would  be  more  than  justified  by  the  im- 
provement in  drug  quality  that  would  be  achieved. 

We  have  given  careful  consideration  to  propo- 
sals for  the  placement  of  fulltime  Food  and  Drug 
Administration  inspectors  in  every  drug  manu- 
facturing plant — large  and  small — but  believe  this 
would  involve  unjustifiably  heavy  expenses  and 
inappropriate  use  of  skilled  manpower. 

We  have  also  considered  proposals  for  the  ex- 
tension of  batch  certification — now  applied  mainly 
for  insulin,  antibiotics  and  biologicals  41 — to  all 
drugs,  requiring  FDA  testing  and  approval  at  the 
manufacturer's  expense  before  any  batch  may  be 
released  for  distribution.  We  feel  this  would  place 
an  unnecessarily  heavy  and  costly  burden  on  man- 
ufacturers which  would  be  reflected  in  unneces- 
sarily higher  prices  to  consumers. 

Instead,  we  believe  that  further  study  is  needed 
on  the  use  of  self-certification,42  with  each  manu- 
facturer instituting  and  maintaining  a  quality 
certifying  program  approved  by  FDA. 

«  "rphg  Drug  Prescribers,"  op.  cit.,  pp.  35-36. 
42  Ibid.,  p.  36. 
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CHAPTER  7 

GENERIC  PRESCRIBING  AND  DRUG  COSTS 


In  recent  years,  as  noted  elsewhere,1 2  the  pos- 
sibility of  reducing  prescription  drug  costs  by 
inducing  or  requiring  the  prescription  of  low-cost 
chemical  equivalent  products  wherever  available — 
an  approach  known  as  generic  prescribing — has 
evoked  some  interest. 

Savings  can  obviously  be  made  by  such  a  meth- 
od. For  example,  it  has  been  testified  that  some 
patients  are  required  to  purchase  Meticorten,  at 
$8.50  for  30  tablets,  when  the  drug  is  available 
under  its  generic  name  of  prednisone  at  $2.58  for 
the  same  number  of  tablets.  Similarly,  they  pay 
$7.06  for  100  tablets  of  Serpasil,  although  it  is 
available  under  the  generic  name  of  reserpine  at 
$2.91.  They  purchase  Achromycin  at  $5.56  for  16 
capsules,  even  though  it  is  available  under  its 
generic  name  of  tetracycline  for  $3.83.3 

The  substantial  savings  which  could  be  made  by 
generic  prescribing  in  such  specific  cases  are  ap- 
parent. The  significance  of  such  differences  when 
measured  against  a  total  drug  program,  however, 
has  not  heretofore  been  examined.  Establishment 
of  the  Master  Drug  List  in  this  Task  Force  study 
has  afforded  an  opportunity  to  examine  the  situa- 
tion in  more  detail.4 

Among  the  409  products  in  the  MDL  were  86 
which  were  dispensed  under  brand  name,  but 
which  were  no  longer  protected  by  patent  and 
could  have  been  purchased  under  a  generic  name 
from  one  or  more  additional  suppliers.  In  the  case 
of  23  of  these  multiple-source  products,  however, 
the  chemical  equivalents  were  available  at  only 
the  same  or  higher  cost,  and  offered  no  opportuni- 
ties for  savings. 

There  remain,  therefore,  63  products  which 
could  have  been  obtained  from  multiple  suppliers 
at  a  cost  distinctly  lower  than  that  of  the  brand- 
name  product  actually  dispensed. 

For  these  63  products,  the  use  of  low-cost  chem- 
ical equivalents  could  have  reduced  the  total 

1  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  pp.  25,  41^2. 

3  Task  Force  on  Prescription  Drugs :  "The  Drug  Pre- 
scribers,"  U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  p.  13. 

3  Task  Force  on  Prescription  Drugs :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C..  1968, 
p.  36. 

1  IUd.,  pp.  36-37. 


acquisition  cost  to  the  retailer  from  nearly  $74.9 
million  to  $33.4  million,  representing  a  potential 
saving  of  $41.5  million,  or  55.3  percent  at  the 
wholesale  level. 

The  saving  to  consumers  would  depend  in  part 
on  the  markup  established  by  the  pharmacist: 

•  If  the  markup  were  set  so  the  pharmacist 
would  receive  the  same  gross  profit  as  before 
($1.81  per  prescription) — neither  gaining  nor 
losing  by  dispensing  a  low-cost  chemical 
equivalent — the  total  retail  price  would  be 
reduced  from  $150.0  million  to  $108.5  million. 
This  would  represent  a  saving  to  consumers 
of  the  full  $41.5  million,  or  27.7  percent  on 
the  63  drug  products  involved. 

•  If  the  markup  were  set  at  $1.50  per  prescrip- 
tion, the  saving  would  be  $54.4  million,  or 
36.3  percent. 

•  If  it  were  set  at  $2.00  per  prescription,  the 
saving  would  be  $33.8  million,  or  22.5 
percent. 

The  impact  of  such  potential  savings  on  the  en- 
tire drug  program  would  be  less  significant.  Thus, 
when  measured  against  the  total  retail  cost  of 
$612.3  million  for  all  409  drugs  on  the  Master 
Drug  List,  a  saving  of  $41.5  million  would  have 
these  effects : 

•  A  saving  of  8.0  percent  with  a  $1.50  markup 
by  the  pharmacist. 

•  A  saving  of  6.1  percent  with  a  $1.81  markup 
(which  was  the  actual  markup  received  by 
the  pharmacist  on  these  prescriptions) . 

•  A  saving  of  5.0  percent  with  a  $2.00  markup. 

It  must  be  emphasized  that  these  calculations 
are  based  simply  on  cost  levels  for  these  drug 
products  as  they  existed  in  1966.  They  are  not 
concerned  with  any  differences  which  might  have 
existed  in  the  quality  of  the  respective  products, 
nor  with  any  administrative  or  other  costs  which 
would  be  involved  in  any  drug  program  requiring 
generic  prescribing,  nor  with  any  use  of  formu- 
laries or  other  guidelines. 

Savings  might  be  more  substantial  in  later 
years,  since  patent  protection  would  expire  on 
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some  drugs  listed  as  single-source  products  on  the 
1966  Master  Drug  List,  and  low-cost  generics 
could  appear  as  competitive  items.  On  the  other 
hand,  it  appears  reasonable  to  expect  that  new 
patented  drugs  would  be  added  year  after  year 
to  the  list  of  most  frequently  used  products,  and 
the  overall  change  would  therefore  not  be 
appreciable. 

Although  the  savings  indicated  above  as  a  per- 
centage of  a  total  program — about  5  to  8  percent — 
may  not  seem  large,  any  economy  of  the  order  of 
$41.5  million  per  year  can  scarcely  be  considered 
insignificant.  Moreover,  such  savings  would  in- 
volve many  products  used  in  long-term  mainte- 
nance therapy,  and  thus  would  provide  particular 
help  to  patients  with  chronic  illness  whose  drug 
needs  are  often  the  most  burdensome. 


For  example,  among  the  63  products  for  which 
low-cost  generic-name  counterparts  were  avail- 
able, sizeable  savings  could  be  achieved  notably 
with  drugs  prescribed  for  long-term  use  in  the 
treatment  of  heart  disease,  high  blood  pressure, 
kidney  disease,  arthritis  and  related  conditions, 
and  mental  and  nervous  conditions.5 

The  Task  Force  finds,  therefore,  that  the  use 
of  low-cost  chemical  equivalents  can  yield 
important  savings,  especially  in  the  case  of 
patients  with  cardiovascular  disease,  kidney 
disease,  arthritis,  and  mental  and  nervous 
conditions,  and  the  use  of  such  products 
should  be  encouraged  wherever  this  is  con- 
sistent with  high-quality  health  care. 

5  Ibid.,  pp.  140-145. 
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CHAPTER  8 

FORMULARIES 


Another  point  of  major  controversy  in  recent 
years  has  been  the  use  of  a  formulary  in  any  pro- 
posed, drug  program.  One  of  the  obvious  charac- 
teristics of  this  dispute  is  the  lack  of  agreement 
on  what  kind  of  formulary  the  disputants  are 
proposing  or  opposing.  Thus,  a  formulary  is  ap- 
parently considered  to  be  any  one  of  the 
following  i1 

•  A  list  of  standard  drugs  (as  established  by 
an  officially  designated  body). 

•  A  list  of  recommended  drugs  (as  established 
by  an  individual,  a  group  of  experts,  a  medi- 
cal society,  a  government  agency,  a  hospital, 
an  insurance  plan,  or  a  group  of  advertisers) . 

•  A  list  of  approved  drugs  (as  established  by 
a  government  agency,  a  hospital,  or  an  insur- 
ance plan). 

In  this  report,  the  word  formulary  is  used  to 
indicate  a  list  of  approved  drugs  or  drug  prod- 
ucts— a  drug  listing  restricted  in  order  to  achieve 
more  rational  prescribing,  or  economy,  or  both. 

With  the  aid  of  expert  consultants,  the  Task 
Force  has  reviewed  a  wide  variety  of  such  for- 
mularies, giving  primary  attention  to  those  used 
by  hospitals,  and  by  American  and  foreign  drug 
programs. 

Foreign  Drug  Programs 

A  survey  of  national  drug  programs  in  a  num- 
ber of  foreign  countries  has  shown  that  formu- 
lary use  ranges  from  restricted  formularies, 
including  only  a  few  hundred  items,  to  compre- 
hensive formularies  containing  almost  every  drug 
on  the  market. 

Some  specify  the  drugs  for  which  reimburse- 
ment will  be  provided.2  Others  list  the  diseases 
for  which  drug  therapy  is  covered.3 

Where  formularies  are  employed,  they  are  used 
to  improve  the  quality  of  treatment  as  well  as  to 

*Task  Force  on  Prescription  Drugs:  "The  Drug  Pre- 
servers," U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  p.  43. 

2  Task  Force  on  Prescription  Drugs :  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  pp.  137,  143,  151,  182,  184. 

3  Ibid.,  pp.  171,  187,  190-192. 


control  costs.  They  include  only  drugs  which  are 
believed  to  be  safe  and  effective.  In  the  case  of  the 
more  restrictive  formularies,  those  products  which 
are  considered  by  the  medical  community  to  be 
duplicative — offering  no  significant  therapeutic 
advantages  over  other  products  on  the  market — 
are  not  listed.  Where  low-cost  chemical  equiva- 
lents are  available,  they  are  usually  included 
rather  than  their  more  expensive  brand-name 
counterparts. 

There  are  usually  provisions  for  reimburse- 
ment for  an  unlisted  drug  if  the  physician  indi- 
cates that  it  is  essential  for  the  appropriate 
treatment  of  a  specific  patient. 

In  order  to  control  rising  drug  expenses,  there 
are  moves  in  those  countries  which  do  not  use 
formularies  to  require  them  in  the  future,  and  in 
those  countries  with  large  formularies  to  make 
these  more  restrictive.4 

Even  in  those  countries  with  relatively  restric- 
tive formularies,  but  with  the  selection  of  drugs 
made  by  expert  committees  of  clinicians  and  sci- 
entists, the  utilization  of  formularies  appears  to 
be  associated  with  general  acceptance  by  practic- 
ing physicians  and  pharmacists,  more  intensive 
competition  among  manufacturers,  relatively 
effective  price  control,  and  few,  if  any,  reported 
problems  related  to  therapeutic  equivalency.5 

It  is  noteworthy  that  many  major  American 
drug  manufacturers  are  able  to  compete  success- 
fully under  such  conditions,  and  have  their  prod- 
ucts accepted  for  formulary  inclusion. 

Federal  Programs 

Under  current  programs,  formularies  are  used 
in  all  military,6  Veterans  Administration,7  and 
Public  Health  Service  hospitals  and  clinics,8  but 
generally  not  in  the  drug  vendor  programs  of 
these  agencies.9  Each  Neighborhood  Health  Cen- 
ter operating  under  the  Office  of  Economic  Op- 
portunity may  determine  for  itself  whether  it 

1  "The  Drug  Prescribers,"  op  cit.,  p.  49. 

5  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  139,  143,  171,  182.  185-186. 

6  Ibid.,  p.  3. 
'Ibid.,  p.  20. 
sIbid.,  p.  18. 
"Ibid.,  pp.  10,  23. 
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will  use  a  formulary.10  As  noted  below,  inhospital 
care  under  Medicare  requires  the  use  of  an  offi- 
cial compendium  or  a  hospital  formulary. 

State  Programs 

Of  the  States  with  Medicaid  or  other  welfare 
drug  programs,  thirteen  are  currently  using  a  for- 
mulary system.11  These  vary  in  the  number  of 
items  from  approximately  100  in  Kentucky  to 
almost  2,400  in  Pennsylvania.  Some  States  list 
specific  drugs,  while  others  list  the  diseases  for 
which  drug  therapy  is  covered. 

Most  State  formularies  show  classes  or  types  of 
drugs  that  are  not  reimbursable,  such  as  over-the- 
counter  items,  nonnarcotic  analgesics,  multivita- 
mins, anti-obesity  drugs,  sustained  release  medica- 
tions, and  tranquilizers.  Many  place  limits  on 
maximum  quantities,  the  number  of  permitted  re- 
fills, or  the  maximum  price  for  any  prescription.12 

Some  States  encourage  generic  prescribing  by 
basing  reimbursement  costs  on  the  price  of  generic- 
name  drugs.13 

There  are  usually  provisions  which  permit  re- 
imbursement for  an  unlisted  drug  required  for  un- 
usual situations.14 

In  most  instances,  the  State  formulary  was  de- 
veloped on  the  basis  of  recommendations  by  expert 
committees  of  physicians  and  pharmacists,  al- 
though one  State  has  used  a  formulary  which  is 
essentially  a  list  of  the  mo9t  widely  advertised 
brand  name-drugs.15 

Opinions  on  the  advantages  and  disadvantages 
of  such  State  formularies  are  divided.16  In  some 
States,  the  use  of  a  formulary  is  believed  to  be  re- 
sponsible for  controlling  costs,  while  in  others  a 
proposed  formulary  was  rejected  as  impractical. 
In  some,  the  use  of  a  formulary  has  apparently 
been  found  generally  acceptable  by  physicians, 
while  in  others  it  was  opposed  as  implying  that  the 
State  condoned  second-rate  medicine  for  welfare 
patients.  Some  State  officials  have  held  that  a 
formulary,  by  restricting  the  choice  of  drugs,  vio- 
lated the  rights  of  both  physicians  and  patients. 

Some  physicians  have  voiced  9trenuous  opposi- 
tion to  the  use  of  a  State  formulary  developed  by 
an  expert  committee,  even  while  agreeing  to  prac- 

10  Ibid.,  p.  14. 

11  Ibid.,  p.  36. 

12  "The  Drug  Preseribers,"  op.  cit.,  p.  47. 
"Ibid. 

"Ibid.,  p.  46. 

13  Ibid. 

16  Ibid.,  p.  47. 


tice  in  a  hospital  in  which  a  similar  formulary  was 
developed  by  a  similar  group  of  experts. 

The  concept  of  formularies  for  State  programs 
has  not  received  any  significant  support,  from  ma- 
jor drug  manufacturers. 

Although  exact  comparisons  are  impossible,  it 
appears  that  average  prescription  prices  in  welfare 
programs  are  roughly  10  percent  lower  in  those 
States  using  formularies.17  Although  program 
costs  can  be  limited  by  reducing  the  number  of 
reimbursable  items  in  a  formulary,  this  is  not 
necessarily  so;  for  example,  an  overly-restrictive 
formulary  may  serve  as  an  incentive  to  abuses 
which  will  raise  total  costs  to  very  high  levels. 
Similarly,  even  under  an  almost  unlimited  formu- 
lary, costs  can  be  effectively  controlled  by  limita- 
tions on  maximum  quantities  dispensed  and  the 
number  of  permitted  refills.18 

Private  Insurance  Programs 

As  in  the  case  of  State  welfare  programs,  there 
is  no  agreement  on  the  need  for  formularies  in  drug 
programs  operated  by  unions,  group  practice  or- 
ganizations, insurance  companies,  and  other  pri- 
vate groups. 

Where  formularies  have  been  applied — and  ap- 
plied most  effectively — in  such  operations,  their 
use  has  usually  been  associated  with  drug  procure- 
ment on  the  basis  of  competitive  bids.19 

Hospitals 

Many  American  hospitals — including  most  of 
the  major  university  and  medical  center  hospitals 
— have  developed  formularies  for  their  own  use, 
partly  as  an  educational  guide  to  their  staff  physi- 
cians, and  partly  to  cope  with  the  inventory  prob- 
lems of  their  pharmacies.20 

The  importance  of  such  formularies  was  height- 
ened by  the  Social  Security  Amendments  of  1965, 
which  stipulated  that  reimbursement  for  drugs 
used  in  the  treatment  of  hospitalized  patients  in 
the  Medicare  program  would  be  approved  only  if 
such  drugs  were  included  in  the  U.S.  Pharma- 
copeia, the  National  Formulary,  or  similar  stan- 
dard compendia,  or  if  they  were  in  a  formulary 
adopted  in  an  accredited  hospital  by  action  of  its 
pharmacy  and  therapeutics  committee.21 

17  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  87-90. 

18  Ibid.,  pp.  68-73. 

10  Ibid.,  pp.  129-132. 

20  "The  Drug  Preseribers,"  op.  cit.,  p.  48. 

21  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  6-7. 
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Enactment  of  the  Federal  Medicare  legislation 
was  followed  in  December  1965  by  a  resolution  of 
the  Joint  Commission  on  Accreditation  of  Hospi- 
tals of  the  American  Hospital  Association  and  the 
American  Society  of  Hospital  Pharmacists  to  add 
pharmacy  and  therapeutics  committee  practices  to 
the  functions  of  an  accredited  hospital. 

The  American  Hospital  Association,  the  Ameri- 
can Society  of  Hospital  Pharmacists,  the  Ameri- 
can Medical  Association,  and  the  American 
Pharmaceutical  Association  have  joined  in  recom- 
mending a  hospital  formulary  system  for  all  hos- 
pital staffs  "in  the  interest  of  better  patient 
care."  22 

Most  hospital  formularies  include  from  several 
hundred  to  more  than  a  thousand  items.  One  major 
New  York  hospital  has  reported  that  a  formulary 
of  less  than  500  drug  products  will  cover  all  but 
1  percent  of  the  drugs  needed  for  both  inpatient 
and  outpatient  care.23 

Provisions  are  usually  included  for  furnishing 
unlisted  products  required  for  unusual  conditions. 

Many  hospital  formularies  encourage  or  require 
the  prescribing  and  dispensing  of  chemical  equiva- 
lents wherever  these  are  available. 

In  developing  these  formularies,  most  pharmacy 
and  therapeutics  committees  have  generally  found 
it  unnecessary  to  include  the  overwhelming  major- 
ity of  combination  or  duplicative  drugs  on  the 
market.  In  the  case  of  hospitals,  formularies  make 
possible  substantial  economic  savings  since  each 
hospital  usually  purchases  its  drugs  on  bids,  pro- 
ducing keen  competition  between  manufacturers 
on  the  basis  of  quality  and  price. 


22  "The  Drug  Prescribers,"  op.  cit.,  p.  48. 

23  Ibid.,  p.  13. 


In  general,  the  Task  Force  finds,  American 
physicians  have  found  a  formulary  accep- 
table and  practical,  especially  when  it  is 
designed  by  their  clinical  and  scientific  col- 
leagues serving  on  expert  committees,  when 
quality  is  considered  at  least  as  important  as 
price,  when  the  formulary  can  be  revised  at 
appropriate  intervals,  and  when  there  are 
provisions  for  prescribing  unlisted  drug 
products  where  special  clinical  conditions 
so  demand. 

We  find  that  the  use  of  a  formulary  is  not 
a  mark  of  second-class  medicine,  but  is,  in 
fact,  associated  with  the  provision  of  the 
highest  quality  of  medicine  in  the  outstand- 
ing hospitals  in  the  Nation. 

Although  use  of  a  formulary  is  not  a  guar- 
antee of  high  quality  medical  care,  rational 
prescribing,  effective  utilization  review,  and 
control  of  costs,  we  find  that  the  achievement 
of  these  objectives  in  a  drug  program  is 
difficult  if  not  impossible  without  it. 

In  the  interests  of  achieving  the  highest  quality 
of  medical  care,  we  recognize  the  necessity  of  plac- 
ing the  fewest  possible  restrictions  on  the  tradi- 
tional right  of  physicians  to  prescribe  according 
to  their  best  clinical  judgment. 

Therefore,  it  seems  appropriate  that  considera- 
tion should  'be  given  to  the  reimbursement  or  pur- 
chase of  unlisted  drugs  or  drug  products  under 
emergency  conditions  or  when  a  physician  demon- 
strates to  an  appropriate  formulary  committee  or 
local  pharmacy  and  therapeutics  committee  that 
this  is  essential  for  the  well-being  of  a  specific 
patient. 
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CHAPTER  9 

QUALITY  AND  COST  STANDARDS  a 


Since  implementation  of  the  Medicare  and  Medi- 
caid programs,  increasing  public  attention  has 
been  focused  on  the  cost  of  prescription  drugs, 
particularly  where  Federal  and  State  expenditures 
are  involved,  and  on  the  possibility  of  utilizing 
suitable  quality  and  cost  standards  to  improve 
these  programs. 

Among  the  factors  that  are  obviously  involved 
are  these : 

1.  Drug  Prices.  Many  brand-name  products  are 
available  under  their  generic  names  at  substan- 
tially lower  prices  (see  Chapter  7).  The  Depart- 
ment of  Health,  Education,  and  Welfare  encour- 
ages the  dispensing  of  such  low-cost  chemical 
equivalents  where  they  are  available  and  where 
their  use  is  consistent  with  high  quality  health 
care.1  Federally-aided  State  programs,  however, 
are  under  no  obligation  to  follow  this  policy. 

2.  Retail  Markup.  Many  pharmacists  use  a  per- 
centage markup  of  drug  acquisition  cost  as  a  basis 
for  establishing  the  retail  price  of  a  prescribed 
product.  Others  have  adopted  a  fixed  dispensing 
fee  system  which  allows  the  same  dollar  return  to 
the  vendor,  regardless  of  product  cost.  The  rela- 
tive advantages  and  disadvantages  of  these  sys- 
tems are  now  a  matter  of  some  dispute  (see  Chapter 
3). 

3.  Formularies.  A  number  of  State  programs 
limit  reimbursement  to  specific  drugs  listed  in  a 
formulary.  There  is  little  consistency  among  these 
formularies,  however,  and  many  include  drugs 
which  are  felt  by  the  formulary  committees  of 
other  States  to  be  unnecessary  for  rational  ther- 
apy (see  Chapter  8) . 

•4.  Clinical  Equivalency.  Considerable  contro- 
versy has  occurred  in  recent  years  concerning  the 
comparative  efficacy  of  brand-name  drugs  and 
lower-cost  chemical  equivalents.  Recent  evidence 
of  biological  nonequivalency  among  a  few  drugs 
has  created  doubts  among  physicians  and  their 
patients  about  the  efficacy  of  low-cost  chemical 
equivalents  in  general  (see  Chapter  6). 

a  This  chapter  updates  the  material  presented  originally 
in  the  First  and  Fourth  Interim  Reports  of  the  Task  Force. 

1  Task  Force  on  Prescription  Drugs:  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office. 
Washington,  D.C.,  1968,  p.  36. 


5.  Government  Expenditures.  The  funds  in- 
volved in  these  governmental  programs  are  sub- 
stantial. For  example,  the  Federal  and  State  gov- 
ernments spent  about  $208  million  for  prescription 
drugs  for  welfare  recipients  alone  in  fiscal  year 
1968.b  As  implementation  of  State  Title  XIX  pro- 
grams continues,  drug  expenditures  for  the  medi- 
cally indigent  will  increase. 

Legislative  Action 

The  Task  Force  has  carefully  examined  these 
and  other  factors  in  considering  whether  the  Fed- 
eral Government  can  and  should  impose  more 
effective  controls  upon  costs  of  drugs  supplied  in 
the  programs  specified  by  the  House  and  Senate 
legislation. 

One  Task  Force  study,  for  example,  was  under- 
taken in  response  to  Section  405  of  the  Social  Secu- 
rity Amendments  of  1967  which  states  that: 
"(a)  The  Secretary  of  Health,  Education,  and 
Welfare  is  authorized  and  directed  to  study  .  .  . 
quality  and  cost  Standards  for  drugs  for  which 
payments  are  made  under  the  Social  Security 
Act  ..." 

After  consideration  of  the  question  of  whether  the 
Federal  Government  can  exercise  more  effective 
controls  on  the  costs  of  drugs  supplied  in  the 
Medicare,  Medicaid,  and  Maternal  and  Child 
Health  programs,  we  presented  a  preliminary 
report  as  follows : 2 

"1.  The  drug  quality  control  studies  [under- 
taken by  the  Food  and  Drug  Administra- 
tion] are  expected  to  be  adequately  if  not 
completely  up-to-date  by  1970,  and  this  will 
provide  reasonable  assurance  of  uniform 
drug  quality  by  that  time.0 

"2.  Establishment  of  reasonable  cost  and  charge 
ranges  for  drugs  provided  under  the  Medi- 
care, Medicaid,  and  Maternal  and  Child 

b  Based  on  estimates  by  the  Department  of  Health, 
Education,  and  Welfare,  Social  and  Rehabilitation  Serv- 
ice, January  1969. 

3  Task  Force  on  Prescription  Drugs :  "First  Interim 
Report,"  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  March  7, 1968. 

c  As  noted  on  page  34  above,  this  date  has  been  changed 
to  1971. 
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Health  programs  is  feasible,  and  would  re- 
duce the  cost  of  drugs  to  the  Federal  and 
State  governments  without  sacrifice  of 
quality." 

On  the  basis  of  these  preliminary  findings,  the 
Task  Force  recommended  legislation  to  permit 
establishment  of  reasonable  cost  and  charge 
ranges — and  limits  of  Federal  participation  in 
reimbursement — for  drugs  supplied  to  patients 
in  the  three  programs  noted  above.  Thereafter,  the 
Department  endorsed  legislation  introduced  in 
both  the  House  (HE,  16616)  and  the  Senate 
(S.  3323)  to  establish  such  cost  and  charge  ranges. 

H.R.  16616  and  S.  3323  were  identical  except  for 
the  wording  of  a  proposed  Section  1122  (a)(1) 
(A)  in  S.  3323.  Each  bill  would  have  required  the 
Secretary  to  establish  guidelines  showing  a  "rea- 
sonable cost  range"  for  drugs  dispensed  to  pa- 
tients under  health  programs  supported  with  Fed- 
eral funds.  The  Secretary  would  be  required  to 
exclude  from  the  reasonable  range  those  prices 
which  varied  significantly  from  the  price  of  the 
drug  when  sold  by  its  established — or  generic — 
name.  He  would  be  empowered  to  recognize  a  dif- 
ferential price  for  a  brand-name  drug,  however, 
if  the  manufacturer  could  substantiate  a  claim  that 
his  product  possessed  "distinct  therapeutic 
advantages"  over  a  generic-name  products 

Defined  in  each  of  the  bills  was  a  "reasonable 
charge"  for  drugs.  This  charge  would  be  the  lesser 
of  (1)  the  cost  of  the  drug  within  the  "reason- 
able cost  range"  plus  a  reasonable  fee  or  billing 
allowance,  or  (2)  the  pharmacist's  "usual  or  cus- 
tomary charge." 

In  addition,  the  Senate  version  would  have  re- 
quired the  Secretary,  in  effect,  to  establish 
a  formulary  of  drugs  appropriate  for  use  in  the 
Federal  and  State  programs — a  feature  that  was 
currently  under  study  by  the  Task  Force  and 
which,  for  that  reason,  was  not  endorsed  by  the 
Secretary. 

In  its  study  of  these  legislative  proposals,  the 
Task  Force  has  been  concerned  with  three  major 
questions : 

•  Can  the  Federal  Government  provide  ade- 
quate assurance  that  low-cost  chemical  equiva- 
lents will  be  of  sufficiently  high  quality  and 
provide  essentially  the  same  clinical  effects 
as  drugs  sold  by  their  brand  names  and  often 
at  higher  cost  ? 

a  As  indicated  in  Chapter  6  of  this  report,  the  Task  Force 
has  found  that  such  differential  prices  would  be  unjusti- 
fied. See  p.  34. 


•  Is  it  feasible  to  limit  Federal  expenditures 
for  drugs  to  those  specified  by  the  Secretary, 
with  the  expert  advice  of  the  medical 
community  ? 

•  Would  the  limitation  of  Federal  expenditures 
for  drugs  to  cost  and  charge  ranges  at  which 
products  are  available  by  their  generic  names 
result  in  significant  cost  savings? 

To  all  three  questions,  the  Task  Force  has  noted, 
the  answer  is  yes.3 

Assurance  of  Clinical  Equivalency 

As  noted  above,4  we  have  found  that  the  drug 
quality  studies  undertaken  by  the  Food  and  Drug 
Administration  are  expected  to  be  adequately  if 
not  completely  up-to-date  by  1971,  and  these — 
together  with  modification  of  existing  drug  stand- 
ards, strengthened  enforcement  of  the  FDA's  Good 
Manufacturing  Practices  regulations,  and  other 
steps — will  provide  reasonable  assurance  of  uni- 
form drug  quality  by  that  time. 

Scope  of  Drug  Benefits:  Impact  of 
a  Formulary 

The  Task  Force  has  examined  the  use  of  limited 
drug  lists  or  formularies  in  hospitals  and  in  a  wide 
range  of  government  and  private  drug  programs  in 
this  country  and  abroad.  In  general,  such  for- 
mularies have  been  found  to  be  useful  guides  to 
rational  prescribing,  and  provide  an  effective 
means  of  cost  control  when  developed  by  or  in 
close  cooperation  with  physicians  who  repre- 
sent a  broad  spectrum  of  clinical  and  academic 
experience.5 

As  a  guide  to  predicting  cost  savings  in  Fed- 
erally-supported drug  programs,  the  experience  of 
existing  State  formulary  systems  presents  some 
difficulties.  Each  formulary  may  cover  a  different 
range  of  drugs,  and  many  have  restrictions  on  pre- 
scription quantities.  Some  limit  the  maximum  price 
of  an  individual  prescription  or  the  total  annual 
reimbursable  expenses  per  beneficiary.  Others 
restrict  the  use  of  particular  drugs  to  certain  dis- 
ease conditions,  some  encourage  or  require  the  pre- 
scribing or  dispensing  of  low-cost  chemical  equiva- 
lents, while  still  others  are  structured  to  favor 
brand-name  drugs.  Certain  formularies  omit  "non- 

3  Task  Force  on  Prescription  Drugs :  "Fourth  Interim 
Report,"  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  January  10,  1969,  p.  6. 

'  See  p.  34. 

6  See  pp.  38,  40. 
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critical"  drug  classes,  such  as  anti-obesity  agents, 
nonnarcotic  analgesics,  antacids,  or  tranquilizers, 
and  some  include  an  "escape  clause"  which  allows 
the  dispensing  of  nonlisted  drugs  under  certain 
conditions. 

Although  all  of  these  factors  may  affect  the  costs 
of  a  drug  benefit  program  to  different  degrees,  it 
seems  evident  that  the  use  of  a  restricted  formulary 
can  lower  the  costs  of  a  drug  program.  This  obser- 
vation is  borne  out  in  reports  on  hospital  formu- 
lary experience,6  7  a  comparison  of  State  welfare 
programs,8  and  from  the  experience  of  social  insur- 
ance programs  in  other  countries.9 10 

From  a  survey  of  the  available  evidence,  the 
Task  Force  finds  that  the  exclusion  of  certain 
combination  products,  duplicative  drugs,  and 
noncritical  products  from  Federal  reim- 
bursement would  contribute  significantly  to 
rational  prescribing,  and  moreover,  it  seems 
reasonable  to  assume  this  could  yield  overall 
savings  of  at  least  10  percent. 11 

"Reasonable  Cost"  Ranges 

If  reasonable  assurance  of  uniform  drug  quality 
is  a  logical  prospect  by  1971,  the  relative  costs  of 
chemically  equivalent  drugs  will  become  a  signifi- 
cant economic  factor  in  drug  benefit  programs. 

To  analyze  the  potential  cost  savings  which 
could  be  achieved  by  the  dispensing  of  generic- 
name  products,  the  Task  Force  initiated  a  study 
of  the  409  drugs  most  frequently  dispensed  to  the 
elderly.12  It  found  that  63  could  have  been  obtained 
from  a  number  of  suppliers  at  a  cost  distinctly 
lower  than  the  brand-name  products  actually  dis- 
pensed. Maximum  savings  at  the  retail  level  would 
have  ranged  from  23  to  36  percent  on  these  63 
drugs,  or  between  5  and  8  percent  when  applied  to 
all  409  drugs.13 

From  studies  conducted  by  the  Task  Force 
and  others,  we  find  that  establishing  product 

6  Cherkasky,  Martin,  cited  in  Task  Force  on  Prescription 
Drugs  :  "The  Drug  Prescribers,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  p.  43. 

7  McCarron,  Margaret,  ibid. 

8  "Current  American  and  Foreign  Programs,"  op.  cit.,  p. 
87. 

8  Ibid.,  pp.  139, 171,  182, 186, 198. 

10  Wade,  O.  L.,  and  McDevitt,  G.  D. :  "Prescribing  and 
the  British  National  Formulary,"  British  Medical  Journal 
2:635-637  (1966). 

11  However,  see  p.  45  below. 

12  Task  Force  on  Prescription  Drugs :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
pp.  31-32. 

™Ibid.,  pp.  36-37. 


cost  ranges  reflecting  the  cost  of  drugs  gen- 
erally available  by  their  generic  names  would 
save  approximately  5  percent  at  the  retail 
level.1* 

"Reasonable  Charge"  Ranges 

Pharmacists  usually  apply  the  same  pricing 
system  to  both  drug  and  nondrug  products  by 
using  a  percentage  markup,  or  margin,  system.  The 
markup  for  most  items  stocked  in  pharmacies 
averages  about  50  percent  of  cost ;  for  prescription 
drugs,  it  ranges  from  65  to  100  percent  or  more  of 
acquisition  cost.15 

The  American  Pharmaceutical  Association  and 
other  professional  groups  have  advocated  in  recent 
years  a  flat  dispensing  fee  to  reflect  actual  profes- 
sional costs.  This  approach  is  widely  used  among 
hospital  pharmacies  and  some  government  and 
private  drug  insurance  programs,  and  it  is  being 
adopted  by  a  number  of  community  pharmacies. 
Among  the  advantages  cited  for  the  fixed  fee  sys- 
tem are  these : 

•  It  removes  an  incentive  to  stock  and  dispense 
high-cost  drug  products  when  low-cost  chemi- 
cal equivalents  are  available. 

•  It  makes  clear  that  the  dispensing  function 
bears  little  relation  to  product  cost  and  there- 
fore emphasizes  the  professional  service  ren- 
dered by  the  pharmacist. 

•  By  reducing  the  cost  of  high-price  medica- 
tions and  increasing  the  cost  of  low-priced 
items,  it  eliminates  the  subsidization  of  some 
patients  by  others.16 

By  itself,  the  employment  of  a  dispensing  fee 
reimbursement  system  does  little  to  assure  that  re- 
imbursement for  pharmacy  services  will  equitably 
achieve  the  desired  economies.  Rather,  techniques 
should  be  developed  so  that  the  allowance  will  be 
designed  to  reflect  only  those  expenses  which  are 
directly  related  to  the  dispensing  function.  No  por- 
tion of  program  payments  should  be  made  for  un- 
related functions  or  for  vendor  services  that  are 
grossly  inefficient. 

Although  the  Task  Force  is  convinced  that 
significant  program  savings  could  be 
achieved  through  the  application  of  tech- 

14  See  p.  45  below. 

15  See  p.  15  above. 

16  See  pp.  16-17  above. 
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niques  designed  to  improve  the  efficiency  of 
vendor  operations,  it  is  impossible  at  this 
time  to  estimate  the  extent  of  these  savings. 

Administrative  Procedures  and  Costs 

The  establishment  of  reasonable  cost  and  charge 
ranges  for  drugs,  as  envisaged  in  S.  3323  and  H.R. 
16616,  would  entail  new  methodology  and  signifi- 
cant administrative  costs.  In  addition  to  the  drug 
quality  and  equivalency  activities  already  under 
way,  mechanisms  would  be  needed  at  both  the 
Federal  and  State  levels  to  assume  other  new  re- 
sponsibilities involved  in  the  proposed  legislation. 
Among  these  would  be  the  following : 

1.  Establishment  of  an  expert  advisory  commit- 
tee of  physicians,  pharmacologists,  and  phar- 
macists to  advise  the  Secretary  on  the  qualifica- 
tion of  specific  drugs  and  drug  groups  for  cost 
reimbursement. 

2.  Improvement  of  Federal  resources  for  the 
determination  of  drug  acquisition  costs,  develop- 
ment of  audit  and  compliance  procedures,  drug 
utilization  review  methods,  and  techniques  to  in- 
crease the  efficiency  of  drug  distribution. 

3.  Mechanisms  to  provide  technical  assistance  to 
the  States  in  developing  and  improving  their  drug 
benefit  programs. 

Although  considerable  experience  has  been 
gained  at  the  Federal  level — in  part  the  result  of 
Task  Force  activities — that  would  permit  the  swift 
and  efficient  discharge  of  some  new  responsibilities, 
others  would  take  many  months  from  the  date  of 
enactment. 

We  find  that  considerable  time  would  be 
required  to  develop  all  the  necessary  admin- 
istrative mechanisms.  Therefore  full  imple- 
mentation of  such  provisions  as  applied  to 
Federal  reimbursement  for  prescribed  drugs 
cannot  be  assured  in  less  than  two  years 

after  enactment  of  appropriate  legislation. 

In  a  preliminary  report  to  the  Chairman  of  the 
Senate  Finance  Committee  on  an  earlier  similar 
proposal,  S.  2299,  former  Secretary  of  Health, 
Education,  and  Welfare  John  W.  Gardner  sub- 
mitted Task  Force  staff  estimates  of  administra- 
tive costs  which  were  in  excess  of  $100  million  dur- 
ing the  first  year  and  approximately  $34  million 
annually  after  the  first  five  years.17 

"  U.S.  Senate :  Social  Security  Amendments  of  1967,  Part 
1,  p.  399. 


The  bulk*of  this  projected  expenditure  would 
have  been  for  improved  quality  control  and  for 
drug  product  testing  to  be  conducted  by  or  for  the 
Formulary  Committee  envisaged  in  S.  2299. 

Secretary  Gardner  recognized,  however,  that  the 
improvement  of  drug  quality  would  benefit  not 
only  those  eligible  for  drug  benefits  in  Federally - 
assisted  programs  but  all  users  of  prescription 
drugs. 

Indeed,  since  the  staff  report  in  1967,  the  im- 
provement of  drug  quality  and  the  studies  of 
clinical  equivalency  have  become  matters  of  high 
priority  within  the  agencies  charged  with  these 
responsibilities  and  these  priorities  are  reflected  in 
substantial  budget  increases. 

Any  necessary  increases  in  Federal  expendi- 
tures for  the  improvement  of  drug  standards 
and  quality  control  will  have  benefits  which 
apply  to  all  users  of  prescription  drugs  and 
should  not  be  attached  to  the  implementation 
of  cost  standards  for  drugs  supplied  in  Fed- 
erally-assisted programs. 

Significant  costs  would  be  incurred,  however, 
solely  from  the  enactment  of  the  proposed  legis- 
lation. If  the  provisions  of  S.  3323  were  to  take 
effect  in  fiscal  year  1972,  we  estimate  that  the  net 
incremental  costs  to  the  Department  of  Health, 
Education,  and  Welfare  and  the  State  programs 
would  be  as  follows : 

Subsequent 
FY  1972  years 
(millions)  (millions) 


Determination  of  "appropriate" 

drugs   $1.  3  $0.  7 

Determination  of  product  costs   1.  4  0.  6 

Determination  of  dispensing 

allowances   0.  9  0.  5 

Publication  of  drug  lists,  guides, 
and  other  informational  ma- 
terials  1.  2  1.  2 

Technical  assistance  to  State 
agencies  and  compliance  review 

(Titles  V  and  XIX)   1.6  0.6 

Incremental  costs  of  State  agency 

audit  (Titles  V  and  XIX)   0.  4  0.  4 

Review  of  drug  providers  (for 
exemption  from  provisions  of 

the  act— Title  XVIII)   0.5  0.3 

Costs  of  administration  to  non- 
exempt  providers  (Title  XVIII) .  0.  4  0.  3 


Total  administrative  costs   $7.  7  $4.  6 


44 


Projected  Savings 

At  the  present  time,  Medicaid  programs  are  in 
effect  in  43  States  and  other  jurisdictions.  Of  these, 
36  provide  reimbursement  for  the  costs  of  prescrip- 
tion drugs."  Drug  expenditures  under  the  program 
totaled  $239.5  million  in  fiscal  year  1968,  approxi- 
mately 7.8  percent  of  all  Medicaid  expenditures.18 
In  addition,  $3  million  was  spent  for  drugs  under 
the  various  Maternal  and  Child  Health  programs. 
It  is  anticipated  that  joint  expenditures  for  drugs 
under  these  programs  may  rise  to  approximately 
$300  million  by  mid-1971. 

If  drug  expenditures  do,  in  fact,  reach  $300  mil- 
lion in  that  year,  and  if  the  projected  savings 
outlined  earlier  in  this  report  are  applied,  the  fol- 
lowing program  savings  could  be  expected  : 

Savings 

Potential  savings  (millions) 
Establishment    of     "reasonable  cost 

ranges"   $15.  0 

Specification  of  cost-reimbursable  drugs .      30.  0 

  $45.  0 

Less  administrative  expenses 
(first  year)   7.  7 


Net  savings  (first  year)   $37.  3 


a  Several  other  States  provide  drug  reimbursement,  al- 
though not  under  Medicaid  programs. 

18  U.S.  Department  of  Health,  Education,  and  Welfare, 
Social  and  Rehabilitation  Service,  February  1969. 


These  figures  could  vary  substantially,  however, 
with  such  factors  as  the  development  of  an  out-of- 
hospital  drug  benefit  program  under  Title  XVIII, 
the  costs  to  drug  producers  of  developing  and  sup- 
plying data  needed  to  substantiate  drug  quality, 
the  extent  to  which  the  States  develop  their  own 
mechanisms  for  limiting  drug  expenditures,  and 
the  effectiveness  with  which  Federal  quality  and 
cost  standards  are  applied  at  the  State  level. 

From  a  consideration  of  the  projected  costs 
and  savings,  we  reaffirm  our  earlier  finding 
that  establishment  of  reasonable  cost  and 
charge  ranges  for  drugs  provided  under  the 
Medicare,  Medicaid,  and  Maternal  and  Child 
Health  programs  is  feasible,  and  would  re- 
duce the  cost  of  drugs  to  the  Federal  and 
State  governments  without  sacrifice  of 
quality. 


45 


CHAPTER  10 

DRUG  CLASSIFICATION  AND  CODING  1 


Within  a  few  years,  it  may  be  expected  that 
prescription  drug  benefits  under  existing  pub- 
lic and  private  programs  will  involve  several 
hundred  million  prescriptions  annually. 

Without  a  universal  coding,  classification  and 
identification  system — a  common  language 
for  communicating  essential  information — 
the  Task  Force  finds  that  the  administrative 
and  accounting  costs  for  processing  such  a 
volume  will  inflate  program  costs  beyond 
acceptable  limits. 

To  find  methods  of  coping  with  this  problem, 
the  Task  Force  appointed  ad  hoc  committees  of 
experts  on  classification  and  coding  which  began  a 
series  of  meetings  in  July  1967.  In  these  confer- 
ences, criteria  were  established  for  a  system  under 
which  all  known  pharmaceutical  preparations 
could  be  identified  and  desired  data  stored  and 
retrieved  by  use  of  existing  and  planned  electronic 
data  processing  techniques  and  equipment. 

Classification 

The  proposed  classification  system  is  now  in 
final  draft.1  It  is  the  result  of  the  joint  efforts  of 
representatives  of  the  American  Medical  Associa- 
tion, the  U.S.  Pharmacopeia,  the  National  Formu- 
lary, the  American  Society  of  Hospital  Phar- 
macists, the  Drug  Information  Association,  the 
National  Pharmaceutical  Council,  the  Pharmaceu- 
tical Manufacturers  Association,  the  Food  and 
Drug  Administration,  the  National  Library  of 
Medicine,  and  various  universities  and  State 
agencies. 

Based  on  the  vital  necessity  to  relate  cost  analy- 
sis and  utilization  studies  to  how  and  why  drugs 
are  being  used,  the  classification  scheme  is  de- 
signed to  accommodate  products  by  categories  re- 
flecting their  intended  therapeutic  action.  This 
version  makes  it  possible  to  place  drugs  in  multi- 
ple settings.  Final  data  collection  will  survey  these 
settings  and  provide  cost  breakdowns  and  other 
cost  analyses  according  to  actual  drug  usage. 

"  This  chapter  updates  the  material  presented  originally 
in  the  Second  Interim  Report  of  the  Task  Force. 

1  Task  Force  on  Prescription  Drugs :  "Approaches  to 
Drug  Insurance  Design,"  in  press. 


Application  of  the  classification  will  have  ob- 
vious importance  for  economic  administrative 
procedures.  More  significantly,  it  will  play  an 
important  part  in  developing  information  needed 
for  improving  the  quality  of  health  care. 

The  Task  Force  recommends  that  the  Depart- 
ment of  Health,  Education,  and  Welfare,  the 
Department  of  Defense,  and  the  Veterans 
Administration  should  test  the  proposed  drug 
classification  system  to  determine  the  feasi- 
bility of  its  eventual  use  in  all  public  and 
private  drug  programs. 

We  commend  those  whose  efforts  made  possible 
the  development  of  the  system. 

Coding 

In  the  different  aspects  of  drug  manufacturing, 
distribution,  sales,  use,  utilization  review,  ac- 
counting, cost  analysis,  and  other  marketing  or 
administrative  procedures,  many  different  kinds 
of  information  may  be  needed.  Basic  to  all  of 
them,  however,  is  information  which  will  identify 
(a)  the  manufacturer,  (b)  the  product,  dosage 
form  and  strength,  and  (c)  the  package  size,  and 
which  also  is  in  a  form  which  can  be  transmitted, 
stored  and  retrieved  through  electronic  data  proc- 
essing systems. 

Logically,  the  identification  number  would  be 
assigned  for  all  drugs  on  the  market,  and  for  any 
new  drug  at  the  time  the  New  Drug  Application 
is  approved. 

The  number  should  be  part  of  the  required  la- 
beling, and  ideally  could  be  used  to  identify  each 
individual  tablet  or  capsule  by  printing  tech- 
niques which  are  already  being  used  by  some  drug 
manufacturers. 

In  addition,  the  number  should  be  utilized  in 
the  coding  for  a  proposed  international  adverse 
drug  reaction  reporting  system  which  is  now 
under  consideration. 

As  a  result  of  Task  Force  studies,  it  appears  that 
an  appropriate  code  can  be  developed  by  the  use 
of  a  nine-character  identification  system  utilizing 
both  letters  and  numbers.  The  first  three  numbers 
would  identify  the  labeler  of  the  product  (in 
most  cases  the  labeler  would  also  be  the  manufac- 
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turer),  the  next  four  would  identify  the  drug, 
dosage  form  and  strength,  and  the  last  two  would 
identify  the  package  size.2 

It  is  believed  that  such  an  identifying  system 
would  be  able  to  accommodate  a  virtually  un- 
limited number  of  different  drug  products. 

The  Task  Force  recommends  that — 

(a)  An  appropriate  identifying  cods  number 
should  be  made  part  of  all  drug  labels, 
package  inserts,  catalogs  and  advertis- 
ing. 

(b)  An  appropriate  coding  system  should  be 
developed  and  tested  by  government  and 
industry  for  this  purpose. 

3  ma. 


(c)  After  consideration  of  the  results  of  this 
test,  appropriate  legislation  should  be 
introduced  to  require  coding  of  all  drug 
products  in  interstate  commerce. 

We  commend  those  whose  efforts  are  making  the 
development  of  a  new  coding  system  possible. 

As  part  of  its  activities  in  the  field,  the  Task 
Force  also  supported  development  of  an  experi- 
mental National  Drug  Code  Directory,  prepared 
in  preliminary  form  by  the  Food  and  Drug  Ad- 
ministration to  serve  as  a  directory  of  essentially 
all  prescription  and  over-the-counter  drugs. 

We  recommend  that  the  drug  code  adopted  by 
government  and  industry  be  utilized  in  the 
National  Drug  Code  Directory. 
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CHAPTER  11 

UTILIZATION  REVIEW  a 


In  any  drug  program,  utilization  review  is  a  dy- 
namic process  aimed  first  at  rational  prescribing 
and  the  consequent  improvement  of  the  quality  of 
health  care,  and  second  at  minimizing  needless 
expenditures.1 

In  many  hospitals,  staff  committees  of  experts 
have  long  taken  the  responsibility  of  reviewing 
the  records  of  their  fellow  physicians  and  offering 
such  advice  or  taking  such  disciplinary  action  as 
they  deemed  necessary.  During  the  past  two  years, 
utilization  review  programs  have  been  instituted 
to  improve  the  quality  of  medical  care  under  the 
hospital  program  of  Medicare.  Similar  reviews  are 
used  in  several  American  and  foreign  drug  pro- 
grams to  improve  the  quality  of  drug  prescribing. 

It  should  be  the  responsibility  of  a  program  ad- 
ministration to  institute  a  drug  utilization  review, 
and  provide  the  necessary  data  and  whatever  sta- 
tistical analysis  may  be  required. 

But  the  implementation — the  establishment  and 
improvement  of  guidelines,  the  provision  for  ac- 

■  This  chapter  updates  the  material  presented  originally 
in  the  Second  Interim  Report  of  the  Task  Force. 

1  Task  Force  on  Prescription  Drugs :  "Approaches  to 
Drug  Insurance  Design,"  in  press. 


ceptable  deviations,  the  limitation  of  irrational 
prescribing,  the  prevention  of  fraudulent  prac- 
tices, and  other  professional  judgments — should 
be  mainly  the  responsibility  of  clinicians,  pharma- 
cologists, and  pharmacists  who  are  widely  re- 
spected as  objective,  well-informed,  and  apprecia- 
tive of  the  needs  of  both  physicians  and  patients, 
and  who  would  work  with  their  colleagues  at  the 
State  or  local  level. 

We  find  there  is  an  urgent  need  for  further 
research  to  develop  and  test  various  ap- 
proaches to  effective  utilization  review — ap- 
proaches which  would  be  most  acceptable  to 
physicians,  pharmacists,  consumers  and 
others,  and  which  would  obtain  their  effective 
support. 

We  therefore  recommend  that  the  National 
Center  for  Health  Services  Research  and 
Development,  in  cooperation  with  State  and 
local  medical  groups,  community  pharma- 
cies, hospitals,  and  consumer  groups,  should 
support  pilot  research  projects  on  prescrip- 
tion drug  utilization  review  methods. 
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CHAPTER  12 


DRUGS  UNDER  MEDICARE: 

THE  ISSUE  OF  COMPREHENSIVE  COVERAGE  a 


Since  July  1,  1966,  the  Medicare  program — 
Title  XVIII  of  the  Social  Security  Law — has  pro- 
vided coverage  for  almost  all  of  the  inpatient  hos- 
pital expenses  of  the  elderly  and  for  a  significant 
proportion  of  their  expenses  for  physicians'  and 
other  medical  services.  As  a  result,  out-of-hospital 
prescription  drug  expenses  represent  the  largest 
single  personal  health  expenditure  that  the  elderly 
must  meet  almost  entirely  from  their  own 
resources. 

In  1967,  for  example,  prescription  drugs  ac- 
counted for  about  20  percent  of  the  personal  pri- 
vate health  expenditures  of  older  people. b 

It  is  not  surprising,  therefore,  that  there  has 
been  much  interest  on  the  part  of  the  Congress  in 
covering  out-of-hospital  prescription  drugs  under 
Medicare.  Since  1965,  more  than  50  bills  have  been 
introduced  to  cover  drugs  under  this  program.  In 
1966,  a  bill  that  would  have  covered  prescription 
drugs  under  the  Supplementary  Medical  Insur- 
ance program  (Part  B  of  the  Medicare  program) 
was  passed  by  the  Senate,  but  the  drug  coverage 
provision  was  deleted  in  conference. 

Similar  interest  on  the  part  of  the  Executive 
Branch  of  the  Federal  Government  was  marked 
by  the  presidential  directive  that  led  to  establish- 
ment of  the  Task  Force  on  Prescription  Drugs  to 
study  the  problems  involved  in  covering  the  cost 
of  prescription  drugs  under  Medicare.  At  the  re- 
quest of  the  Task  Force,  the  Social  Security  Ad- 
ministration— the  agency  that  would  have  primary 
responsibility  for  administering  a  drug  benefit 
under  Medicare — has  taken  main  responsibility 
for  studying  the  feasibility  of  alternative  methods 
of  covering  out-of-hospital  prescription  drugs. 


The  primary  reason  for  proposing  that  an  out- 
of-hospital  drug  benefit  be  provided  for  the  elderly 
under  Medicare,  rather  than  through  some  other 
means,  is  based  on  the  fact  that  the  Medicare  pro- 
gram has  proven  to  be  a  highly  successful  method 
of  financing  the  high  health  costs  incurred  by  the 
elderly.  The  program  has  gained  widespread  ac- 

a  This  chapter  updates  the  material  presented  originally 
in  the  Third  Interim  Report  of  the  Task  Force. 

b  Based  on  estimates  by  the  Office  of  Research  and  Sta- 
tistics, Social  Security  Administration,  December  1968. 


ceptance  among  the  elderly  themselves,  the  health 
care  community,  and  those  who  contribute  to  the 
program.  Coverage  of  out-of-hospital  prescrip- 
tion drugs  under  Medicare  would  relieve  the  eld- 
erly of  part  of  the  economic  burden  associated  with 
their  high  drug  costs,  and  would  also  represent  an 
important  step  in  assuring  that  their  total  health 
care  needs  are  adequately  met.  The  Task  Force  be- 
lieves that,  to  the  extent  that  it  is  possible  to  do  so 
without  incurring  unreasonably  high  administra- 
tive costs,  an  out-of-hospital  drug  program  under 
Medicare  should  be  designed  in  such  a  way  that 
beneficiaries  will  be  able  to  understand  it  easily, 
and  will  not  be  unduly  burdened  by  the  procedures 
for  obtaining  benefits. 

The  specific  provisions  of  an  out-of-hospital 
drug  benefit  under  Medicare  would  have  to  be 
developed  within  the  context  of  the  administrative 
complexities  involved  in  a  drug  benefit  and  the 
funds  available  for  financing  the  new  benefit.  One 
of  the  most  important  considerations  affecting 
these  factors  is  the  scope  of  the  drug  benefit  to  be 
provided.1 

Most  of  the  legislative  proposals  for  coverage 
of  drugs  under  Medicare  that  have  been  intro- 
duced in  the  Congress  thus  far  would  have  covered 
drugs  on  a  comprehensive  basis — that  is,  they 
would  have  covered  the  majority  of  the  approxi- 
mately 1200  different  legend  drugs  on  the  market.0 

There  is  no  doubt  that  such  comprehensive  cov- 
erage of  drugs  under  Medicare  would  represent  a 
considerable  financial  benefit  for  the  elderly.  Com- 
prehensive coverage,  it  should  be  noted,  does  not 
imply  coverage  of  all  prescription  drugs.  Even  the 
most  nearly  complete  drug  coverage  provided  in 
existing  programs  have  limits  on  the  drugs  cov- 
ered and  establish  limiting  conditions  under  which 
payment  for  drugs  would  be  made;  for  example, 
it  is  the  common  practice  of  many  private  insur- 

1  Task  Force  on  Prescription  Drugs :  "Approaches  to 
Drug  Insurance  Design,"  in  press. 

c  One  of  the  most  significant  legislative  proposals  for 
covering  drugs  under  Medicare  was  Amendment  No.  440  to 
H.R.  12080  (the  Social  Security  Amendments  of  1967), 
introduced  by  Senator  Joseph  M.  Montoya  and  co-spon- 
sored by  27  senators.  This  amendment,  which  was  similar 
to  the  provision  that  passed  the  Senate  in  1966,  is  sum- 
marized in  "Approaches  to  Drug  Insurance  Design,"  op. 
fit.  A  revision  of  this  amendment,  S.  2936,  introduced  on 
February  16,  1968,  is  also  described  in  that  volume. 


ance  and  other  drug  programs  to  exclude  from 
coverage  certain  classes  of  drugs — e.g.,  anti-obesity 
drugs,  multiple  vitamins,  nonnarcotic  sedatives, 
antacids,  etc. — whose  medical  necessity  is  often 
marginal.2  However,  even  after  such  drugs  are 
excluded  from  coverage,  the  numerous  and  com- 
plex administrative  problems  and  very  high  pro- 
gram costs  that  would  be  involved  in  covering  the 
remaining  drugs  present  strong  arguments  for  not 
attempting  to  provide  comprehensive  coverage  in 
the  first  stages  of  a  new  drug  program  under 
Medicare. 

Administrative  Problems 

One  very  important  consideration  in  develop- 
ing a  plan  for  the  coverage  of  drug  expenses  of 
elderly  people  is  that  there  would  be  an  extremely 
large  volume  of  bills  for  covered  services  if  com- 
prehensive coverage  were  provided. 

•  It  is  estimated  that  the  elderly  would  obtain 
more  than  300  million  prescriptions  in  the 
first  year  of  operation.* 

•  These  prescriptions  would  be  obtained 
through  some  54,000  community  pharmacies 
and  some  3,000  hospital  outpatient  depart- 
ments, as  well  as  other  providers  of  drugs  to 
outpatients  (e.g.,  mail-order  firms,  extended 
care  facilities,  clinics,  and  dispensing  physi- 
cians) . 

The  magnitude  of  the  administrative  tasks  im- 
plied by  these  figures  can  be  appreciated  by  com- 
paring them  to  operating  statistics  for  the  first 
year  of  Medicare : 

•  During  fiscal  year  1967,  some  10.4  million 
claims  were  processed  by  the  hospital  insur- 
ance intermediaries,  while  26.5  million  claims 
were  processed  under  the  medical  insurance 
part  of  the  program — a  total  of  less  than  37 
million  claims. 

•  The  covered  services  were  provided  by  about 
7,000  participating  hospitals,  4,000  extended 
care  facilities,  2,000  home  health  agencies, 
2,000  independent  laboratories,  and  more  than 
170,000  physicians. 

"  Estimates  of  persons  covered,  benefit  costs  and  ad- 
ministrative costs  are  given  in  "Approaches  to  Drug  In- 
surance Design."  The  estimates  of  costs,  benefits  and 
claims  Jnumbers  given  in  this  report  are  based!  on  a  1971 
effective  date,  since  administration  of  even  a  limited  drug 
benefit  would  require  a  lengthy  tooling-up  period. 

2  Task  Force  on  Prescription  Drugs :  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  passim. 


Even  though  the  pharmacists  and  other  drug 
vendors  submitted  combined  or  composite  bills  for 
covered  drugs,  the  volume  of  items  to  be  processed 
under  a  comprehensive  program  would  obviously 
be  much  greater  than  that  under  the  present  Medi- 
care program.  While  the  claims  transactions  with 
respect  to  prescription  drugs  would  be  fairly 
simple,  and  there  would  be  no  variation  in  the 
types  of  data  required  for  each  claim,  preliminary 
administrative  planning  indicates  that  each  pre- 
scription involved  in  a  claim  for  drug  benefits 
would  entail  a  minimum  of  half  a  dozen  items  of 
information,  all  of  them  subject  to  being  tran- 
scribed incorrectly,  either  by  machine  or  by  hand. 

Under  these  conditions,  it  is  clear  that  efficient 
administration  of  a  drug  program  of  such  a  mag- 
nitude requires  a  fully  automated  data  processing 
system  operating  with  a  high  degree  of  accuracy. 

During  the  beginning  stages  of  any  major  new 
program,  the  use  of  automated  data  processing 
systems  frequently  involves  problems  arising  from 
faulty  operation  of  newly  installed  equipment,  im- 
proper programming  and  human  error.  Further- 
more, in  any  automated  process,  some  items  need 
to  be  handled  manually  because  they  contain  dis- 
crepancies. If  anything  approaching  the  percent- 
age of  items  for  manual  handling  usually 
considered  acceptable  were  excepted  from  the 
automated  drug  claims  process,  there  is  a  possi- 
bility that  the  claims  process  would  suffer  a  seri- 
ous breakdown. 

While  these  problems  generally  diminish  over 
time  and  as  experience  is  gained,  it  seems  quite 
essential  at  the  beginning  to  limit  the  number  of 
claims  items  to  be  processed  to  a  size  which  would 
keep  within  acceptable  limits  the  risks  involved 
in  establishing  a  new  system  of  processing.  And 
even  under  a  limited  drug  coverage  program,  it 
would  be  desirable  to  provide  for  a  considerable 
period  of  time  to  prepare  for  administration  of 
the  benefit. 

An  additional  consideration  is  that  a  large  pro- 
portion of  prescriptions  are  relatively  inexpensive. 
Under  these  circumstances,  it  is  difficult  but  im- 
portant to  develop  provisions  for  administration 
so  that  costs  associated  with  claims  processing 
would  not  be  excessively  high  in  proportion  to  the 
benefits  received  by  the  beneficiary. 

A  final  consideration  is  that  in  terms  of  the 
scope  of  benefits  that  would  be  involved,  there  is 
only  limited  useful  precedent  in  either  private  in- 
surance or  governmental  drug  programs  from 
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which  to  develop  the  administrative  procedures 
needed  if  a  comprehensive  drug  benefit  of  this 
magnitude  were  provided.3 

Cost  of  Comprehensive  Coverage 

Another  important  consideration  relating  to 
coverage  of  most  of  the  prescription  drug  expenses 
of  the  elderly  under  Medicare  is  the  high  cost  as- 
sociated with  such  coverage.  The  Social  Security 
Administration  has  indicated  that  the  "high- 
cost"  estimate a  for  comprehensive  coverage  of 
prescription  drugs  under  Medicare,  assuming  a  20 
percent  co-insurance  and  an  effective  date  of  1971, 
would  be  $1.6  billion,  exclusive  of  administrative 
costs.  (This  estimate  assumes  a  per  capita  acquisi- 
tion of  21.5  prescriptions,  and  an  average  price 
per  acquisition  of  $4.58.) 

The  Case  for  Less-than-Comprehensive 
Coverage 

There  are,  then,  sound  reasons  why,  in  the  first 
stages  of  administering  a  drug  program,  the  Medi- 
care program  should  not  attempt  to  meet  virtually 
all  of  the  drug  expenses  of  all  older  people.  In 
fact,  there  is  some  question  whether  it  would  ever 
be  desirable  to  attempt  to  provide  insurance  pro- 
tection against  small  annual  drug  expenditures.  A 

"  The  "low-cost"  estimate  for  comprehensive  coverage 
of  prescription  drugs,  and  the  assumptions  on  which  the 
estimates  are  based,  are  outlined  in  "Approaches  to  Drug 
Insurance  Design." 

3  "Current  American  and  Foreign  Programs,"  op.  tit., 
passim. 


more  effective  use  of  program  funds  might  result 
if  an  effective  system  could  be  found  for  limiting 
the  benefits  in  a  way  that  would  concentrate  the 
protection  where  it  is  most  clearly  needed. 

Adoption  of  a  limited  approach  would  be  con- 
sistent with  the  purpose  and  philosophy  underly- 
ing Medicare — and,  in  fact,  the  entire  social 
security  program.  The  program  is  designed  to  en- 
courage beneficiaries  to  build  additional  protection 
through  private  insurance,  individual  savings,  and 
private  pension  plans.  And,  while  cash  benefits 
are  intended  to  provide  meaningful  wage  replace- 
ment for  fulltime  regular  workers,  it  has  always 
been  recognized  that  some  individuals  will  have 
special  needs  that  cannot  be  met  through  the  com- 
bination of  private  initiative  and  the  social  insur- 
ance mechanism,  and  that  there  will  be  a  continu- 
ing but  declining  need  for  assistance  programs. 

Similarly,  the  Medicare  program,  by  providing 
protection  against  only  those  expenses  which  the 
elderly  as  a  group  have  the  greatest  difficulty  in 
meeting,  assumes  that  individuals  will  continue  to 
meet  part  of  their  own  health  expenses,  that  pri- 
vate health  insurance  will  be  of  continuing  impor- 
tance in  meeting  the  health  care  expenses  of  the 
elderly,  and  that  medical  assistance  programs  will 
play  a  continuing,  though  supplementary,  role. 

The  Task  Force  finds  that,  because  of  the 
numerous  and  complex  administrative  prob- 
lems and  the  high  program  costs  involved  in 
providing  drug  coverage  under  Medicare,  it 
would  be  desirable — at  least  at  the  outset — 
to  provide  the  benefit  on  a  less-than-compre- 
hensive  basis. 
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CHAPTER  13 


DRUGS  UNDER  MEDICARE: 

COVERAGE  UNDER  PART  A  OR  PART  B  ■ 


Under  present  law,  the  Medicare  program  con- 
sists of  two  separate  parts,  the  hospital  insurance 
program  (Part  A)  and  the  supplementary  medi- 
cal insurance  program  (Part  B). 

•  Under  the  hospital  insurance  program,  which 
is  financed  through  payroll  contributions, 
virtually  all  of  the  elderly  are  entitled  to 
benefits. 

•  In  contrast,  enrollment  in  the  supplementary 
medical  insurance  program  is  voluntary,  and 
medical  insurance  benefits  are  provided  on  a 
current-premium  basis. 

All  of  the  proposals  thus  far  introduced  in  the 
Congress  to  cover  out-of-hospital  drugs  under 
Medicare  would  have  provided  this  coverage  under 
Part  B  of  the  Medicare  program,  and  the  Congress 
requested  that  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  study  the  possibility  of  cover- 
age under  Part  B;  because  of  certain  problems 
evident  in  covering  prescription  drugs  under  Part 
B,  however,  consideration  has  also  been  given  to 
coverage  under  Part  A. 

In  terms  of  the  coverage  of  out-of-hospital 
drugs  under  Medicare,  there  are  two  fundamental 
aspects — eligibility  for  benefits  and  financing — in 
which  coverage  under  Part  B  would  have  signifi- 
cantly different  results  from  those  under  Part  A.1 

While  there  are  other  important  differences  be- 
tween the  two  parts  of  the  Medicare  program — 
especially  in  the  areas  of  claims  processing  and 
reimbursement — these  do  not  represent  funda- 
mental differences  between  the  two  programs,  and 
could  be  modified  if  a  drug  benefit  were  added. 
For  example,  while  under  Part  B  at  present  the 
beneficiary  generally  initiates  a  claim  for  benefits, 
if  a  drug  benefit  were  added  to  Part  B  it  would 
be  entirely  feasible  to  rely  on  drug  vendors  to  initi- 
ate the  claim  for  drug  benefits.  (These  nonbasic 
differences  between  Part  A  and  Part  B  are  dis- 
cussed where  appropriate  in  Chapters  15  and  16, 
which  discuss  issues  relating  to  administration 
and  reimbursement.) 

a  This  chapter  updates  the  material  presented  originally 
in  the  Third  Interim  Report  of  the  Task  Force. 

1  Task  Force  on  Prescription  Drugs :  "Approaches  to 
Drug  Insurance  Design,"  in  press. 


Eligibility  for  Benefits 

Participation  in  Part  B  depends  at  least  in  large 
part  on  an  individual's  ability  to  pay  the  monthly 
premiums,  which  are  matched  by  contributions 
from  Federal  general  revenues.  As  of  July  1, 
1968,  18.6  million  people  aged  65  or  over — 95  per- 
cent of  the  elderly — were  enrolled  under  Part  B 
of  the  Medicare  program. 

It  is  clear  that  most  of  the  elderly  feel  they  need 
the  protection  that  Part  B  offers,  and  it  is  expected 
a  high  proportion  of  them  will  continue  to  partici- 
pate in  this  voluntary  part  of  the  program.b  None- 
theless, while  some  of  the  elderly  who  have  not 
enrolled  under  Part  B  either  feel  they  do  not  need 
or  do  not  want  the  protection  offered  by  the  pro- 
gram, it  is  likely  that  many  who  have  not  enrolled 
simply  cannot  afford  the  monthly  premium.  There 
is,  of  course,  no  way  to  predict  what  effect  future 
increases  in  the  Part  B  premium  will  have  on  en- 
rollment under  that  plan. 

If,  on  the  other  hand,  out-of-hospital  drugs  were 
covered  under  Part  A  of  Medicare,  virtually  all 
people  now  aged  65  or  more  would  be  automati- 
cally eligible  for  the  new  benefit.  As  of  July  1, 1968, 
19.7  million  persons  aged  65  or  more — 99  percent 
of  the  elderly — were  eligible  for  hospital  insurance 
under  Medicare,  including  some  2  million  individ- 
uals who  were  not  insured  for  social  security  or 
railroad  retirement  cash  benefits  but  who  were 
eligible  for  hospital  insurance  under  a  special 
"transitional"  provision,  which  is  financed  out  of 
general  revenues.  (For  men  who  attain  age  65 
after  1974 — for  women  1973 — the  special  eligibility 
requirements  provided  under  the  transitional  pro- 
vision will  merge  with  the  regular  requirements 
for  social  security  benefits.)  Individuals  who  am 
not  eligible  for  benefits  under  the  transitional  pro 
vision  include  retired  or  active  Federal  employee? 
and  their  spouses  who  are  eligible  for  health  in- 
surance coverage  under  the  Federal  Employees 

b  In  the  fall  of  1967,  those  whose  premiums  were  de- 
ducted from  social  security,  railroad  retirement  or  Fed- 
eral civil  service  retirement  checks —  the  vast  majority 
of  enrollees — had  their  first  opportunity  to  withdraw  from 
the  program.  There  were  only  about  35,000  withdrawals, 
and  during  the  "general  enrollment  period"  about  700,000 
people  enrolled  who  had  failed  to  take  advantage  of  their 
first  opportunity  to  participate  in  the  program. 
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Health  Benefits  Act  of  1959  and  who  are  not  eligi- 
ble for  monthly  cash  benefits  under  social  secu- 
rity or  the  railroad  retirement  program,  and  cer- 
tain aliens  who  have  been  in  this  country  for  only 
a  short  time.  It  is  expected  that  when  the  social 
security  program  is  fully  mature,  from  95  to  98 
percent  of  all  the  elderly  will  be  eligible  for  hos- 
pital insurance  benefits;  ineligible  persons  will  be 
only  those  who  are  not  entitled  to  monthly  cash 
benefits  under  social  security  or  the  railroad  re- 
tirement program." 

Another  important  consideration  is  that  Part 
B  eligibility  lapses  if  the  beneficiary  elects  to  with- 
draw from  the  plan  or  if  he  fails  to  pay  the 
monthly  premium,  while  eligibility  under  Part  A 
continues  until  a  person's  death.  The  experience 
of  Title  XIX  drug  programs  indicates  that  the 
process  of  determining  eligibility  for  benefits 
under  a  program  in  which  continuing  eligibility 
cannot  be  assumed  constitutes  one  of  the  most 
expensive  and  troublesome  parts  of  the  claims 
process.2 

Financing  the  Drug  Program 

If  a  drug  benefit  were  provided  under  Part  B 
of  Medicare,  the  program  would  be  financed 
through  the  monthly  premiums  paid  by  benefi- 
ciaries, and  the  matching  government  contribution 
paid  out  of  general  revenues.  This  method  of 
financing  the  drug  benefit  has  several  drawbacks. 

For  one  thing,  the  additional  premium  needed 
to  finance  the  benefit  might  prove  sufficiently  bur- 
densome for  the  elderly  who  have  to  pay  the  pres- 
ent monthly  premium  so  that  more  of  them  might 
decide  to  reject  coverage  under  Part  B.  If  a  provi- 
sion similar  to  Amendment  No.  440  were  enacted, 
providing  for  a  drug  benefit  under  Part  B — which 
represents  the  approach  introduced  most  fre- 
quently in  the  Congress — the  cost  of  the  benefit 

*  The  uninsured  will  include,  in  addition  to  active  or 
retired  Federal  employees  (and  their  spouses)  and  aliens, 
persons  whose  only  employment  was  in  State  and  local 
employment  which  remains  outside  social  security  ;  minis- 
ters, Christian  Science  practitioners,  or  members  of  reli- 
gious orders  who  have  not  taken  vows  of  poverty  and  who 
have  elected  not  to  be  covered  under  social  security,  and 
members  of  religious  orders  who  have  taken  a  vow  of 
poverty  and  are  specifically  excluded  from  coverage ;  and 
employees  of  nonprofit  organizations  who  are  eligible  for 
coverage  under  voluntary  arrangements  but  have  not 
elected  coverage.  Other  minor  exclusions  include  persons 
whose  earnings  were  so  low  or  sporadic  that  they  never 
became  insured,  and  women  who  have  not  worked  long 
enough  to  be  insured  on  their  own  account  and  who  cannot 
qualify  for  dependents'  benefits. 

2  Task  Force  on  Prescription  Drugs  :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  p.  68. 


would  be  $4.60  per  capita  per  month.  (Under  this 
approach,  the  beneficiary  would  be  responsible  for 
a  $25  drug  deductible  in  addition  to  the  $50  Part 
B  deductible  under  present  law,  and  payment 
would  be  made  for  100  percent  of  the  "allowable 
expenses"  with  respect  to  a  given  drug.)3  The 
monthly  premium  rate  and  the  matching  amount 
paid  out  of  general  revenues  would  each  have  to 
be  increased  by  $2.30  to  finance  the  new  benefit.4 
Amendment  No.  440,  of  course,  would  have  pro- 
vided comprehensive  coverage  of  drug  expenses, 
and  a  more  limited  approach  under  Part  B  would 
be  less  costly. 

It  should  be  remembered,  though,  that  in  1966, 
53  percent  of  the  Nation's  aged  individuals,  and 
11  percent  of  the  families  in  which  the  head  was 
aged  65  or  over,  had  an  income  of  less  than  $120 
a  month,  while  29  percent  of  aged  individuals, 
and  30  percent  of  families  in  which  the  head  was 
aged  65  or  over,  had  an  income  of  between  $120 
and  $240  a  month.5 

Thus,  many  would  find  an  increase  in  their 
monthly  premium  (currently  $4) — even  if  it  were 
less  than  $2.30  with  a  less-than-comprehensive 
coverage — to  be  a  significant  amount  to  pay  from 
their  low  incomes.  In  addition,  the  insured  person 
would  also  be  responsible  for  the  $50  annual  de- 
ductible and  a  20-percent  co-insurance  for  covered 
medical  services  other  than  drugs,  plus  a  $25  de- 
ductible applicable  to  covered  drug  expenses,  and 
any  amounts  in  excess  of  the  "allowable  drug  ex- 
pense" as  well  as  any  incurred  health  costs  not 
covered  under  the  Medicare  program. 

An  additional  consideration  is  that  under  Part 
B,  increases  in  health  costs  or  substantial  increases 
in  utilization  of  covered  services  must  be  paid  for, 
through  increases  in  the  beneficiary's  monthly 
premium,  on  a  year-to-year  basis  as  the  cost  in- 
creases occur. 

In  contrast,  if  a  drug  benefit  were  provided 
under  Part  A,  the  program  would  be  financed 
through  the  regular  contributory  mechanism  now 
used  to  finance  hospital  costs  and  the  cash-benefit 
part  of  social  security.  Under  this  approach,  an 
individual  would  pay  for  this  protection  during  his 
working  years,  rather  than  at  a  time  of  life  when 
he  may  well  have  low  income,  limited  assets,  and 
high  health  costs.  In  addition,  increases  in  the 

3  "Approaches  to  Drug  Insurance  Design,"  op.  cit. 

4  Ibid. 

"U.S.  Bureau  of  the  Census:  "Income  in  1966  of  Fam- 
ilies and  Persons  in  the  United  States,"  Current  Popula- 
tion Reports  (Consumer  Income),  Series  P.  60,  No.  53, 
December  28,  1967,  p.  24. 
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health  costs  and  the  utilization  of  services  covered 
under  Part  A  can  be  assumed  in  establishing  the 
contribution  rates  and  thus  averaged  and  paid  for 
over  a  substantial  period  of  time.  Also,  with  con- 
tributions based  on  earnings,  increases  in  the  gen- 
eral earnings  levels  that  can  be  expected  to  occur 
in  the  future  will  automatically  provide  additional 
income  to  the  system  to  help  meet  increases  in 
health  costs. 


The  Task  Force  finds  that  while  it  would  be 
feasible  to  provide  coverage  of  out-of -hospital 
prescription  drugs  under  either  the  hospital 
insurance  (Part  A)  or  medical  insurance 
(Part  B)  programs  of  Medicare,  there  would 
be  significant  advantages,  in  terms  of  bene- 
ficiary eligibility  and  financing,  in  providing 
such  coverage  under  the  hospital  insurance 
program. 
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CHAPTER  14 


DRUGS  UNDER  MEDICARE: 

ALTERNATIVE  PROPOSALS  FOR  COVERAGE  a 


Three  possible  methods  of  covering  out-of- 
hospital  prescription  drugs  under  Medicare 
would  appear  to  be  of  most  value  to  beneficiaries 
with  high  drug  costs,  and  would  result  in  more 
limited  program  costs  and  a  lower  volume  of  claims 
than  would  occur  under  essentially  full  coverage. 
These  alternatives  are : 1 

•  Coverage  of  only  those  drugs  important  for 
the  treatment  of  serious  chronic  illnesses 
which  afflict  the  elderly. 

•  Coverage  of  most  prescription  drugs,  com- 
bined with  the  use  of  a  relatively  large  annual 
deductible  applicable  to  drug  expenses. 

•  Coverage  of  most  prescription  drugs,  but  with 
eligibility  for  the  drug  benefit  restricted  to 
social  security  beneficiaries  who  have  attained 
age  70  or,  alternatively,  age  72. 

These  proposals  embody,  respectively,  three 
common  techniques  for  limiting  the  scope  of  a 
drug  program:  limiting  the  number  of  covered 
drugs;  relying  on  a  high  cost-sharing  factor;  and 
limiting  the  number  of  eligible  beneficiaries. 

There  are  other  techniques  which  would  con- 
tribute to  limiting  program  costs  and  which  could 
be  incorporated  into  any  of  the  three  proposals. 
Among  them  are  these : 

•  Setting  maximum  limits  on  the  cost  of  pre- 
scriptions to  be  reimbursed. 

•  Setting  maximum  limits  on  the  quantity  of  a 
drug  per  single  prescription  for  which  reim- 
bursement would  be  made. 

•  Discouraging  over-utilization  through  the  use 
of  such  cost-sharing  mechanisms  as  co-pay- 
ment or  co-insurance  applied  to  each  prescrip- 
tion, and  through  utilization  review. 

These  techniques  are  discussed  in  Chapter  16. 

Coverage  along  the  lines  of  any  of  the  proposals 
discussed  here  could  be  provided  under  either  Part 
A  or  Part  B  of  the  Medicare  program. 

•  This  chapter  updates  the  material  presented  orig- 
inally in  the  Third  Interim  Report  of  the  Task  Force. 

*Task  Force  on  Prescription  Drugs:  "Approaches  to 
Drug  Insurance  Design,"  in  press. 


Coverage  of  Long-Term  Maintenance 
Drugs 

Available  data  on  drug  use  by  the  elderly  sup- 
port the  hypothesis  that  coverage  of  only  those 
drugs  which  are  important  for  the  treatment  of 
chronic  illness  among  the  elderly,  and  which  us- 
ually are  required  on  a  continuing  or  recurring 
basis,  would  concentrate  the  protection  provided 
by  a  drug  program  where  it  is  most  clearly 
needed. 

(As  indicated  in  Chapter  1,  there  is  wide  varia- 
tion among  the  elderly  in  the  extent  to  which  they 
use  prescription  drugs:  Those  older  people  who 
have  serious  chronic  illnesses  use  more  drugs  than 
those  who  are  not  chronically  ill,  and  many  of  the 
drugs  most  frequently  used  by  the  elderly  are  as- 
sociated with  the  serious  chronic  illnesses  which 
afflict  older  people.) 

Under  such  an  approach,  the  Medicare  law 
could  provide  that  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  would  establish  the  list  of 
specific  drugs  to  be  covered  under  the  program. 
He  would  select  those  drugs  which  he  finds  art 
important  in  the  treatment  of  the  many  serious 
chronic  conditions  which  afflict  the  aged.  Once  a 
drug  was  so  specified  as  a  covered  drug,  reimburse- 
ment would  be  made  without  regard  to  the  condi- 
tion for  which  it  was  prescribed.  The  law  might 
also  include  guidelines  indicating  how  the  list 
would  be  established.  Also,  to  assist  the  Secretary 
in  establishing  the  list  of  covered  drugs,  the  law 
might  provide  for  an  Advisory  Council  on  Drugs, 
including  nongovernmental  experts  in  pharmacol- 
ogy, pharmacy,  geriatrics  and  other  branches  of 
clinical  medicine,  and  representatives  of  consumer 
groups. 

The  statutory  guidelines  on  the  selection  of 
drugs  to  be  covered  would  authorize  the  Secretary 
to  consider  whether,  both  absolutely  and  in  rela- 
tion to  other  drugs  in  its  therapeutic  class,  a  drug 
was  (1)  of  acceptable  quality ;  (2)  safe  and  effica- 
cious, giving  careful  consideration  to  relative  tox- 
icity and  taking  into  account  studies  by  the  De- 
partment of  Health,  Education,  and  Welfare,  the 
Department  of  Defense,  the  Veterans  Administra- 
tion, and  other  agencies  which  the  Secretary  found 
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to  be  appropriate;  and  (3)  not  unduly  expensive 
in  relation  to  its  therapeutic  efficacy. 

The  drugs  selected  could  include,  in  addition  to 
drugs  which  can  only  be  dispensed  upon  prescrip- 
tion by  physicians,  certain  drugs  which  can  be  dis- 
pensed without  a  prescription  (e.g.,  insulin)  but 
only  if  the  Secretary  found  that  such  drugs  were 
"lifesaving  drugs,"  or  that  their  withdrawal  would 
be  seriously  harmful  to  individuals  who  had  been 
using  them,  or  that  they  provided  acceptable  sub- 
stitutes in  terms  of  economy  and  effectiveness  for 
other  drugs  included  in  the  list. 

The  guidelines  would  require  that  the  list  be 
reviewed  and  revised  as  necessary,  at  least  once 
each  year,  and  that  the  Secretary  be  required  to 
report  to  the  Congress  annually  on  the  adequacy 
of  the  list  and  the  cost  of  the  drug  benefits  being 
paid. 

If  such  an  approach  were  adopted,  it  is  estimated 
that  the  level  cost  of  the  new  benefit,  if  provided 
under  Part  A  of  the  Medicare  program  and  assum- 
ing a  $1  co-payment,  would  be  0.19  percent  of  tax- 
able payroll  (estimated  on  a  "high-cost"  basis  and 
exclusive  of  administrative  costs) .  On  the  assump- 
tion that  1971  would  be  the  first  year  of  operations, 
benefit  payments  in  that  year  would  amount  to  an 
estimated  $720  million,  with  reimbursement  made 
for  about  135  million  prescriptions.* 

A  more  limited  approach  might  be  the  restric- 
tion of  coverage  to  drugs  which  are  important  in 
the  treatment  of  a  limited  number  of  specific, 
serious  chronic  conditions;  for  example,  the  list 
of  covered  drugs  might  be  limited  to  those  which 
are  important  in  the  treatment  of  cardiovascular 
disease,  diabetes,  kidney  conditions  and  respira- 
tory conditions.  Such  an  approach  would  involve 
somewhat  lower  workloads  and  benefit  costs  than 
would  be  concerned  in  coverage  of  drugs  important 
in  the  treatment  of  virtually  all  the  chronic  condi- 
tions of  the  elderly. 

Coverage  of  such  a  limited  number  of  drugs  ap- 
pears to  be  the  most  promising  of  the  alternative 
methods  of  providing  limited  drug  coverage  that 
the  Task  Force  has  considered.  This  approach 
would  have  the  administrative  advantages  of  lim- 
iting the  number  of  claims  submitted  for  proc- 
essing, and  of  providing  the  most  protection  to 
those  of  the  elderly  who,  because  they  have  re- 
curring needs  for  drugs  associated  with  chronic 

"  See  "Approaches  to  Drug  Insurance  Design,"  op. 
ext.  It  should  be  noted  that  the  level-cost  estimates 
given  throughout  the  text  do  not  include  administrative 
costs.  A  range  of  administrative  costs  has  been  estimated 
and  is  discussed  in  that  volume. 


illness,  can  be  assumed  to  have  the  greatest  need 
for  such  benefits. 

While  such  an  approach  might  entail  some 
problems  of  beneficiary  understanding  related  to 
what  drugs  are  covered,  these  problems  do  not  ap- 
pear to  be  insurmountable. 

One  indication  of  the  feasibility  of  covering 
only  a  limited  number  of  specific  drugs  for  the 
treatment  of  chronic  illness  is  that  Norway  and 
Denmark  have  adopted  such  a  method  of  covering 
drugs  under  their  social  insurance  health  care 
systems.2 

In  this  country,  a  similar  approach  has  been 
used  successfully  by  the  drug  program  of  the 
United  Mine  Workers  Welfare  and  Retirement 
Fund;  in  1967  this  program  provided  drugs  for 
500,000  eligible  beneficiaries.3  (The  closed  panel 
United  Mine  Workers  program  is  organized  on  a 
regional  basis,  with  each  region  establishing  its 
own  formulary;  the  number  of  drugs  in  these 
formularies  ranges  from  64  to  148.  Prescriptions 
are  covered  under  the  program  only  if  they  are 
obtained  from  physicians  who  have  entered  into 
participating  agreements  with  the  plan.) 

Every  effort  would  be  made  to  help  assure  bene- 
ficiary understanding  and  to  provide  physicians 
and  pharmacists  with  easily  understandable  in- 
formation about  the  drug  benefit,  including  an 
easy-to-use  listing  of  all  drugs  covered  under  the 
program. 

A  more  fundamental  possible  drawback  to  this 
approach  is  that  there  is  a  question  whether  wide- 
spread medical  agreement  can  be  reached  on  the 
drugs  to  be  selected.  Although  it  would,  of  course, 
be  impracticable  to  compile  a  final  list  of  "cov- 
ered" drugs  far  in  advance  of  the  effective  date  of 
drug  coverage,  continuing  work  should  be  done 
to  develop  lists  of  drugs  in  the  therapeutic  cate- 
gories associated  with  treatment  of  chronic  illness. 

One  question  that  needs  to  be  explored  in  depth 
is  whether  a  medically  acceptable  list  of  important 
drugs  used  in  the  treatment  of  chronic  illness 
would  include  a  disproportionately  large  number 
of  drugs  that  are  often  used  in  the  treatment  of 
both  chronic  and  acute  illnesses,  and  whether  a 
significant  portion  of  benefits  might  therefore  go 
for  prescriptions  to  treat  acute,  short-term  illness. 

As  indicated  earlier,  data  from  the  Master 
Drug  List  (which  reflects  some  88  percent  of  the 
prescriptions  obtained  from  community  pharma- 

2  "Current  American  and  Foreign  Programs,"  U.S.  Gov- 
ernment Printing  Office,  Washington,  D.C.,  1968,  pp.  169, 
18T. 

"Ibid.,  pp.  127-128. 
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cies  by  the  elderly  in  1966)  indicate  that  a  rela- 
tively small  number  of  drugs  account  for  a  high 
proportion  of  the  prescription  drugs  used  by  these 
individuals.  Although  the  Master  Drug  List  pro- 
vides merely  an  index  of  recent  prescribing  pat- 
terns, and  does  not  necessarily  reflect  expert 
medical  judgments  as  to  what  is  good  drug  ther- 
apy or  what  drugs  are  most  significant  for  treat- 
ment of  serious  illness,  it  serves  at  least  as  a  guide 
to  the  number  of  frequently  dispensed  legend 
drugs  in  the  various  therapeutic  categories  asso- 
ciated with  the  continuing  or  recurrent  treatment 
of  the  important  chronic  illness  of  the  aged.  The 
Master  Drug  List  data  indicate  that  there  are 
fewer  than  200  such  drugs  which  are  relatively 
frequently  used  for  such  purposes. 

In  order  to  achieve  maximum  benefits  with 
whatever  funds  may  be  available,  and  to  give 
maximum  help  to  those  of  the  elderly  whose 
drug  needs  are  the  most  burdensome,  the 
Task  Force  finds  that  particular  considera- 
tion should  be  given  to  providing  coverage 
at  the  outset  mainly  for  those  prescription 
drugs  which  are  most  likely  to  be  essential 
in  the  treatment  of  serious  long-term  illness. 

Use  of  a  High  Annual  Deductible 

A  second  possible  method  of  limiting  the  num- 
ber of  claims  and  program  costs  of  a  drug  program 
under  Medicare  would  be  to  pay  benefits  only 
where  a  beneficiary's  drug  expenses  exceed  a  speci- 
fied, relatively  high  annual  amount. 

Serious  consideration  has  been  given  to  a  pro- 
posal under  which  virtually  all  legend  drugs 
would  be  covered,  subject  to  a  $100  annual  de- 
ductible, with  a  co-insurance  of  20  percent  to  be 
paid  by  the  beneficiary  on  drug  expenses  above 
that  amount.  Beneficiaries  would  be  responsible  for 
keeping  records  and  submitting  claims  for  reim- 
bursement, and  would  be  permitted  to  submit 
claims  only  after  accumulating  charges  which 
equal  the  deductible  amount. 

Under  this  approach,  the  pharmacist  would  be 
asked  to  certify  that  a  drug  was  available  only  on 
prescription  and  was  provided  for  the  use  of  the 
named  beneficiary.  The  pharmacist's  certification 
would  appear  on  each  receipt  for  a  covered  drug. 

The  beneficiary  would  collect  and  submit  his 
receipts  for  covered  drugs  in  a  pre-addressed  en- 
velope furnished  by  the  Social  Security  Admin- 
istration. Reimbursement  would  be  made  directly 


to  the  beneficiary,  on  an  indemnity  or  "reasonable 
charge"  basis. 

In  comparison  with  comprehensive  coverage, 
this  proposal  would  result  in  substantial  reduc- 
tions in  both  program  costs  and  claims  levels.  It  is 
estimated  that  the  cost  of  the  proposal  would  be 
$405  million  in  the  first  year  of  operation,  and 
that  reimbursement  would  be  made  for  about  100 
million  claims  in  that  year.  If  the  benefit  were 
provided  under  Part  A,  it  is  estimated  that  the 
level-cost  of  the  proposal  would  be  0.14  percent  of 
taxable  payroll  (based  on  the  "high-cost"  estimate 
and  exclusive  of  administrative  costs)  .4 

Of  the  three  methods  of  limiting  the  administra- 
tive burden  of  a  drug  benefit  considered  by  the 
Task  Force,  this  proposal  could  be  designed  in 
a  way  that  would  permit  the  highest  degree  of 
administrative  simplicity.  Not  only  would  claims 
levels  be  greatly  reduced,  but  a  large  part  of  the 
recordkeeping  burden  would  rest  with  the  bene- 
ficiary, rather  than  with  the  Social  Security  Ad- 
ministration. Moreover,  the  Administration  would 
not,  under  some  approaches,  have  to  enter  into 
agreements  with  the  54,000  community  pharmacies 
or  with  the  approximately  3,000  other  dispensers 
of  drugs.  The  process  of  negotiating  such  agree- 
ments and  of  maintaining  ongoing  relationships 
with  participating  drug  vendors  would  obviously 
result  in  a  substantial  workload.  An  additional 
consideration  is  that  drug  vendors  would  not 
be  required  to  keep  records  for  reimbursement 
purposes. 

Also,  although  this  approach  to  coverage  is 
patterned  after  the  claims  and  reimbursement  pro- 
visions in  effect  under  Part  B,  there  is  no  necessary 
relationship  between  the  indemnity  approach  fol- 
lowed under  Part  B  and  the  Part  B  financing 
mechanism.  It  would  be  possible,  therefore,  to 
follow  the  indemnity  approach  referred  to  above 
even  if  the  eligibility  and  financing  provisions  of 
the  new  benefit  were  established  under  the  hospital 
insurance  part  of  the  program. 

The  main  drawback  to  an  approach  involving  a 
$100  deductible  is  that,  for  a  beneficiary  with 
heavy  drug  expenses  and  limited  resources,  $100  is 
a  very  large  amount  of  money,  and  a  deductible  of 
this  size  would  mean  that  drug  expenses  would 
remain  a  real  hardship  to  many  beneficiaries. 
While  a  lower  deductible  amount  could  be  estab- 
lished, this  would  result  in  increased  workloads 
and  program  costs. 

1  "Approaches  to  Drug  Insurance  Design,"  op.  tit. 
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For  example,  a  $75  annual  deductible  with  a  20 
percent  co-insurance,  provided  under  Part  A, 
would  involve  benefit  costs  of  about  $535  million 
in  the  first  year  of  operation,  with  reimbursement 
being  made  for  an  estimated  140  million  prescrip- 
tions, and  an  estimated  level-cost,  exclusive  of  ad- 
ministrative expenses,  of  0.18  percent  of  taxable 
payroll. 

If  the  deductible  were  $50,  assuming  no  other 
changes  in  the  provisions  just  listed,  benefit  costs 
would  be  $710  million,  reimbursement  would  be 
made  for  an  estimated  190  million  claims,  and 
the  level-cost  would  be  0.25  percent  of  taxable 
payroll.5 

Another  drawback  to  a  high  deductible  approach 
is  the  difficulty  that  beneficiaries  would  have  in 
keeping  track  of  their  drug  expenses.  Under  this 
approach,  assuming  an  average  cost  of  $4  per  pre- 
scription, the  beneficiary  might  have  to  accumulate 
as  many  as  26  prescriptions  before  he  could  be 
reimbursed  for  any  of  his  drug  expenses.  Experi- 
ence with  the  $50  annual  deductible  under  Part  B 
indicates  that  Medicare  beneficiaries  have  great 
difficulty  keeping  track  of  their  medical  bills, 
especially  those  for  small  amounts,  and  supports 
the  inference  that  the  higher  the  deductible 
amount,  the  more  serious  the  problems. 

Furthermore,  to  a  great  extent  the  administra- 
tive and  cost  advantages  of  such  an  approach  are 
based  on  the  assumption  that  the  administering 
agency  would  be  engaging  in  only  a  minimum 
amount  of  claims  administration.  For  example, 
since  validity  of  a  claim  would  rest  primarily  on 
a  pharmacist's  certification  that  the  receipt  was  for 
payment  of  a  prescription  drug  dispensed  to  a 
given  beneficiary,  there  would  be  opportunity  for 
abuse  of  the  benefit — such  as  beneficiaries  procur- 
ing drugs  for  other  members  of  their  families  or 
for  their  neighbors.  The  additional  expenses  in- 
volved in  preventing  such  abuse  would  detract 
from  the  administrative  and  cost  advantages  of 
the  proposal. 

From  a  consideration  of  these  factors,  the 
Task  Force  finds  that  the  use  of  an  annual 
deductible  to  control  costs  presents  oppor- 
tunities that  warrant  further  consideration. 

5  Ibid. 


Pay  Benefits  at  Age  70  or  72 

A  third  approach  to  providing  a  limited  drug 
benefit  under  Medicare  which  would  reduce  the 
cost  and  the  number  of  claims  involved  would  be 
to  make  the  benefit  available  only  to  those  who  at- 
tain a  certain  age — for  example,  age  70  or  age  72. 

Under  this  approach,  payment  might  be  made 
for  the  great  majority  of  the  1200  different  legend 
drugs  on  the  market,  offering  the  benefits  of  a 
comprehensive  program  although  to  only  a  lim- 
ited portion  of  the  elderly.  Only  65  percent  of  the 
present  population  aged  65  and  over  are  70  and 
over,  and  would  therefore  be  eligible  for  benefits 
(53  percent  would  qualify  if  the  eligibility  age 
were  72). 

If  the  eligibility  age  were  set  at  70  and  virtually 
all  prescription  drugs  were  covered,  the  cost  of 
the  benefit — assuming  a  $1  co-payment — would 
be  about  $1.2  billion  in  the  first  year  of  operation, 
and  the  level-cost  of  the  benefit  would  be  0.42  per- 
cent of  taxable  payroll  (estimated  on  a  "high-cost" 
basis).  If  the  eligibility  age  were  set  at  72,  bene- 
fit costs  would  be  about  $1  billion,  and  the  level- 
cost  would  be  0.36  percent  of  taxable  payroll. 

Keimbursement  would  be  made  for  about  240 
million  claims  if  the  eligibility  age  were  70,  and 
205  million  if  the  age  were  72.6 

Costs  and  claims  levels  could,  of  course,  be  re- 
duced further  by  means  of  cost-sharing  provisions. 

Apart  from  the  problem  of  rationalizing  age  70 
or  72  as  the  age  at  which  a  particular  Medicare 
benefit  would  become  available  when  all  other 
Medicare  benefits  are  available  at  age  65,  there  is 
a  question  of  whether  such  a  new  age  limit  would 
be  the  most  effective  means  of  concentrating  pro 
tection  where  it  is  mo9t  needed.  Medicare  benefi- 
ciaries under  age  70  or  72  who  had  very  high  drug 
costs  might  well  have  difficulty  understanding  a 
rationale  which  excluded  them  from  coverage 
while  paying  for  the  drug  expenses  of  people  who, 
while  older,  were  in  somewhat  better  health. 

Restricting  benefits  to  those  aged  70,  72  or 
more  would  reduce  the  size  and  cost  of  the 
program,  but  the  Task  Force  finds  that  this 
is  not  a  preferred  approach  at  this  time. 

6  Ibid. 
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CHAPTER  15 

DRUGS  UNDER  MEDICARE: 
PROGRAM  ADMINISTRATION 


A  number  of  important  factors  concerned  with 
administrative  -policies  and  procedures  have  been 
considered  by  the  Task  Force.  These  include  deter- 
mination and  demonstration  of  eligibility,  the  role 
of  the  drug  vendors,  the  role  of  the  administra- 
tive agency,  certification  by  physicians,  the  ques- 
tion of  utilization  review,  and  the  need  for  a 
delayed  effective  date.1 

Establishing  Beneficiary  Entitlement b 

If  a  drug  benefit  were  included  under  Part  A, 
a  beneficiary's  entitlement  to  the  out-of-hospital 
maintenance  drug  benefit  would  be  established  at 
the  same  time  as  entitlement  to  hospital  insurance 
benefits.  In  virtually  all  cases,  such  entitlement 
could  be  expected  to  continue  until  the  benefici- 
ary's death,  and  this  fact  would  greatly  simplify 
administration  of  the  benefit.  Once  entitlement 
were  established,  the  beneficiary  identification 
procedures  now  used  for  the  present  hospital  in- 
surance program  could  be  applied,  and  the  phar- 
macist could  assume  that  a  beneficiary  who 
presented  an  identification  card  indicating  Part  A 
entitlement  was,  in  fact,  entitled  to  Part  A  drug 
benefits.  If  the  benefit  were  provided  under  Part 
B,  such  a  presumption  would  be  in  error  if  the 
beneficiary  had  failed  to  pay  his  premiums  or 
otherwise  terminated  his  enrollment. 

It  is  contemplated  that  an  out-of-hospital  drug 
benefit  would  be  made  available  only  to  those 
beneficiaries  who  are  not  hospital  inpatients.  One 
consideration  in  so  limiting  eligibility  is  the  fact 
that  the  great  majority  of  inpatient  beneficiaries 
are  in  participating  hospitals  and  thus  their  hospi- 
tal expenses,  including  the  cost  of  drugs,  are 
already  being  paid  in  large  part  by  Medicare. 

No  payment  for  out-of-hospital  drugs  would  be 
made  where  an  individual  was  receiving  drugs  that 
were  already  being  paid  for  by  Medicare  as  part 
of  his  extended  care  benefits.  For  these  individuals, 
out-of-hpspital  drug  benefits  would  begin  when 

1  This  chapter  updates  the  material  presented  originally 
in  the  Third  Interim  Report  of  the  Task  Force. 

1  Task  Force  on  Prescription  Drugs :  "Approaches  to 
Drug  Insurance  Design,"  in  press. 

b  Entitlement:  an  individual  has  entitlement  to  social 
security  benefits  if  he  meets  all  the  statutory  requirements 
for  benefits  and  has  filed  an  application  for  those  benefits. 


their  extended  care  benefits  terminated.  At  the 
present  time,  many  persons  who  receive  extended 
care  benefits  under  Medicare  do  not  have  their  drug 
costs  met  as  part  of  these  benefits,  since  an  ex- 
tended care  facility  is  not  required  to  provide 
drugs.  For  these  individuals,  the  out-of-hospital 
drug  benefit  would  be  payable  under  the  new  drug 
program,  either  to  the  beneficiary  or  to  the  drug 
vendor,  depending  on  which  reimbursement  sys- 
tem was  adopted. 

Reliance  on  Drug  Vendors 

Administration  of  an  out-of-hospital  drug  pro- 
gram would  be  greatly  simplified  if  substantial 
reliance  could  be  placed  on  community  pharma- 
cies and  other  vendors  for  initiating  claims. 

The  major  alternative  would  be  a  system  under 
which  the  beneficiary  paid  for  his  prescription  at 
the  time  of  purchase,  kept  a  record  of  his  ex- 
penses for  covered  drugs,  submitted  claims  for 
benefits,  and  was  then  reimbursed  by  the  program 
on  the  basis  of  the  covered  expenses  he  incurred. 
With  a  population  of  beneficiaries  that  could  be 
expected  to  undertake  the  recordkeeping  involved 
in  a  considerable  number  of  small  claims,  this 
procedure  has  much  to  recommend  it.  Under  such 
conditions,  it  is  probable  that  many  small  claims 
would  not  be  filed,  since  the  beneficiary  would 
decide  that  it  was  not  worth  his  while  to  file  claims 
for  very  small  amounts.  The  elimination  of  very 
small  claims  would  not  be  altogether  inequitable 
to  the  beneficiary,  and  would  contribute  to  effi- 
cient administration.  As  noted  above,  reduction  of 
claims  volume  could  be  achieved  through  the  use 
of  a  sizeable  deductible  amount  with  respect  to 
drugs. 

This  method  of  claims  administration,  however, 
might  place  an  undue  burden  on  many  benefi- 
ciaries, which  could  be  avoided  if  the  claims 
process  were  initiated  by  the  pharmacist  rather 
than  the  beneficiary. 

Administering  the  drug  benefit  through  pay- 
ments to  drug  vendors  would  have  other  impor- 
tant advantages  in  addition  to  relieving  the  claims 
burden  that  would  be  placed  on  the  beneficiary  if 
he  were  responsible  for  keeping  records  of  his 


59 


drug  expenses.  The  vendor  could  submit  claims  at 
regular  intervals  on  composite  claims  forms  and 
receive  periodic  reimbursement  for  multiple 
claims.  Recording  of  claims  and  collection  of  pro- 
gram data  could  be  facilitated  through  such  tech- 
niques as  use  of  the  National  Drug  Product  Code.a 
In  addition,  if  only  a  limited  number  of  drugs 
were  covered  under  the  program,  primary  reliance 
could  be  placed  on  the  vendor  to  determine,  by 
reference  to  the  list  of  covered  drugs,  whether  a 
particular  drug  would  be  a  covered  drug  for 
which  a  valid  claim  could  be  submitted.  Finally, 
use  of  automated  data  processing  methods  could 
be  more  readily  employed  where  claims  were  sub- 
mitted by  the  provider. 

Reliance  on  the  drug  vendors  in  the  claims  and 
reimbursement  process  would  also  facilitate  in- 
creased coordination  of  an  out-of-hospital  drug 
benefit  under  Medicare  with  the  drug  benefits 
available  under  other  Government  programs — 
principally  Title  XIX  programs — which  make 
payment  directly  to  the  drug  vendor.  In  1967,  Fed- 
eral vendor  payments  for  out-of-hospital  drugs 
amounted  to  $100  million  and  it  is  likely  that  all 
Federal  programs  involving  vendor  payments  will 
be  even  larger  in  the  future. 

Reliance  on  vendors  also  would  enable  the  So- 
cial Security  Administration  to  take  advantage 
of  advances  in  electronic  data  processing  capabili- 
ties, including  equipment  which  would  permit 
transmittal  of  claims  information  directly  from 
drugstores  to  the  agency  processing  the  claims.  At 
the  present  time,  there  are  no  proven  communica- 
tions systems  for  use  in  drugstores  that  would  aid 
them  in  meeting  the  requirements  of  a  drug  pro- 
gram under  Medicare  by  tying  the  drugstore  into 
the  automated  data  processing  system.  However, 
from  the  technological  standpoint,  there  are  no 
significant  obstacles  to  the  development  of  such 
systems  once  a  program  need  has  been  established, 
and  these  devices  could  play  an  important  part  in 
efficient  claims  administration. 

"  The  National  Drug  Product  Code  will  identify  all 
legend  drug  products,  and  some  nonlegend  products,  'by 
use  of  a  nine-character  alpha-numeric  code  which  will 
identify  the  drugs  by  manufacturer  or  labeler,  product 
form,  and  package  size.  The  code,  which  is  being  devel- 
oped at  the  present  time,  is  a  joint  effort  of  the  Food  and 
Drug  Administration,  the  pharmacy  profession,  the  phar- 
maceutical industry,  and  a  number  of  public  and  private 
insurance  programs,  coordinated  by  the  Task  Force  on 
Prescription  Drugs.  It  is  intended  to  facilitate  the  rapid 
transmission  of  uniform  data  needed  both  from  the  stand- 
point of  efficient  distribution  in  the  drug  market  and  from 
the  standpoint  of  meeting  the  administrative  require- 
ments of  third-party  purchasers  of  drugs. 


If  substantial  reliance  were  to  be  placed  on  drug 
vendors  in  the  processing  of  drug  benefit  claims 
and  in  reimbursement,  it  is  contemplated  that 
vendors,  like  the  providers  of  services  under  the 
present  Medicare  law,  would  be  able  to  participate 
in  the  program  only  if  they  entered  into  an  agree- 
ment to  do  so  with  the  Secretary  of  Health,  Edu- 
cation, and  Welfare. 

They  would  have  to  agree — 

•  To  accept  certain  limits  on  the  amounts  they 
would  charge  program  beneficiaries  (these 
limits  are  discussed  in  Chapter  16) . 

•  To  submit  bills  with  such  frequency  and  in 
such  form  as  may  be  specified. 

•  To  make  available  drug  and  prescription 
records  for  drug  audits. 

•  To  keep  such  checks  on  the  accuracy  of  the 
dispensing  of  prescriptions  as  may  be  pro- 
vided under  regulations. 

•  To  meet  such  other  conditions  of  health  and 
safety  as  may  be  provided  in  regulations. 

As  drug  vendors  under  the  program,  it  would 
seem  feasible  to  include  community,  mail-order 
and  hospital  outpatient  pharmacies,  clinics,  and, 
in  certain  cases,2  dispensing  physicians.  In  addi- 
tion, extended  care  facilities  participating  under 
Medicare  would  be  able  to  act  as  drug  vendors 
under  the  program  if  they  so  desired.  Where  an 
extended  care  facility  did  not  want  to  act  as  a 
drug  vendor,  as  discussed  above,  covered  drugs 
could  be  obtained  from  other  dispensers  of  drugs, 
either  by  the  beneficiary  or  on  his  behalf.  It 
should^be  noted  that  some  minor  changes  in  the 
definition  of  the  reasonable  cost  of  extended  care 
benefits  would  be  required,  to  avoid  anomalous 
situations  which  might  arise  because  of  the  use  of 
two  different  methods  of  making  reimbursement 
for  drugs.  Some  changes  in  regulations  might  be 
needed  to  assure  that  the  Social  Security  Admin- 
istration would  not  be  paying  more  for  a  drug  pur- 
chased from  a  retail  pharmacist  but  furnished  as 
an  extended  care  benefit  than  the  amount  deter- 
mined to  be  the  "reasonable  drug  charge"  (see 
Chapter  16)  for  that  same  drug  furnished  under 
a  new  drug  benefit  program. 

It  would  seem  desirable  that  physicians  be  per- 
mitted to  act  as  drug  vendors  in  the  program  only 
under  certain  conditions  established  by  the  Secre- 

2  See  page  17. 
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tary.  In  determining  reimbursement  of  such  a  dis- 
pensing physician,  consideration  should  be  given 
among  other  factors  to  the  extent  of  any  other 
professional  services  he  performed  at  the  time  he 
dispensed  the  drug,  and  of  any  charges  he  made 
for  those  services ;  that  is,  the  physician  should  not 
be  reimbursed  both  for  a  dispensing  charge  as 
part  of  his  "reasonable  charges"  as  defined  in  the 
present  Medicare  law  for  professional  services  and 
also  for  a  dispensing  allowance  in  his  capacity  as 
a  drug  vendor. 

The  Task  Force  finds  that  it  would  be  pref- 
erable for  the  vendor  rather  than  the  bene- 
ficiary to  have  major  responsibility  for 
keeping  needed  records  and  initiating 
claims,  and  to  be  reimbursed  by  the  pro- 
gram. 

Role  of  the  Administering  Agency 

If  a  new  drug  benefit  is  added  to  the  Medicare 
program,  administrative  responsibility  should  rest 
with  the  Secretary  of  Health,  Education,  and  Wel- 
fare, with  a  primary  delegation  of  authority  to  the 
Social  Security  Administration. 

As  the  legislative  specifications  develop  for  the 
new  drug  program,  and  as  the  many  complex 
problems  of  designing  the  most  feasible  method  of 
administering  the  new  benefit  are  resolved,  it  may 
prove  to  be  desirable  to  enlist  the  assistance  of 
nongovernmental  organizations.  The  possible  use 
of  other  organizations  and  their  specific  functions, 
however,  will  depend  to  a  large  extent  on  the  reso- 
lution of  other  important  administrative  questions. 
For  example,  the  nature  of  the  automated  data 
processing  system  that  would  be  used  in  adminis- 
tering the  new  benefit  would  have  an  important 
bearing  on  the  delegation  of  functions  to  outside 
organizations. 

A  highly  sophisticated  automated  data  process- 
ing system  could  function  most  effectively  if  the 
drug  benefit  were  administered  at  the  Federal  level, 
but  with  appropriate  consideration  of  the  system's 
compatibility  with  systems  used  by  other  organiza- 
tions. An  additional  consideration  here  would  be 
the  experience  and  proficiency  developed  by  vari- 
ous organizations  in  administering  drug-benefit 
claims  by  the  time  drug  coverage  is  added  to  the 
Medicare  program. 


Because  of  the  large  number  of  claims  which 
would  be  involved,  the  Task  Force  finds  that 
a  suitable  automated  data  processing  system 
could  play  a  vital  role  in  claims  processing 
and  other  administrative  activities,  and 
should  be  developed  and  adequately  tested. 

Certification  by  Physician 

The  Medicare  law  excludes  from  coverage  all 
services  and  supplies  that  are  not  medically  neces- 
sary. This  exclusion  should  apply  to  out-of -hospi- 
tal drugs  if  they  were  covered  under  Medicare. 

Under  the  present  law,  one  of  the  primary  meth- 
ods of  assuring  that  the  Medicare  program  pays 
only  for  services  which  are  medically  necessary  is 
the  requirement  that  a  physician  certify  to  the  need 
for  the  services  received.  In  applying  such  a  re- 
quirement to  an  out-of-hospital  drug  benefit,  it 
is  contemplated  that  the  prescription  filed  with  the 
drug  dispenser  would  be  the  only  certification  re- 
quired for  most  prescription  drugs. 

In  the  case  of  those  drugs  which  are  especially 
subject  to  abuse,  coverage  might  be  limited  to 
instances  in  which  the  drug  was  prescribed  for 
certain  specified  conditions.  In  such  cases,  the 
physician  would  have  to  provide  information 
beyond  the  prescription  itself. 

Some  form  of  certification — such  as  a  physician's 
prescription — would  also  be  needed  with  respect 
to  any  nonlegend  drugs,  such  as  insulin,  which 
were  included  in  the  list  of  covered  drugs. 

Utilization  Review 

Utilization  review  is  another  technique  for  help- 
ing to  limit  payments  to  those  for  medically  neces- 
sary services.  The  concept  of  utilization  review 
is  gaining  widespread  acceptance  in  the  medical 
community  as  an  appropriate  means  of  discour- 
aging unnecessary  use  of  medical  services  and  of 
encouraging  improved  patient  care.  By  requiring 
as  a  condition  for  participation  that  hospitals  and 
extended  care  facilities  establish  utilization  review 
committees,  the  Medicare  program  has  been  re- 
sponsible for  the  establishment  of  this  machinery 
in  most  hospitals  throughout  the  country.  In  the 
case  of  drugs,  utilization  review  is  being  developed 
primarily  to  achieve  rational  prescribing.3 

3  Task  Force  on  Prescription  Drugs :  "The  Drug  Pre- 
scribes," U.S.  Government  Printing  Office,  Washington, 
DC,  1968,  p.  3. 
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It  appears,  however,  that  the  problems  involved 
in  establishing  effective  utilization  review  proce- 
dures are  probably  greater  for  all  out-of -hospital 
services  than  for  services  received  inside  an  insti- 
tution. In  the  case  of  drugs,  the  vast  volume  of 
prescriptions,  the  fact  that  a  given  prescription  in 
itself  provides  information  on  only  a  small  segment 
of  an  individual's  total  medical  history,  and  the 
fact  that  there  is  not  yet  complete  consensus  among 
physicians  on  rational  prescribing — all  these  com- 
bine to  present  serious  obstacles  to  the  effective  im- 
plementation of  utilization  review  at  the  present 
time. 

The  Task  Force  finds  that  to  the  extent  that 
appropriate  utilization  review  methods  are 
developed,  these  should  be  applied  in  a 
Medicare  drug  program. 

The  Task  Force  has  already  noted  that  there  is 
a  pressing  need  to  encourage  State  and  local  medi- 


cal societies  and  other  concerned  groups  to  work 
toward  improving  patterns  of  prescribing  and  has 
recommended  strong  support  of  research  and  ex- 
perimentation with  prescription  drug  utilization 
review  methods.4  6 

Delay  in  Effective  Date 

In  preparing  this  report,  it  has  been  assumed 
that  the  new  drug  program  would  become  effective 
no  earlier  than  two  years  after  the  date  of  legis- 
lative enactment.  As  discussed  above,  the  relative 
administrative  complexity  of  a  drug  program 
would  depend  on  the  details  of  design.  Even  the 
simplest  form  of  administration  would  require  a 
substantial  tooling-up  period. 

4  Task  Force  on  Prescription  Drugs :  "Second  Interim  Re- 
port," Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  August  30,  1968,  pp.  109-110. 

5  See  Chapter  11  above. 
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CHAPTER  16 


DRUGS  UNDER  MEDICARE: 
PROGRAM  REIMBURSEMENT  * 


The  specific  provisions  relating  to  reimburse- 
ment1 that  are  appropriate  for  a  drug  program 
would  depend  to  a  large  extent  on  whether  the 
claim  is  filed  by  the  beneficiary  or  by  the  vendor  of 
drugs. 

For  example,  if  the  "high  deductible"  approach 
described  above  were  adopted,  with  the  beneficiary 
submitting  his  own  claims,  one  feasible  method  of 
reimbursement  would  be  the  "reasonable  charge" 
approach  now  used  under  Part  B  of  the  Medicare 
program.  Since,  however,  most  of  the  claims  sub- 
mitted would  be  for  relatively  small  amounts, 
many  claims  would  be  filed  a  considerable  period 
of  time  after  the  prescription  was  obtained,  and 
the  Social  Security  Administration  would  not 
have  entered  into  any  agreements  with  pharma- 
cists on  the  records  they  keep,  anything  more  than 
a  very  gross  check  on  the  "reasonableness"  of  the 
charges  submitted  by  the  beneficiary  would  be 
extremely  costly  and  almost  impossible  to 
accomplish. 

An  alternative  method  would  be  to  pay  claims, 
once  the  deductible  is  met,  on  the  basis  of  a 
schedule  which  would  list  a  flat  amount  for  each 
item  paid  for. 

If,  on  the  other  hand,  claims  were  to  be  sub- 
mitted by  the  pharmacist  and  reimbursement  were 
to  be  made  directly  to  him,  an  entirely  different 
approach  to  reimbursement  would  be  possible.  In 
evaluating  the  various  possible  approaches  to  such 
vendor  reimbursement,  emphasis  has  been  placed 
on  finding  reimbursement  techniques  which  would 
minimize  disruptions  in  the  pharmacist's  custom- 
ary methods  of  doing  business — for  example, 
techniques  which  would  minimize  the  amount  of 
additional  recordkeeping  and  the  amount  of  addi- 
tional work  involved  in  submitting  claims,  and 
which  would  allow  the  pharmacist  to  compute  the 
program  payment  easily.  Beneficiary  understand- 
ing has  also  been  stressed. 

Other  important  considerations  include  the 
need  for  these  factors : 

•  A  reimbursement  mechanism  that  would  per- 
mit payment  to  be  made  on  a  current  basis. 

*  This  chapter  updates  the  material  presented  originally 
in  the  Third  Interim  Report  of  the  Task  Force. 

1  Task  Force  on  Prescription  Drugs :  "Approaches  to 
Drug  Insurance  Design,"  in  press. 


•  A  mechanism  that  would  permit  a  reasonable 
check  on  the  accuracy  or  appropriateness  of 
payments  made  by  the  program  without  re- 
sulting in  very  high  auditing  and  accounting 
costs. 

•  A  method  which  would  be  acceptable  to  the 
drug  vendor  in  terms  of  the  total  payment  he 
receives,  from  both  the  program  and  the  bene- 
ficiary. 

•  A  method  which  would  not  reward  inefficient 
operation,  would  not  spend  program  funds 
for  drugs  that  are  not  competitively  priced  in 
situations  where  competitively  priced  drugs 
are  available,  and  would  give  the  beneficiary 
an  incentive  to  be  conscious  of  comparative 
drug  prices. 

Guidelines  in  Law 

It  would  seem  desirable  that  guidelines  with  re- 
spect to  reimbursement  of  providers  of  drugs 
would  be  stated  in  the  law,  but  that  the  detailed 
reimbursement  provisions  would  be  established  by 
the  Secretary  in  regulations,  after  consultation 
with  representatives  of  all  affected  groups. 

This  was  substantially  the  procedure  followed 
in  establishing  the  principles  of  reimbursement 
for  hospitals  and  extended  care  facilities  under 
the  present  Medicare  law. 

The  provision  of  a  drug  benefit  under  Medicare 
would,  however,  involve  many  more  participating 
drug  vendors  than  there  are  "providers  of  serv- 
ices" under  the  present  Part  A,  and  these  vendors 
exhibit  a,  considerable  degree  of  variation  in  size, 
function,  and  volume  of  pharmacy  business,  as 
well  as  in  methods  of  purchasing,  maintaining  in- 
ventories, and  other  methods  of  doing  business. 
It  would  be  important  to  the  success  of  the  pro- 
gram to  give  representatives  of  all  classes  of  drug 
vendors  the  opportunity  to  present  their  views  on 
reimbursement  before  the  Secretary  makes  final 
decisions  on  this  matter. 

The  guidelines  in  the  law  would  state  that  reim- 
bursement for  out-of-hospital  drugs  would  be 
made  to  qualified  drug  vendors  on  the  basis  of 
the  "reasonable  drug  charge"  for  each  drug,  and 
that  the  "reasonable  drug  charge"  would  consist 
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of  cost  elements  relating  to  (a)  the  acquisition 
and  (b)  the  dispensing  of  the  drug,  to  be  defined 
in  regulations. 

The  guidelines  in  the  law  would  also  permit  the 
Secretary,  when  establishing  the  reasonable 
charge,  to  take  into  account  significant  variations 
in  the  price  at  which  the  drug  was  made  available 
to  different  classes  of  drug  vendors,  with  the  result 
that  the  "reasonable  drug  charge"  for  a  specific 
drug  might  vary  among  different  classes  of  pro- 
viders in  different  regions  or  localities.  In  addition, 
the  guidelines  would  require  that  the  regulations 
concerning  the  "reasonable  drug  charge"  include 
a  provision  for  periodic  review  in  order  to  assure 
the  continuing  adequacy  of  the  charge. 

The  Social  Security  Administration  would  cany 
on  continuing  studies  designed  to  measure  changes 
in  the  cost  of  the  various  elements  included  in  the 
"reasonable  drug  charge." 

Reimbursement  for  Product  Costs 

Determining  the  acquisition  costs  incurred  by 
pharmacists  and  other  drug  vendors  in  furnishing 
covered  drugs  to  Medicare  beneficiaries  is  the  as- 
pect of  vendor  reimbursement  on  which  probably 
the  greatest  amount  of  additional  work  is  needed. 
Many  different  approaches  have  been  utilized  in 
various  governmental  and  private  programs  in 
this  country  and  abroad,2  but  none  has  been  demon- 
strated to  be  completely  adequate.  As  the  Task 
Force  has  noted  elsewhere,  extensive  studies  are 
needed  on  drug  costs  and  drug  prices,  including 
further  examination  of  the  pricing  structure  of 
the  drug  industry,  price  changes  among  different 
categories  of  drugs,  and  related  issues.3  4 

Among  the  methods  considered  by  the  Task 
Force  as  a  basis  of  determining  acquisition  costs 
are  these : 

•  Actual  acquisition  cost,  as  verified  by  audit. 

•  "Usual  and  customary"  charges. 

•  Listed  wholesale  price. 

•  Fixed  program  payment. 

Consideration  has  likewise  been  given  to  the  sig- 
nificance of  acquisition  by  generic  name,  govern- 
ment purchase,  and  establishment  of  price  through 
government-industry  negotiation. 

2 Task  Force  on  Prescription  Drugs:  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  passim. 

3  Task  Force  on  Prescription  Drugs :  "Second  Interim 
Report,"  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  August  30,  1968,  pp.  19-20. 

•  See  pp.  11-12, 15,  42  above. 


Actual  Acquisition  Cost.  Under  the  present 
Medicare  law,  providers  of  services  are  generally 
reimbursed  on  the  basis  of  the  audited  actual  costs 
of  the  covered  services  they  furnish  to  Medicare 
beneficiaries.  In  the  case  of  out-of-hospital  pre- 
scription drugs,  however,  basing  reimbursement 
on  audited  costs  would  involve  substantial  admin- 
istrative expenses,  and  a  significant  degree  of  pos- 
sible error.  The  acquisition  cost  of  each  covered 
drug  furnished  to  a  beneficiary  would  have  to  be 
determinable  and  verifiable  through  audit,  yet  it 
would  be  very  difficult  to  determine  with  precision 
the  cost  incurred  by  the  vendor  in  actually  acquir- 
ing it. 

Under  the  pricing  system  now  prevalent  in  the 
drug  industry,  the  published  wholesale  price  of  a 
drug  product  is  subject  to  a  complex  system  of  fre- 
quently changing  discounts,  including  discounts 
based  on  the  purchase  of  other  drug  products,  and 
cumulative  discounts  based  on  volume  that  may 
be  computed  after  the  end  of  the  accounting  year.5 
Thus,  in  many  cases  the  pharmacist's  inventory 
may  have  been  purchased  at  several  different 
prices,  and  it  is  possible  that  the  costs  associated 
with  determining  the  actual  costs  of  acquiring 
drugs  would  be  substantial. 

"Usual  and  Cu-starnai'y"'  Charges.  An  alterna- 
tive approach  would  be  to  base  reimbursement  on 
the  pharmacist's  "usual  and  customary"  charges 
(including  both  acquisition  and  dispensing  ele- 
ments), thereby  avoiding  altogether  any  ques- 
tions to  the  pharmacist  about  cost.  In  many  cases, 
however,  payment  on  the  basis  of  customary 
charges  would  result  in  the  program  paying 
amounts  for  a  drug  that  were  far  greater  than  the 
costs  of  the  pharmacist  in  actually  acquiring  it. 
An  additional  problem  is  that  a  program  of  any- 
thing more  than  minimal  checks  on  whether  a 
charge  was  "usual  and  customary"  would  be  ex- 
ceedingly difficult  to  administer.  Essentially,  this 
approach  to  reimbursement  would  place  no  re- 
straints on  the  prices  that  beneficiaries  or  the  pro- 
gram paid  for  covered  out-of-hospital  prescrip- 
tion drugs. 

"While  this  would  seem  to  be  a  feasible  alterna- 
tive if  the  beneficiary',  rather  than  the  pharma- 
cist, were  to  submit  the  claims  for  drug  benefits,  it 
would  seem  to  be  the  least  desirable  approach  to 
vendor  reimbursement,  since  it  would  offer  no 

'  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office.  Washington,  D.C.,  196S.  pp.  31-38. 


64 


protection  against  unduly  high  prices  to  either  the 
beneficiary  or  the  program. 

Listed  Wholesale  Price.  Another  alternative 
would  be  to  base  reimbursement  on  the  listed  whole- 
sale price  of  a  drug  product,  but,  as  noted  above, 
these  listed  prices  rarely  have  any  realistic  rela- 
tionship with  actual  acquisition  costs.  The  assump- 
tion here  would  be  that  any  losses  incurred  by 
the  program  as  a  result  of  basing  reimbursement 
on  listed  wholesale  costs  would  be  made  up  to  the 
program  in  savings  on  auditing  and  other  adminis- 
trative costs. 

It  would  seem  desirable,  if  this  approach  were 
adopted,  that  Red  Book  and  Blue  Book  prices  not 
be  relied  upon  as  the  sole  determinants  of  the 
wholesale  price  of  a  given  drug,  but  that  price 
listings  be  compiled  on  a  more  current  and  reliable 
basis.a 

This  approach  would  have  the  advantage  of 
administrative  simplicity.  It  would  also  permit 
the  program  to  place  some  limits  (discussed  below) 
on  the  amounts  paid  by  the  beneficiary  and  by  the 
program  for  a  given  drug. 

Fixed  Program  Payment.  Still  another  alter- 
native would  be  to  establish  a  fixed  program  pay- 
ment with  respect  to  each  drug.  Under  this  ap- 
proach— comparable  to  indemnity  fee  schedules 
in  many  forms  of  health  insurance — the  program 
payment  for  a  specific  quantity  of  a  drug  prod- 
uct would  be  a  single  uniform  amount,  and  would 
not  depend  on  either  the  price  paid  by  the  bene- 
ficiary or  the  costs  incurred  by  the  pharmacist. 

While  this  fixed  payment  would  not  have  to 
bear  any  relationship  to  the  costs  incurred  by  the 
pharmacist,  it  could  be  based  on  an  estimate  of 
probable  acquisition  costs. 

This  approach  would  also  have  the  merits  of 
administrative  simplicity  and  of  being  easy  for 
the  pharmacist  to  compute  and  for  the  beneficiary 
to  understand.  Here,  too,  it  would  be  possible  to 
impose  certain  limitations  (discussed  below)  on 
the  amounts  paid  by  beneficiaries  or  by  the 
program. 

The  Task  Force  finds  that  reimbursement  for 
product  cost,  as  one  element  in  the  total  cost 
of  a  prescription,  may  be  considered  on  the 

'  The  Red  Book,  published  annually  by  Drug  Topics 
magazine,  and  The  Blue  Book,  published  biennially  by 
American  Druggist,  list  all  types  of  drugstore  mer- 
chandise, including  drugs,  along  with  pertinent  informa- 
tion about  the  merchandise.  Information  listed  on  drugs 
includes  the  form  and  quantity  in  which  the  item  is  sold, 
suggested  retail  price,  and  manufacturer's  price  to  the 
retailer. 


basis  of  (a)  "usual  and  customary"  charges, 
(b)  listed  wholesale  price,  (c)  actual  acquisi- 
tion cost  as  verified  by  audit,  or  (d)  a  fixed 
program  payment.  Preference  would  be  de- 
termined by  the  nature  of  the  program. 

Acquisition  by  Generic  Name 

If  the  Medicare  program  and  its  contributors 
are  to  have  the  benefit  of  any  reduction  in  costs 
which  results  from  the  availability  of  a  drug  from 
more  than  one  supplier,  and  from  the  resultant 
price  competition,  it  would  seem  necessary  for  the 
element  of  the  "reasonable  drug  charge'1  related 
to  acquisition  costs  to  reflect  the  cost  of  acquiring 
the  drug  by  its  generic  name,  or,  if  lower,  by  its 
brand  name.  In  most  cases,  this  would  be  the  cost 
of  the  drug  when  acquired  by  generic  name. 

It  is  recognized  that  under  a  program  covering 
only  a  limited  number  of  drugs,  a  requirement  that 
reimbursement  be  based  on  the  lowest  cost  of  ac- 
quiring a  given  drug  would  result  in  some  savings 
to  the  program.  For  example,  data  in  the  Master 
Drug  List  show  that  among  the  82  drugs  in  the 
list  that  were  prescribed  for  an  average  of  90 
days  or  more  per  year,  11  were  dispensed  by  their 
generic  names  and  an  additional  16  were  dispensed 
under  brand  names  but  were  available  under  ge- 
neric name  from  more  than  one  source.6  It  is  esti- 
mated that  there  could  have  been  a  28  percent 
saving  at  the  wholesale  level  if  these  27  drugs  had 
been  purchased  by  their  generic  names  at  the  low- 
est available  cost. 

If  the  number  of  covered  drugs  were  not  re- 
stricted, the  potential  saving  from  basing  reim- 
bursement on  the  cost  of  a  drug  acquired  by  ge- 
neric name  could  be  even  greater.  Thus,  the  Mas- 
ter Drug  List  shows  that  of  the  409  drugs  most 
frequently  dispensed  for  the  elderly  in  1966,  30 
were  actually  dispensed  under  their  generic 
names,  and  an  additional  86  products  dispensed  un- 
der brand  names  were  drugs  for  which  chemical 
equivalents  were  available.7  Together,  these  116 
drugs  accounted  for  39  percent  of  total  MDL  pre- 
scriptions, 37  percent  of  the  MDL  acquisition  cost 
to  retailers,  and  32  percent  of  the  MDL  retail  cost 
to  patients.  It  is  noteworthy  that,  in  the  case  of  23 
of  the  86  drugs  for  which  chemical  equivalents 
were  available,  the  chemical  equivalents  were 
available  only  at  the  same  price  as  their  brand- 

6  Task  Force  on  Prescription  Drugs :  "The  Drug  Us- 
ers," U.S.  Government  Printing  Office,  Washington,  D.C., 
1968,  pp.  123-125. 

7  Ibid.,  p.  32. 
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name  counterparts,  or  at  a  higher  price,  and  thus 
offered  no  opportunities  for  savings.  Nonetheless, 
for  the  63  multiple-source  products  which  could 
have  been  obtained  at  a  lower  price  if  acquired  by 
their  generic  name,  the  savings  could  have  been 
considerable :  the  wholesale  cost  to  the  retailer  of 
these  products  could  have  been  reduced  by  about 
55  percent. s  It  should  be  noted  that  this  hypotheti- 
cal saving  is  based  on  the  assumption  that  the 
lowest-priced  generic  drugs  were  all  of  acceptable 
quality  and  were  available  on  a  nationwide  basis. 

Although  generic  prescribing  as  a  required  ap- 
proach presents  many  attractive  features,  it  has 
certain  evident  drawbacks. 

For  example,  any  attempt  to  permit  or  require 
a  vendor  to  dispense  a  low-cost  chemical  equiva- 
lent in  place  of  a  drug  prescribed  under  its  brand 
name  would  necessitate  modification  or  repeal  of 
the  so-called  "anti-substitution"  laws  now  in  effect 
in  nearly  all  States.9 

There  is  nothing  in  these  laws  to  prevent  a 
physician  from  prescribing  by  generic  name  if  he 
so  desires.  Similarly,  there  is  nothing  to  prevent 
a  physician  from  authorizing  a  pharmacist  to  fill 
the  prescription  with  any  suitable  chemical  equiva- 
lent. In  a  number  of  hospitals  and  drug  programs, 
special  prescription  blanks  are  customarily  used 
to  provide  such  authorization  routinely  except 
when  the  physician  specifies  otherwise.10 

One  drawback  to  basing  reimbursement  on  ac- 
quisition of  a  drug  by  its  generic  name  is  that  the 
Medicare  beneficiary  would  have  to  bear  the  cost 
of  the  difference  between  the  cost  of  acquisition  by 
generic  name  and  the  cost  of  acquisition  by  brand 
name,  in  those  situations  in  which  the  physician 
required  dispensing  by  brand  name. 

This  drawback,  while  serious,  does  not  seem  to 
be  insurmountable.  As  noted  above,  even  under 
existing  laws,  a  physician  may  prescribe  generi- 
cally,  or  authorize  the  pharmacist  to  dispense  an 
appropriate  low-cost  chemical  equivalent.  Every 
effort  would  be  made  to  acquaint  physicians  with 
the  names  of  the  drugs  covered  under  the  program 
and  with  detailed  information  on  how  reimburse- 
ment would  be  made  for  covered  drugs,  as  well  as 
with  information  on  the  prices  at  which  a  covered 
drug  was  generally  available. 

Before  a  requirement  was  adopted  basing  reim- 
bursement on  the  lowest  acquisition  cost,  it  would 

8  Ibid.,  p.  36. 

9  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  80. 

10  "Curent  American  and  Foreign  Programs,"  op.  cit., 
pp.  18,  20,  46. 


be  necessary  to  provide  assurance  that  all  drugs 
on  the  market  are  of  acceptable  quality.  In  this 
connection,  it  should  be  noted  that  the  drug  quality 
control  studies  that  were  undertaken  by  the  Task 
Force  in  cooperation  with  the  Food  and  Drug 
Administration,  the  Public  Health  Service,  repre- 
sentatives of  the  United  States  Pharmacopeia,  the 
National  Formulary  and  other's  are  expected  to  be 
adequately  up-to-date  by  1971,  and  should  provide 
reasonable  assurance  of  uniform  drug  quality  by 
that  time.11  Further  assurance  could  be  gained  by 
stipulating  in  the  law  that  the  Secretary  could 
find  that  an  out-of-hospital  drug  was  a  covered 
drug  for  reimbursement  purposes  only  if  it  met  the 
Secretary's  standards  as  to  quality. 

Accordingly,  the  Task  Force  finds  that  reim- 
bursement for  product  cost  should  be  based 
on  the  cost  of  the  least  expensive  chemical 
equivalent  of  acceptable  quality  generally 
available  on  the  market. 

At  the  same  time,  it  is  clear  that  the  Department 
of  Health,  Education,  and  Welfare  has  the  respon- 
sibility for  keeping  physicians,  vendors,  and  the 
general  public  informed  of  the  availability,  qual- 
ity and  relative  costs  of  chemical  equivalents,  and 
for  urging  physicians  to  prescribe  low-cost  chem- 
ical equivalents  for  all  beneficiaries  of  Federal 
drug  programs  wherever  this  is  consistent  with 
high  quality  health  care. 

Government  Purchase 

Consideration  has  been  given  to  other  tech- 
niques which  would  prevent  the  Medicare  program 
from  paying  excessively  high  prices  for  drugs, 
and  one  noteworthy  technique—direct  purchase  of 
drugs  by  the  government — was  examined  particu- 
larly by  the  Task  Force. 

The  case  for  government  purchase  of  drugs 
provided  under  Medicare  is  based  mainly  on 
two  considerations:  (a)  the  fact  that  if  drugs 
were  covered  under  Medicare  on  a  comprehen- 
sive basis,  the  government  programs  (including 
Department  of  Defense,  Veterans  Administra- 
tion and  Public  Health  Service  programs,  as  well 
as  programs  under  the  Social  Security  Act)  would 
be  paying,  directly  or  indirectly,  for  a  significant 
part — an  estimated  46  percent — of  the  total  domes- 
tic sales  of  the  pharmaceutical  indusiry  by  1975: 

uTask  Force  on  Prescription  Drugs:  "The  Drug  Pre- 
senters." U.S.  Government  Printing  Office.  Washington. 
D.C.,  1968.  pp.  25-10. 
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and  (b)  the  assumption  that  if  the  government 
were  either  to  purchase  drugs  directly,  through 
competitive  or  negotiated  bids,  or  to  purchase  pat- 
ent and  license  rights  and  enter  into  contracts  for 
producing  drugs  on  the  basis  of  the  purchased 
licenses,  the  cost  to  the  government  would  be  much 
less  than  the  cost  of  the  same  drugs  acquired  on  a 
retail  basis. 

In  the  case  of  drugs  still  under  patent,  statutory 
authority  already  exists  for  the  Federal  Govern- 
ment to  purchase  such  drugs  from  non-licensed 
manufacturers,  either  in  this  country  or  abroad, 
when  this  would  be  justified  both  by  drug  quality 
and  by  price  savings.12 

In  addition,  the  present  drug  procurement  meth- 
ods of  several  government  agencies  include  plant 
inspection  and  analyses  of  quality  of  the  drugs  be- 
ing purchased;  if  these  procedures  were  adopted 
on  a  broad  scale,  along  with  purchase  of  patent 
or  license  rights,  the  government  presumably  could 
obtain  a  given  drug  at  the  lowest  possible  price, 
without  sacrificing  quality. 

There  is,  of  course,  widespread  concern  that  pre- 
scription drug  prices  do  not  reflect  price  competi- 
tion in  the  market  place,  and  that  as  a  result  the 
price  of  prescription  drugs  is  unduly  high.13  The 
Task  Force,  however,  does  not  recommend  direct 
purchase  of  drugs  by  the  government  at  this  time 
as  a  means  of  controlling  prices  and  conserving 
Medicare  program  funds.  Direct  government  pur- 
chase of  drugs  for  Medicare  beneficiaries  would 
have  significant  disadvantages.  The  primary  pur- 
pose of  the  Medicare  program  is  to  provide, 
through  the  mechanism  of  social  insurance,  a 
method  of  financing  the  major  health  expenses  of 
older  people.  Widescale  direct  purchase  of  drugs 
by  the  Medicare  program  would  require  that  the 
program  perform  functions  that  are  not  usually 
thought  of  as  social  insurance,  and  would  also  in- 
troduce substantial  alterations  into  the  drug  dis- 
tribution system  in  this  country. 

Since  the  expressed  purpose  of  the  social 
security  program  is  to  provide  assistance  to 
beneficiaries,  wherever  possible,  within  the 
framework  of  the  existing  health  care  system, 
the  Task  Force  finds  that  the  direct  purchase 
of  drugs  by  the  Federal  Government  for 
Medicare  beneficiaries  is  not  recommended  at 
this  time,  but  this  approach  deserves  further 
study. 

12  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  cit., 
p.  41. 

13  "IMd.,  op.  cit.,  p.  31  ct  seq. 


A  somewhat  related  approach  would  be  estab- 
lishment of  acquisition  cost  on  the  basis  of  a  price 
negotiated  between  the  government  and  manu- 
facturers— a  method  used  in  some  national  health 
programs.14  This  approach  presents  some  advan- 
tages, and  warrants  further  study. 

Reimbursement  for  Dispensing  Costs 

The  reimbursement  guidelines  in  the  law  would 
state  that  the  elements  in  the  "reasonable  drug 
charge"  which  represent  dispensing  costs  would 
include  such  factors  as  overhead  costs  associated 
with  dispensing,  a  fair  profit  or  return,  extent  of 
professional  services  provided,  and  other  relevant 
factors. 

The  dispensing  cost  elements  in  the  "reasonable 
drug  charge"  might  take  account  of  whether  the 
drug  product  was  a  legend  drug  or  an  "over-the- 
counter"  drug.  In  establishing  the  dispensing  cost 
elements,  the  Secretary  might  also  take  into 
account  substantial  differences  in  dispensing  costs 
associated  with  different  classes  of  vendors  in  dif- 
ferent geographical  locations;  in  the  interests  of 
administrative  simplicity,  however,  only  a  small 
number  of  classes  of  vendors  would  be  established. 
The  dispensing  cost  elements  would  be  uniform  for 
all  vendors  within  each  such  class. 

A  number  of  approaches  have  been  considered 
as  the  basis  for  determining  reimbursement  for 
dispensing  cost.  These  include  the  following : 

•  A  percentage  markup  based  on  the  actual  or 
estimated  acquisition  cost  of  the  product. 

•  A  fixed  dispensing  fee  set  to  cover  usual  dis- 
pensing expenses  plus  reasonable  profit  and 
not  related  to  the  acquisition  cost  of  the 
product. 

Utilization  of  either  approach  presupposes  that 
( a)  the  vendor  is,  in  fact,  aware  of  the  actual  acqui- 
sition cost  of  each  drug,  and  (b)  he  is  aware 
of  his  actual  operating  expenses  involved  in  drug 
dispensing. 

Percentage  Markup 

As  described  in  more  detail  above,15  many  ven- 
dors have  traditionally  established  their  dis- 
pensing compensation  as  a  percentage — usually  65 
to  100  percent  or  more — of  the  acquisition  cost  of 

"  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  137  et  seq. 
15  See  p.  16. 
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a  prescription  drug  product.  It  is  based  on  the 
philosophy  that  the  marketing  of  prescription 
drugs  is,  in  general,  not  significantly  different  from 
the  marketing  of  any  other  commodity. 

Although  it  has  certain  disadvantages,  applica- 
tion of  the  percentage  markup  approach  has  been 
found  acceptable  in  many  governmental  and  pri- 
vate drug  programs. 

Fixed  Dispensing  Fee 

Based  on  the  concept  that  dispensing  services 
represent  a  professional  function  generally  unre- 
lated to  the  acquisition  cost  of  a  drug,  some  vendors 
have  charged  a  fixed  dispensing  fee  per  prescrip- 
tion.16 This  method  now  marks  a  number  of 
State  and  Federal  drug  programs,  including  the 
CHAMPUS  program  for  military  dependents 
maintained  by  the  Department  of  Defense.  In  the 
latter,  for  example,  fees  are  set  unilaterally  by  the 
government  on  a  State-by-State  basis  and  revised 
periodically  as  necessary  to  reflect  changes  in  the 
costs  of  conducting  business  and  to  minimize  any 
significant  inequities. 

If  such  a  procedure  were  to  be  utilized  for  an 
out-of -hospital  program  under  Medicare,  it  is  pre- 
sumed that  the  Secretary  would  take  into  account 
such  State  or  local  differences,  as  well  as  differences 
in  the  business  expenses  of  different  categories  of 
vendor  establishments. 

The  Task  Force  finds  that  the  preferred 
method  of  reimbursing  dispensing  costs 
would  depend  on  the  nature  of  the  program. 
If  the  program  provides  for  a  specific  dis- 
pensing allowance  to  be  paid  to  the  drug 
vendor,  rather  than  payment  to  the  bene- 
ficiary, either  a  percentage  markup  or  a  fixed 
dispensing  fee  would  be  feasible,  with  a  fixed 
fee  approach  being  preferable. 

Cost-Sharing  Provisions 

If  reimbursement  were  to  be  made  directly  to  the 
vendor,  the  most  feasible  method  of  sharing  the 
cost  of  the  benefit  with  the  beneficiary  would  be 
for  the  beneficiary  to  be  responsible  for  paying  part 
of  the  cost  of  each  prescription. 

Many  drug  programs,  private  and  govern- 
mental, in  this  country  and  abroad,  have  utilized 

18  See  pp.  10-17. 


such  methods  as  co-payment,  co-insurance,  and 
restrictions  on  reimbursable  prescription  costs  or 
prescription  quantities. 

In  some  programs,  for  example,  the  beneficiary 
is  required  to  provide  a  co-payment  of  $1.00  or 
other  specified  amount  for  each  prescription.  In 
others,  he  is  required  to  pay  20,  25  or  other  per- 
centage as  co-insurance.  In  a  number  of  pro- 
grams, restrictions  are  placed  on  the  total  dollar 
amount  of  any  prescription  for  which  reimburse- 
ment will  be  provided  without  special  administra- 
tive approval,  or  on  the  number  of  days'  supply 
of  any  single  prescribed  drug. 

Although  complete  data  are  not  available,  there 
are  indications  from  the  experience  of  the  pro- 
grams in  Great  Britain  17  and  in  North  Carolina  1S 
that  use  of  a  co-payment  reduces  the  number  of 
claims  and  the  cost  of  a  program.  Similarly,  expe- 
rience with  the  Medicaid  program  in  Pennsylvania 
has  indicated  that  use  of  limitations  on  maximum 
prescription  prices  or  maximum  quantities  is  asso- 
ciated with  control  of  costs.18 

In  terms  of  administrative  simplicity  and  con- 
servation of  program  funds,  a  fairly  high  co-pay- 
ment amount — in  contrast,  for  example,  to  a  per- 
centage co-insurance  payment — would  seem  to  be 
the  most  advantageous  approach,  since  it  would 
eliminate  a  substantial  number  of  small  claims. 
(Depending  on  the  cost  considerations  involved  in 
a  given  program,  refill  prescriptions  could  be  sub- 
ject either  to  the  same  flat  co-payment  as  original 
prescriptions,  or  to  a  reduced  co-payment  amount.) 
Consideration  might  be  given  to  placing  the  co- 
payment  amount  on  a  dynamic  basis  after  the  drug 
benefit  had  been  in  effect  for  several  years.  (That 
is,  the  co-payment  amount  would  be  adjusted  an- 
nually to  reflect  changes  in  the  average  per  capita 
cost  of  drugs  covered  under  the  program.) 

The  Task  Force  finds  that  any  drug  insurance 
program  instituted  under  Medicare  should 
include  cost-sharing  provisions,  such  as  co- 
payment  or  co-insurance. 

The  Task  Force  also  finds  that  consideration 
should  be  given  to  the  use  of  restrictions  on 
maximum  prescription  quantities  or  on  max- 
imum prescription  prices  as  additional  cost- 
sharing  approaches. 

"  "Current  American  and  Foreign  Programs,"  op.  eit., 
p.  178. 
"Ibid.,  p.  84. 
lu  Ibid.,  p.  73. 
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Limit  on  Amounts  Paid  by  Beneficiaries 

While  it  would  seem  to  be  important  for  an  out- 
of-hospital  drug  benefit  under  Medicare  to  place 
reasonable  limits  on  the  amounts  that  beneficiaries 
pay  for  covered  drugs,  preliminary  consideration 
suggests  that  it  may  not  be  feasible  to  require  that 
the  vendor  agree  that  the  program  payment  for  a 
covered  drug  (plus  any  cost-sharing  amounts) 
would  represent  full  payment  for  that  drug,  as  is 
the  case  with  respect  to  Part  A  benefits  under  the 
present  program. 

One  important  consideration  is  the  extreme  dif- 
ficulty which  would  be  involved  in  arriving  at  an 
audited  cost  with  respect  to  each  pharmacy  on 
which  to  base  full-cost  reimbursement.  Another 
important  factor  is  that  not  all  overhead  costs  in- 
curred by  some  pharmacists  may  be  taken  into  ac- 
count in  the  "reasonable  drug  charge" — an 
example  of  a  cost  element  that  may  well  be  ex- 
cluded is  the  cost  of  home  delivery  of  prescription 
drugs.  An  additional  factor  is  that  if  the  program 
payment  is  based  on  acquisition  of  a  drug  by  its 
generic  name,  but  the  pharmacist  does  not  pur- 
chase by  generic  name,  he  will  be  incurring  costs 
which  the  program  would  not  meet.  Given  these 
considerations,  it  would  seem  necessary  to  permit 
the  pharmacist  to  charge  the  program  and  the 


beneficiary  together  up  to  the  amount  he  charges 
the  public  for  a  drug. 

There  may,  however,  be  cases  where  the  pharma- 
cist would  agree  to  accept  the  program  payment 
plus  the  co-payment  amount  from  the  beneficiary 
as  full  payment,  at  least  in  instances  where  the 
covered  drug  is  prescribed  by  generic  name.  Bene- 
ficiaries could  be  furnished  with  lists  of  pharma- 
cies where  such  agreements  were  in  effect. 

Several  other  limitations  on  program  payment 
appear  to  be  feasible.  These  include:  a  require- 
ment, similar  to  that  in  present  law  with  respect 
to  Part  A  benefits,  that  in  agreeing  to  participate 
in  the  program,  the  drug  vendor  would  have  to 
agree  not  to  charge  beneficiaries  for  any  amounts 
that  the  Medicare  program  was  liable  for,  or  could 
be  liable  for ;  a  requirement  that,  with  respect  to 
those  prescriptions  which  fell  at  or  below  the  co- 
insurance amount,  the  vendor  would  agree  that 
the  "reasonable  drug  charge"  would  be  the  amount 
at  which  the  drug  was  customarily  made  available 
to  the  general  public;  and  a  requirement  that  the 
vendor  would  agree  not  to  charge  a  beneficiary, 
with  respect  to  any  covered  drug,  an  amount 
which,  when  added  to  the  beneficiary  co-payment 
and  the  program  payment,  resulted  in  a  sum  in  ex- 
cess of  the  customary  charge  at  which  the  drug 
was  available  to  the  general  public  at  the  time  the 
drug  was  furnished  to  the  beneficiary. 


69 


CHAPTER  17 

ORGANIZATION  OF  HEW  PHARMACEUTICAL  ACTIVITIES 


The  Department  of  Health,  Education,  and 
Welfare  recognizes  the  substantial  obligations  it 
bears  as  a  consequence  of  (a)  the  importance  of 
prescription  drugs  to  the  health  of  all  Americans, 
(b)  the  potential  hazard  to  the  health  of  individ- 
uals taking  drugs,  (c)  the  substantial  cost  of  drugs 
purchased  by  individuals  directly  and  through 
governmental  programs,  and  (d)  the  economic 
investments  that  the  drug  firms  have  made  to  de- 
velop the  capabilities  they  now  possess.1 2  In  dis- 
charging its  responsibilities,  the  Department  is 
mindful  of  its  simultaneous  obligations: 

•  To  ensure  that  the  drugs  that  are  marketed 
are  pure,  safe,  and  efficacious  for  those  who 
depend  on  them. 

•  To  assure  the  continuing  availability  of 
effective  drugs  in  adequate  supply  at  reason- 
able prices  and  thus  to  promote  the  Nation's 
health. 

•  To  encourage  those  firms  that  have  invested 
their  resources  in  the  development,  produc- 
tion, and  distribution  of  drugs  to  persist  in 
efforts  to  carry  on  their  business,  in  ways  that 
contribute  increasingly  to  assure  the  quality 
of  currently  available  drugs,  and  the  con- 
tinued discovery,  development,  testing,  pro- 
duction, and  distribution  of  significantly 
new  and  improved  drugs. 

•  To  carry  on  the  research  required  to  develop 
scientific  knowledge  essential  for  speeding 
drug  development. 

•  To  improve  the  quality  of  health  care  avail- 
able to  all  Americans  and,  to  this  end,  to 
encourage  the  rational  prescribing  of  drugs. 

•  To  stimulate  the  development  of  the  needed 
scientific  manpower  (e.g.,  pharmacologists, 
toxicologists,  and  pharmacists) . 

•  This  chapter  updates  the  material  presented  originally 
in  the  Fifth  Interim  Report  of  the  Task  Force. 

b  The  Task  Force  is  indebted  to  Mr.  John  Corson,  Con- 
sultant to  the  Secretary,  who  has  undertaken  major  re- 
sponsibility for  preparation  of  this  report. 

1  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968. 

2  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968. 


In  earlier  reports  of  the  Task  Force,  attention 
was  directed  to  those  aspects  of  drug  research, 
manufacture,  promotion,  prescribing,  and  use 
which  are  largely  the  responsibility  of  the  private 
sector,  and  its  recommendations  were  directed  to- 
ward increasing  the  mobilization  of  Federal  re- 
sources to  solve  longstanding  problems  in  these 
areas.3  4  While  this  section  reaffirms  the  need  for  a 
community  of  interest,  its  findings  and  recommen- 
dations are  concerned  with  those  drug  research 
and  regulatory  activities  of  the  Federal  Govern- 
ment which  are  largely  intramural. 

Appraisal  of  Organization 

Recognition  of  both  the  concerns  of  drug  users 
and  the  economic  stakes  of  drug  makers  and  dis- 
tributors prompted  the  Secretary  to  state  in  his 
report  to  the  President  on  the  organization  of 
health  activities  (June  1968)  that  he  intended: 
"to  examine  the  Department's  activities  in  the 
pharmaceutical  field  and  to  determine  what,  if 
any,  further  reorganization  is  warranted." 

This  step  was  planned  in  order  to  achieve  these 
ends-: 

•  Determine  whether  like  or  related  pharma 
ceutical  activities  could  be  more  efficiently  in- 
terrelated. 

•  Reassess  the  logic  of  administering  food  and 
drug  regulation  activities  within  the  same 
agency. 

•  Consider  how  an  improved  scientific  base 
could  be  provided  for  the  regulation  of  the 
testing,  evaluation,  manufacture,  distribution, 
and  promotion  of  pharmaceuticals. 

•  Appraise  the  existing  statutory  basis  for  drug 
regulation. 

As  a  basis  for  considering  these  issues,  this 
chapter  defines  and  categorizes  all  "pharmaceuti- 
cal activities''  that  are  carried  on  within  the  De- 

3  Task  Force  on  Prescription  Drugs :  "First  Interim 
Report."  Department  of  Health,  Education,  and  Welfare. 
Washington,  D.C..  March  7.  1968. 

4  Task  Force  on  Prescription  Drugs :  "Second  Interim 
Ueport."  Department  of  Health,  Education,  and  Welfare, 
Washington,  D.C.,  August  30.  1968. 
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partment  of  Health,  Education,  and  Welfare  (pp. 
71-72),  indicates  the  magnitude  of  those  activities 
and  their  current  organizational  location  through- 
out the  Department  (p.  72),  and  presents  pro- 
posals to  meet  each  of  the  four  objectives  posed 
above. 

Definition  of  Pharmaceutical  Activities 

The  Department  of  Health,  Education,  and 
Welfare  is  at  one  and  the  same  time  one  of  the 
Nation's  largest  direct  and  indirect  purchasers  of 
drugs,  a  principal  stimulus  for  the  development  of 
new  knowledge  on  drugs  and  biologicals,  a  prin- 
cipal agency  for  the  testing  of  drugs,  and  the 
regulator  with  authority  to  ensure  that  drugs  are 
manufactured,  distributed,  and  promoted  in  com- 
pliance with  the  requirements  of  existing  statutes.0 
This  substantial  range  of  responsibilities  includes 
the  following: 

Research  and  the  Promotion  of 
Research 

•  The  screening  of  synthetic  chemicals  and 
natural  products  for  types  of  pharmacologi- 
cal activity  and  the  developing  of  those 
agents  determined  to  be  useful  as  therapeutic 
agents,  particularly  by  the  National  Institutes 
of  Health  (NIH). 

•  The  screening  and  development  of  psycho- 
pharmaceuticals  within  the  National  Insti- 
tute of  Mental  Health  (NIMH). 

•  The  study  of  the  interaction  of  environmental 
agents  with  man  by  the  Division  of  Environ- 
mental Health  Sciences  of  the  NIH. 

•  The  development  of  specially  trained  man- 
power and  new  knowledge  in  the  fields  of 
pharmacology-toxicology  through  efforts  of 
the  National  Institute  of  General  Medical 
Sciences  and  other  institutes  of  NIH,  and 
the  support,  of  medical,  pharmacy  and  related 
institutions  by  the  Bureau  of  Health 
Manpower. 

a  The  term  "drugs"  is  used  here  to  include  chemical 
compounds,  antibiotics,  insulin,  radiopharmaceuticals 
and  drugs  for  veterinary  usage.  The  fuller,  more  precise 
and  authoritative  definition  of  "drugs"  is  contained  in 
Chapter  II,  Section  201(g)  of  the  Federal  Food,  Drug, 
and  Cosmetic  Act,  as  amended.  Similarly,  the  term  "bio- 
logicals" is  used  to  include  those  products  specified  in 
Title  III,  Part  F,  Section  351(a)  of  the  Public  Health 
Service  Act,  as  amended. 


•  The  review  by  the  Food  and  Drug  Adminis- 
tration (FDA)  and  the  Division  of  Biologies 
Standards  (DBS)  of  research  conducted  by 
drug  and  biological  manufacturers  in  con- 
nection with  the  investigation  of  new  drugs. 

•  The  study  of  drug  actions  and  interactions 
and  of  the  biological  equivalency  of  drugs,  and 
the  development  of  appropriate  analytical 
methodology  by  the  FDA. 

Regulation 

•  Approval  of  the  manufacture  and  distribu- 
tion of  new  drugs,  the  certification  of  drugs 
containing  insulin,  the  certification  of  anti- 
biotics, the  designation  of  official  names  for 
drugs,  and  the  registration  of  producers  and 
certain  wholesalers  of  drugs  by  FDA. 

•  Maintenance  of  a  drug  control  system  by  FDA 
that  involves  (a)  the  inspection  of  manufac- 
turing facilities,  (b)  routine  sampling  of 
drugs  on  the  market,  (c)  the  control  of  the 
advertising  and  other  promotion  of  drugs  to 
prescribers,  (d)  the  surveillance  of  labeling 
of  over-the-counter  drugs  to  ensure  that  it  in- 
cludes adequate  directions  for  use  and  any 
necessary  warnings  or  precautions,  and  (e) 
the  continuing  assembly  of  reports  concerning 
adverse  reactions  and  their  analysis. 

•  Licensing  of  biological  products  and  of  the 
manufacturers  of  such  products  by  DBS. 

Gathering,  Processing  and  Dissemina- 
tion of  Scientific  Information 

•  Making  drug  information  available  to  con- 
sumers in  the  form  of  the  package  inserts  and 
the  monitoring  by  FDA  of  the  dissemination 
of  this  information  through  promotion  to 
physicians. 

•  Making  available  current  drug  information 
through  the  Drug  Literature  Program  and 
the  Toxicology  Information  Program  of  the 
National  Library  of  Medicine. 

•  Provision  of  informational  support  for  the 
poison  control  centers  throughout  the  nation 
by  the  Consumer  Protection  and  Environ- 
mental Health  Service. 

•  Development  and  dissemination  of  psycho- 
pharmacological  information  by  the  NIMH. 
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•  Assembly  of  drug  information  and  informa- 
tion on  adverse  drug  reactions  by  the  FDA  as 
a  basis  for  its  regulatory  operations. 

In  addition  there  are  within  the  Department 
other  activities  which  are  closely  related  (by  func- 
tion, by  techniques  or  facilities  used,  or  by  organ- 
izational location)  to  those  listed  above.  These 
include  the  following : 

•  Maintenance  of  a  network  of  poison  control 
centers,  the  collection  of  data  through  these 
centers,  the  support  of  research  on  poisoning 
treatment  problems  and  related  activities  by 
the  Division  of  Poison  Control  of  the  Bureau 
of  Medicine,  FDA. 

•  Establishment  of  safe  tolerances  for  pesticide 
residues  in  or  on  foods  and  the  review  of  label- 
ing and  medical  hazards  to  operators  and 
eventual  users  of  pesticides,  by  the  Bureau  of 
Medicine,  FDA.a 

•  Development  of  standards  for  food  by  the 
Bureau  of  Science,  FDA. 

•  Establishment  of  standards  for  the  quality  of 
water  by  the  Environmental  Control  Ad- 
ministration, CPEHS. 

This  report  is  concerned  with  the  interrelation- 
ship of  each  of  these  several  activities  and  assesses 
the  effectiveness  of  their  present  organizational 
location  within  the  Department.  It  is  not  concerned 
with  the  organization  of  those  units  of  the  De- 
partment responsible  for  (a)  the  financing  of  the 
purchase  of  drugs  under  Medicare  or  Medicaid, 
the  health-related  programs  of  the  Children's 
Bureau,  or  the  direct  health  care  programs  of  the 
Health  Services  and  Mental  Health  Administra- 
tion; or  (b)  the  support  of  research  and  develop- 
ment in  pharmaceuticals  through  grants  to  non- 
governmental agencies. 

Magnitude  and  Dispersion 

The  foregoing  categorization  provides  part  of 
the  factual  understanding  for  assessment  of  the 
logic  with  which  pharmaceutical  activities  are 
distributed  throughout  the  Department.  To  add 
perspective,  and  to  indicate  the  balance  or  relative 
emphasis  which  may  warrant  attention,  data  are 
summarized  here  on  (a)  the  annual  expenditure  in 

'  Statutory  authority  to  control  pesticide  residues  in 
food  rests  with  the  FDA.  Pesticide  registration  under  the 
FIFR  Act  is  vested  in  the  U.S.  Department  of  Agriculture, 
with  advice  and  consultation  provided  by  FDA. 


support  of  these  activities  by  each  organizational 
subdivision,  and  (b)  the  personnel  utilized. 

In  total,  the  Department's  annual  expenditure 
for  pharmaceutical  activities  will  approximate 
$123.5  million  in  fiscal  year  1968  and  $133  million 
in  fiscal  year  1969.  The  makeup  of  this  total  ex- 
penditure is  shown  in  Table  3. 

Of  this  amount  approximately : 

•  64  percent,  or  approximately  $85  million,  will 
be  devoted  to  the  support  of  research  and  de- 
velopment : 

•  2  percent,  or  approximately  $3  million,  will 
be  used  for  the  collection,  organization,  and 
dissemination  of  relevant  information  to  all 
who  use  drugs,  prescribe  them,  or  market 
them  to  other  manufacturers : 

•  24  percent,  or  approximately  $32.4  million, 
will  be  spent  for  regulatory  activities:  and 

•  10  percent,  or  approximately  $12.8  million, 
will  be  spent  for  standard-setting  and  control 
activities. 

Because  many  health  agency  staff  members  de- 
vote their  time  to  two  or  more  related  fields  of 
pharmaceutical  activity,  it  is  not  possible  to  give 
a  precise  statement  of  the  individuals  whose  time 
and  energies  are  now  expended  in  each  of  the  cate- 
gories listed  here.  In  general,  however,  approxi- 
mately 3,740  individuals  were  employed  in  the 
conduct  of  "pharmaceutical  activities"  as  of  Sep- 
tember 1,  1968.  This  total  number  of  employees 
was  distributed  among  major  organizational  units 
as  follows : 

XIH   560 

HSMHA  b   190 

CPEHS 

FDA    2,590 

EGA   400 

  2, 990 

3, 740 

''The  pertinent  number  of  employees  in  NIMH  is  not 
readily  identifiable. 

Influencing  Factors 

In  appraising  the  organization  of  "pharmaceu- 
tical activities"  throughout  the  Department,  con- 
sideration must  be  given  to  a  number  of  external 
factors  that  vitally  affect  the  effectiveness  with 
which  departmental  agencies  carry  on  basic  ac- 
tivities. These  factors  include: 
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Table  3 


Annual  Expenditures  for  Pharmaceutical  Activities  of  the  Department 
of  Health,  Education,  and  Welfare 


Agency 


1965 


Grants  & 
Program 
Contracts 


Direct 
Optns 


1968 


Grants  & 
Program 
Contracts 


Direct 
Optns 


1969 


Grants  & 

Program  Direct 
Contracts  Optns 


(in  thousands) 


National  Institutes  of  Health:  b 

NIAID  

NCI  

NINDB  

NHI  

NICH&HD  

NIGMS  

DRFR  

DEHS  

NLM  

DBS  


National  Institute  of  Mental  Health:  c_ 


Food  and  Drug  Administration:  c. 

Related  Activities — 

Poison  Control  

Pesticides  

Food  


$  2,  100 
22,  700 
10,  500 
447 
183 
6,  105 


7,  068 


50 
N/A 
N/A 


$4,  400 
2,  220 

129 

59 
559 


4,  969 
180 

17,  141 

363 
2,  291 
1,  289 


>  2,  500  $7,  100 

19,  620  2,  630 

13, 490   

3,  820  780 

543  100 

12,  087  1,  044 

993   

25   

374  778 

  8,  649 

8,  147  200 

2,  817  26,  188 


269 
4,  369 
803 


181 

3,  376 
2,  671 


$  2,  600 
19,  620 
14,  070 
3,  820 
1,  455 
14,  000 
1,  560 
25 
1,  044 

8,  150 

3,  175 

279 

4,  714 
574 


$7,  200 
2,  630 

780 
125 
1,  495 


408 
8,  499 
210 

29,  493 

282 
3,  223 
3,  701 


Total. 


$49,  153     $33,  600 


$69,  857     $53,  697         $75,  086       $58,  046 


»  As  submitted  in  the  President's  budget,  January  1968. 

b  Other  Institutes  of  the  NIH  expend  moneys  for  the  development  and  screening  of  drugs  as  an  integral  part  of  their 
health  research  efforts.  It  has  not  been  possible  to  distinguish  these  expenditures  from  those  made  for  the  research  activ- 
ities to  which  they  contribute. 

c  NIH,  National  Institutes  of  Health;  NIAID,  National  Institute  of  Allergy  and  Infectious  Diseases;  NCI,  National 
Cancer  Institute;  NINDB,  National  Institute  of  Neurological  Diseases  and  Blindness;  NHI,  National  Heart  Institute; 
NICH&HD,  National  Institute  of  Child  Health  &  Human  Development;  NIGMS.  National  Institute  of  General  Medical 
Services;  DRFR,  Division  of  Research  Facilities  and  Resources;  DEHS,  Division  of  Environmental  Health  Sciences; 
NLM,  National  Library  of  Medicine;  DBS,  Division  of  Biologies  Standards;  NIMH,  National  Institute  of  Mental  Health; 
FDA,  Food  and  Drug  Administration. 


The  substantial  and  still  growing  dependence 
of  the  drug  industry  on  research  for  the  develop- 
ment of  new  drugs.  This  dependence  creates  a  need 
for  a  strong  research  counterpart  in  the  Federal 
Government  that  identifies  areas  of  need  and  op- 
portunity, stimulates  experimentation,  and  collab- 
orates with  drug  manufacturers  in  screening  and 
appraising  prospective  new  drugs.a 

The  essential  separateness  of  the  Department' 's 
two  basic  pharmaceutical  activities.  The  Depart- 
ment simultaneously  (a)  stimulates  and  promotes 

a  The  Government  Patent  Policy  Study,  conducted  for 
the  Federal  Council  on  Science  and  Technology,  Commit- 
tee on  Government  Patent  Policy,  by  Harbridge  House, 
Inc.,  concludes  that  this  relationship  between  drug  manu- 
facturers and  the  National  Institutes  of  Health  has  been 
substantially  limited  by  prevailing  policies  limiting  the 
patent  rights  of  drug  manufacturers  in  those  instances 
where  research  was  supported  by  the  NIH. 


drug  research  and  development  as  part  of  its  total 
health  research  effort,  and  (b)  regulates  the  manu- 
facture, marketing,  and  promotion  of  drugs.  These 
functions  involve  contrasting  relations  with  pri- 
vate drug  manufacturers  which  require  perform- 
ance by  separate  and  independent  agencies,  under 
common  and  coordinating  leadership. 

The  shortage  of  professionally  trained  scientists 
with  the  unique  combinations  of  skills  required  for 
the  Departments  regulatory  activity.  There  is  no 
present  source  from  which  can  be  recruited  an 
adequate  and  growing  supply  of  physicians 
equipped  for  and  interested  in  "regulatory  medi- 
cine,"  i.e.,  dedicated  to  the  protection  of  the  pub- 
lic health  through  the  rigorous,  scientific  evalua- 
tion of  drugs.  Simultaneously,  there  is  not  an 
adequate  number  of  academic  departments  of  clini- 
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cal  pharmacology  to  supply  the  skilled  personnel 
needed  for  all  Departmental  activities,  and  on 
which  the  FDA  can  depend  for  a  continuing  sup- 
ply of  needed  talent. 

The  relative  external  prestige  of  the  health  re- 
search and  the  regulatory  activities  of  the  Depart- 
ment. The  life-saving  and  life-lengthening  promise 
and  results  of  health  research  endow  the  activities 
with  public  goodwill.  That  goodwill  has  been  mul- 
tiplied by  imaginative  and  highly  effective  pro- 
fessional performance.  On  the  other  hand,  the 
repressive,  limiting  character  of  regulatory — 
and,  to  a  lesser  degree,  of  control  activities — pro- 
vokes irritation,  criticism,  and  resentment  by  those 
whose  operations  are  affected,  particularly  those 
who  violate  the  statutes.  These  underlying  char- 
acteristics vitally  affect  the  relative  ability  of  the 
health  research  (NIH)  and  the  regulatory  (FDA) 
agencies  of  the  Department  to  attract  and  hold 
well  qualified  scientific  personnel  for  the  perform- 
ance of  these  functions. 

Assessment  of  the  Need  for  Change 

In  the  light  of  understanding  of  the  variety  and 
magnitude  of  the  pharmaceutical  activities  being 
carried  on  by  the  Department  of  Health,  Educa- 
tion, and  Welfare,  and  their  functional  relation- 
ship to  other  health  care  or  consumer  protection 
activities  of  the  Department,  these  questions  are 
pertinent : 

•  What  regrouping  or  transfer  of  activities 
would  make  for  their  more  effective  adminis- 
tration ? 

•  Would  separation  of  the  drug  activities  from 
other  activities  of  the  Food  and  Drug  Admin- 
istration make  for  their  more  effective  admin- 
istration ? 

As  a  part  of  the  analysis  underlying  the  re- 
organization of  all  health  activities  of  the  Depart- 
ment, careful  consideration  has  already  been  given 
to  the  desirable  organizational  location  of  a  num- 
ber of  activities  closely  related  in  varying  degrees 
to  activities  of  the  Food  and  Drug  Administra- 
tion.* This  consideration  has  resulted  in  transfer 
of  a  number  of  activities  previously  carried  on  by 
the  Bureaus  of  Health  Services  and  Disease  Pre- 
vention and  Environmental  Control  of  the  Public 
Health  Service  to  the  Food  and  Drug  Administra- 
tion within  the  newly  established  Consumer  Pro- 
tection and  Environmental  Health  Service.  These 

"  See  "Report  of  the  Task  Force  on  Organization  of  the 
Food  and  Drug  Administration,"  August  1968. 


include  shellfish  sanitation ;  pesticide  label  review, 
pesticide  community  studies  and  pesticide  re- 
search ;  and  poison  control  and  the  product-safety 
aspects  of  existing  injury  control  programs. 

Consideration  is  being  given  to  the  transfer  of 
additional  activities  to  the  FDA — food  protection, 
food  sanitation  research  and  food  hazards  surveil- 
lance, the  regulation  of  food  handling  on  interstate 
carriers,  milk  sanitation,  and  milk  sanitation 
research. 

These  several  moves  would  constitute  a  signifi- 
cant step  toward  the  more  efficient  and  economical 
interrelationship  of  activities  of  the  Department 
which  can  use  common  staffs,  facilities  or  tech- 
niques, or  deal  with  identical  or  related  constit- 
uencies. 

The  inquiry  on  which  this  report  is  based  has 
focused  particularly  on  what  has  been  defined  as 
"pharmaceutical  activities."  Analyses  of  these 
pharmaceutical  activities  make  manifest  that  they 
are  vital  parts  of  the  Department's  efforts  to  im- 
prove the  health  and  the  environment  of  the 
American  people. 

On  the  basis  of  numerous  considerations,  the 
Task  Force  finds  that  no  gain — and  a  sub- 
stantial loss — in  operating  effectiveness 
would  result  from  the  organizational  associa- 
tion of  all  pharmaceutical  and  related 
activities. 

More  specifically,  we  find  that: 

The  drug  development  and  screening  pro- 
grams of  the  National  Institutes  are  integral 
parts  of  the  biomedical  research  effort  of  the 
NIH  and  should  remain  the  responsibility  of 
these  respective  units. 

The  manpower  development  activities  of  the 
NIG  MS  (support  of  the  pharmacology-tox- 
icology centers)  and  of  the  Bureau  of  Health 
Manpower  of  the  NIH  are  logical  parts  of  the 
total  responsibilities  of  these  two  units. 
Transfer  of  these  activities  to  related  activi- 
ties of  the  FDA  would  not  yield  adequate 
benefits  to  warrant  such  an  organizational 
change.  The  pharmaceutical-related  activi- 
ties of  the  Bureau  of  Health  Manpower 
should  be  administered  as  part  of  the  total 
effort  to  expand  needed  health  manpower  by 
that  bureau. 

The  gathering,  processing  and  dissemination 
of  scientific  information  by  the  Consumer 
Protection  and  Environmental  Health  Serv- 
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ice  and  its  constituent,  the  Food  and  Drug 
Administration;  by  the  National  Library  of 
Medicine;  and  by  the  National  Institute  of 
Mental  Health  are  in  each  instance  activities 
that  flow  logically  out  of  other  responsibili- 
ties of  these  units.  These  informational 
activities  should  be  retained  in  their  present 
organization. 

The  regulatory  activities  of  the  DBS  are  not 
logically  a  part  of  the  biomedical  research 
activities  of  the  N1H.  The  DBS,  however,  does 
carry  on  research  and  drug  development 
activities  related  to  the  central  functions  of 
the  NIH,  and  it  benefits  materially  from  as- 
sociation with  the  research  staffs  of  several 
Institutes  of  the  NIH.  Some  advantages 
would  be  gained  by  associating  the  regulatory 
activities  of  DBS  with  those  of  FDA.  The 
DBS  needs  at  times  the  regulatory  skills  of 
the  FDA.  But  such  transfer  of  the  regulatory 
activities  of  DBS  from  NIH  would  result  in 
the  undesirable  dissociation  of  these  regula- 
tory activities  from  the  supporting  research 
activities  of  NIH,  and  would  cause  a  sub- 
stantial loss  in  morale  and  probably  a  loss  in 
key  professional  personnel.  For  these  rea- 
sons, this  action  is  not  recommended. 

Food  cund  Drug  Activities  of  FDA.  History  and 
operating  practicalities  have  shaped  the  organiza- 
tion of  the  Food  and  Drug  Administration 
whereby  it  carries  on  a  spectrum  of  regulatory, 
control  and  promotional  activities  dealing  with 
foods  and  food  additives,  cosmetics  and  therapeu- 
tic devices,  and  hazardous  household  substances  as 
well  as  drugs.  The  original  Pure  Food  and  Drug 
Act  established  functions  common  to  foods  and 
to  drugs  that  logically  and  economically  were  ad- 
ministered by  the  same  agency. 

Since  this  agency  was  established,  and  particu- 
larly during  the  1960's,  important  changes  have 
taken  place: 

•  The  drug  activities  of  the  FDA  have  been 
greatly  expanded,  particularly  as  a  conse- 
quence of  the  Kefauver- Harris  Amendments 
of  1962. 

•  The  number  and  variety  of  drugs  subject  to 
regulation  has  substantially  increased. 

•  The  technology  involved  in  the  assessment  of 
drugs  has  markedly  advanced. 

Together  these  factors  prompt  consideration  of 
the  desirability  of  separating  drug  activities  from 


other  activities  of  the  FDA  and  establishing  a  sep- 
arate agency  for  drug  regulation  and  research. 

In  appraising  this  proposal,  it  is  necessary  to 
consider  the  existing  internal  structure  of  the 
FDA.  The  staffs  that  make  up  the  FDA— those 
that  handle  drug  activities  and  those  that  handle 
activities  incident  to  the  regulation  of  foods,  food 
additives  and  cosmetics — are  intermixed  in  each 
bureau  in  varying  degrees;  and  often  the  same 
staff  is  engaged  in  both  types  of  activities.  The 
following  data  suggest  the  degree  of  intermixture 
and  the  nature  of  the  dissolution  required  if  this 
proposal  were  adopted. 

Approximate  Portion 
of  Activity  tt 

Subdivision  of  FDA b  Food       Drugs  Other 


Bureau  of  Medicine  

Bureau  of  Veterinary  Medi- 
icine  

Bureau  of  Science  

Bureau  of  Regulatory  Com- 
pliance  

Bureau  of  Voluntary  Com- 
pliance  

District  Offices  


0.  5%      94.  5%  5.  0% 

18.  8        81.  2  0.  0 

71.  5         22.  3  6.  2 

46.  1         46.  1  7.  8 

51.  8         41.  2  7.  0 

56.  0  c  38.  2  5.  8 


8  Based  on  judgments  of  FDA  administrative  staff  and 
analysis  of  budget. 

b  Organizational  structure  as  of  June  15,  1968. 

c  This  proportion  has  increased  markedly  in  recent  years ; 
estimated  approximately  50  percent  in  1969. 

Further  examination  indicates  that  while  the 
internal  structure  of  each  of  these  bureaus  would 
permit  separation  of  the  drug  activities  within 
the  Bureaus  of  Science,  Kegulatory  Compliance 
and  Voluntary  Compliance,  in  each  instance  this 
would  cause  some  loss  in  current  effectiveness  and 
some  duplication  of  effort  in  the  separated  agen- 
cies. "Within  the  District  Offices,  which  represent 
50  percent  of  the  total  personnel  of  the  FDA,  the 
staffs  are  substantially  involved  in  both  food  and 
drug  activities,  utilize  common  laboratory  equip- 
ment and  facilities,  and  could  not  be  separated 
without  substantial  duplication  of  staff  and 
facilities. 

In  summary,  the  activities  involved  in  the  regu- 
lation of  food,  of  cosmetics  and  of  drugs — and 
particularly  the  field  investigatory  activities — are 
carried  on  by  the  same  or  closely  related  staffs. 
Neither  the  food  nor  the  drug  activities  now  inter- 
mixed in  the  FDA  can,  in  the  short  run,  be  eco- 
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nomically  dissected  out  of  the  District  Offices  and 
administered  separately. 

The  Task  Force  finds,  therefore,  that  no 
clearly  apparent  benefits  could  be  derived 
from  the  separation  of  drug  regulatory  activ- 
ities from  food  regulatory  activities  that 
would  offset  the  economy  and  efficiency  now 
achieved  through  the  maintenance  of  closely 
related  investigatory,  research,  and  regula- 
tory staffs. 

We  therefore  recommend  that  the  present 
complex  of  activities  now  assigned  to  the 
Food  and  Drug  Administration  should  con- 
tinue to  be  administered  by  that  agency. 

Survey  of  Drug  Prices 

Increasingly,  it  has  become  apparent  that  the 
Department  has  an  unavoidable  responsibility  for 
the  continuing  surveillance  of  drug  prices  because 
these  prices  are  of  vital  concern  to  consumers.6 
Included  would  be  the  accumulation  of  all  avail- 
ble  information  on  the  prices  of  drugs,  the  anal- 
yses of  existing  indices  of  drug  prices,  the  inte- 
gration of  drug  price  data — both  wholesale  and 
retail — derived  by  all  agencies  of  the  Department 
that  develop  or  receive  these  data,  the  dissemina- 
tion of  information  on  drug  prices  and  the  results 
of  drug  price  analyses,  and  from  time  to  time,  as 
circumstances  make  necessary,  the  formulation  and 
recommendation  of  legislation  to  ensure  the  im- 
proved availability  of  drugs. 

This  responsibility  stems  from  both  the  De- 
partment's concern  that  needed  drugs  shall  be 
available  to  those  consumers  whose  well-being  de- 
pends upon  them,  and  its  responsibility  for  the 
direct  or  indirect  expenditure  (under  Medicare 
and  Medicaid)  of  very  large  sums  for  drugs. 

At  present,  the  responsibility  for  this  continuing 
surveillance  of  drug  prices  is  not  fixed  in  any  or- 
ganizational unit  of  the  Department.  The  Office 
of  the  Assistant  Secretary  for  Planning  and  Eval- 
uation discharged  a  related  responsibility  in  1967 
in  preparing  its  "Report  on  Medical  Prices."  The 
Food  and  Drug  Administration  has  a  clearly  im- 
plied obligation  under  existing  legislation  to  see 
to  it  in  the  interest  of  the  consumer  that  "honesty 
and  fair  dealing"  prevails.  If  authorized  by  the 
Congress,  it  will  produce  a  compendium  of  drugs 

*  The  Task  Fortce  ("Second  Interim  Report,"  August  30, 
1968)  has  recommended  that :  "The  Department  of  Heajth, 
Education,  and  Welfare  should  conduct  a  continuing  sur- 
vey of  drug  costs,  average  prescription  prices  and  drug 
use." 


including  data  on  the  price  of  each  drug  listed.b 
It  might  therefore  logically  assume  the  responsi- 
bility for  the  surveillance  of  prices  as  related  to 
other  responsibilities  it  now  discharges.  The  Na- 
tional Center  for  Health  Services  Research  and 
Development  includes  a  small  unit  of  economic 
analysts  which  has  carried  on  analyses  of  drug 
prices  along  with  other  economic  analyses.  Both 
the  Social  and  Rehabilitation  Service,  because  of 
its  responsibility  for  coordinating  the  administra- 
tion of  Medicaid  by  the  State  governments,  and 
the  Social  Security  Administration,  because  of  its 
responsibility  for  the  administration  of  Medicare, 
also  might  be  charged  with  responsibility  for  the 
surveillance  of  drug  prices. 

Because  the  Social  Security  Administration 
has  a  clear  concern  with  the  prices  of  drugs, 
and  possesses  staffs  most  readily  expandable 
to  assume  this  responsibility,  we  recommend 
that  the  Social  Security  Administration 
should  undertake  continuing  responsibility 
for  the  surveillance  of  drug  costs,  average 
prescription  prices,  and  drug  use. 

If  the  SSA  is  assigned  such  responsibility,  those 
individuals  on  the  staff  of  the  National  Center  for 
Health  Services  Research  and  Development  now 
engaged  in  the  accumulation  of  data  on  the  cost  of 
drugs  should  be  transferred  to  the  Social  Security 
Administration.  The  Social  and  Rehabilitation 
Service  must  continue  to  maintain  a  small  staff 
responsible  for  assisting  the  State  governments  in 
the  purchase  of  drugs  by  the  accumulation  of  data 
and  analyses  of  the  States'  experience  in  the  pur- 
chase, use,  and  cost  of  drugs. 

Improvement  of  Scientific  Capability 

If,  as  is  proposed,  no  substantial  organizational 
change  is  made,  there  will  remain  the  urgent  need 
to  improve  the  scientific  capability  of  the  staff  re- 
sponsible for  drug  regulation.  This  important  need 
grows  out  of  the  substantial  expansion  of  FDA's 
responsibilities  for  drug  regulation  within  recent 
years  and  the  difficulties  encountered  in  recruiting 
qualified  professional  personnel.  To  meet  this  need, 
the  FDA  has  taken  significant  steps  to : 

•  Attract  more  and  better  qualified  professional 
personnel,  particularly  physicians,  by  making 

"The  Task  Force  ("Second  Interim  Report,"  August  30, 
1968)  has  recommended  that :  "The  Secretary  of  Health, 
Education,  and  Welfare  should  be  authorized  to  publish 
and  distribute  a  drug  compendium  listing  all  lawfully 
available  prescription  drugs,  including  such  information 
as  available  dosage  forms,  clinical  effects,  indications  and 
contraindications  for  use,  and  methods  of  administration, 
together  with  price  information  on  each  listed  product." 
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employment  arrangements  more  attractive,  by 
developing  orientation  programs  to  acquaint 
those  who  are  recruited  with  the  full  panoply 
of  the  Department's  pharmaceutical  activities, 
by  (a)  offering  individuals  opportunities  for 
simultaneous  clinical  and/or  research  experi- 
ence, while  serving  the  FDA,  and  (b)  provid- 
ing leaves  of  absence  for  educational  and  re- 
search assignments. 

•  Supplement  the  capabilities  of  FDA's  in- 
house  staff  by  contracting  with  medical  schools 
throughout  the  country  (as  has  been  done 
with  the  Georgetown  Medical  School)  and  by 
seeking  ways  of  making  fuller  use  of  the  Pub- 
lic Health  Service  hospitals  for  supportive 
clinical  research. 

Immediate  Opportunities.  These  steps  alone  are 
not  enough.  The  critical  nature  of  the  problem  of 
enhancing  the  scientific  capabilities  of  FDA's  staff 
is  made  more  pressing  by  the  necessity  of  (a)  act- 
ing upon  the  recommendations  of  the  NAS-NRC 
drug  study,  and  (b)  finding  replacements  for  those 
physicians  who  were  assigned  by  the  PHS  to  assist 
the  FDA  and  whose  assignments  are  now  being 
completed. 

We  therefore  recommend  that  efforts  should 
be  strengthened  to  assure  that  the  skills  of 
experts  both  within  and  outside  of  the  De- 
partment of  Health,  Education,  and  Welfare 
are  used  to  augment  the  scientific  capabilities 
of  the  Food  and  Drug  Administration. 

This  might  be  accomplished,  in  part.,  by  enlist- 
ing the  assistance  of  individual  scientists  from 
health  agencies  within  the  Federal  Government 
to  serve  for  limited  periods  on  tasks  which  they 
deemed  relevant  to  their  research  interests,  or  by 
their  acceptance  of  ad  Two  assignments  for  the 
evaluation  of  specific  drugs  or  other  priority  work. 

In  addition,  the  Commissioner  of  Food  and 
Drugs  should  strengthen  efforts  to  establish  a  full 
and  continuing  association  of  the  Food  and  Drug 
Administration  with  the  Nation's  medical  schools, 
pharmacy  schools,  and  the  biomedical  scientific 
community.  This  might  include  contracting  with 
relevant  specialists  on  the  staffs  of  the  five  medical 
school  faculties  in  the  Washington  area  to  assist 
with  the  review  of  Investigational  New  Drug  ex- 
emptions (IND's)  and  New  Drug  Applications 
(NDA's). 

These  efforts  should  also  include  the  substantial 
expansion  of  the  current  use  of  advisory  commit- 


tees.* It  is  particularly  proposed  that  the  FDA 
be  directed  to  explore  the  feasibility  of  establish- 
ing a  series  of  ad  hoc  panels  made  up  of  the  best 
relevant  medical  and  scientific  talent  throughout 
the  country  to  assist  with  the  review  of  IND's 
and  NDA's  for  all  new  chemical  entities  or  other 
drugs  submitted  for  approval. 

Review  of  IND  data  and  NDA's  by  personnel 
outside  FDA  would  pose  problems  concerning  the 
maintenance  of  the  confidentiality  of  material  sub- 
mitted for  review  by  drug  manufacturers.  We  be- 
lieve, however,  that  adequate  safeguards  can  be 
established  to  ensure  the  protection  of  the  inter- 
ests of  the  manufacturers.  The  value  to  be  derived 
from  the  association  of  the  FDA  staff  with  out- 
standing talent  throughout  the  country,  i.e.,  the 
enrichment  of  the  experience  of  staff  personnel 
and  the  authoritativeness  added  to  FDA  decisions 
made  after  consultation  with  such  panels,  would 
be  so  great  as  to  warrant  an  early  and  substantial 
effort  to  bring  these  panels  into  being. 

Long-Range  Opportunities.  In  addition,  three 
alternative  proposals  for  enhancing  the  scientific 
capability  of  the  FDA's  drug  evaluation  staff  have 
been  considered.  These  proposals  are  as  follows: 

1.  A  "Therapeutic  Appeals  Board"  should  be 
established  within  (or  without)  NIH  to  provide 
both  scientific  and  clinical  capabilities,  supple- 
menting those  possessed  by  the  FDA.  It  would  be 
provided  with  staff  and  facilities  to  carry  on  basic 
research  and  clinical  studies  through  association 
with  both  Federal  and  non-Federal  health  facili- 
ties. These  facilities  would  be  utilized  to  study 
and  evaluate  selected  drugs  submitted  by  manu- 
facturers or  by  the  FDA,  when  an  NDA  has  been 
refused  approval  by  the  FDA. 

2.  An  Institute  of  Pharmacology  should  be  es- 
tablished within  the  NIH  to  carry  on  research 
in  the  field  underlying  the  regulatory  function  of 
the  FDA  and  to  administer  the  program  of  sup- 
port for  the  pharmacology-toxicology  centers. 

3.  A  clinical  and  laboratory  facility  should  be 
established  within  the  FDA  to  concentrate  on  re- 
search concerned  with  the  use,  efficacy,  and  toxicity 
of  drugs,  and  the  development  of  new  methods  and 

*  The  FDA  has  made  use  of  advisory  committees  since 
the  early  1960's ;  see  "Public  Advisory  Committees,"  FDA 
Papers,  September  1968.  The  proposal  presented  here  is 
that  this  use  of  advisory  committees  be  extended  with 
special  intent  to  involve  "the  best  relevant  medical  and 
scientific  talent  throughout  the  country." 
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approaches  to  their  evaluation.*  It  would  provide 
opportunities  within  FDA  for  a  continuum  of  re- 
search and  application  extending  from  molecular 
pharmacology  through  animal  testing  to  clinical 
experience. 

Such  a  center  could  pursue  a  multi-disciplinary 
approach  combining  the  efforts  of  pharmacolo- 
gists, toxicologists,  clinical  investigators,  bio- 
chemists, experimental  pathologists,  medicinal 
chemists,  geneticists  and  perhaps  others.  It  would 
require  laboratory  and  clinical  facilities.  And 
it  would  need  to  have  an  effective  system  of 
communication  with  several  institutes  of  the  NIH, 
and  particularly  with  the  National  Institute  of 
General  Medical  Sciences  and  the  pharmacology- 
toxicology  centers  which  that  institute  supports. 

A  Choice  Among  Alternatives.  Each  of  these 
alternative  proposals  would  provide  supplemen- 
tary laboratory  and  clinical  research  facilities  and 
thus  enhance  the  existing  capabilities  of  the 
Bureau  of  Medicine  of  the  FDA  by : 

•  Strengthening  the  scientific  aspects  of  drug 
evaluation,  and  probably  modernizing 
methods;  and 

•  Attracting  (in  various  degrees)  a  greater 
number  of  men  and  women  possessing  medical 
and  scientific  competence  to  these  activities. 

The  alternatives  differ  in  that  (a)  the  "Thera- 
peutic Board"  would  combine  research  and  appeal 
responsibilities,  (b)  the  Institute  of  Pharmacology 
within  NIH  would  have  both  a  research  and  a 
manpower  function,  and  (c)  the  FDA  drug  re- 
search facility  would  provide  a  broadly  based 
research  effort. 

But  each  of  the  first  two  proposals  would  sep- 
arate drug  research  activities  from  drug  regula- 
tion activities.  Such  organizational  separation 

•  The  kinds  of  problems  on  which  such  a  facility  might 
conduct  research  are  indicated  by  the  following  questions : 

1.  What  is  the  significance  of  malformation  produced  in 
experimental  animals  with  high  doses  of  a  new  drug  in 
terms  of  possible  risk  in  the  pregnant  human  ? 

2.  How  long  should  chronic  toxicity  tests  be  carried  out 
in  animals  in  order  to  give  reasonable  information  for 
the  safety  of  new  drugs  ? 

3.  What  metabolic  and  pharmacokinetic  data  should  be 
obtained  at  various  stages  in  the  development  of  new 
drugs? 

4.  What  is  the  significance  in  terms  of  any  risk  to  the 
human  of  chromosomal  breaks  induced  by  new  drugs  in 
tissue  culture  tests? 

5.  What  is  the  significance  of  certain  unusual  effects 
which  may  be  induced  by  drugs  in  animals  which  have 
not  hitherto  been  found  in  man  ? 

6.  What  is  the  best  way  of  monitoring  specific  drug  reac- 
tions, such  as  liver  or  kidney  toxicity,  which  may  be  as- 
sociated with  a  particular  class  of  drugs? 


would  establish  an  artificial  and  unnatural  di- 
vergence between  the  agency  responsible  for  fact 
finding  and  the  agency  responsible  for  acting  on 
those  facts. 

The  proposal  for  a  "Therapeutic  Appeals 
Board"  poses  an  added  organizational  handicap. 
Acceptance  of  this  proposal  would  establish  a  sup- 
plementary capability,  of  necessarily  limited  com- 
petence, and,  by  providing  an  added  appeals 
opportunity  for  drug  manufacturers,  would  under- 
mine the  regulatory  strength  of  the  FDA. 

Establishment  of  a  research  capability  within 
NIH,  i.e.,  the  establishment  of  an  Institute  of 
Pharmacology,  would  "borrow"  from  the  compe- 
tence, reputation,  and  prestige  of  that  agency  to 
increase  the  capability  of  FDA.  It  would,  how- 
ever, be  an  illogical  organizational  arrangement 
within  the  NIH;  pharmacology  is,  among  other 
things,  a  tool  discipline  used  by  many  or  all  exist- 
ing institutes,  and  all  research  in  or  use  of  this  dis- 
cipline cannot  properly  be  concentrated  in  a  new 
and  separate  institute.  Moreover,  establishment  of 
such  an  institute  would  give  no  assurance  of  better 
relating  the  NIH  capabilities  with  the  needs  of 
FDA — a  notable  lack  to  date.  The  use  of  relevant 
experts  on  the  NIH  staffs  to  assist  FDA  on  specific 
problems  in  which  they  have  a  special  interest  and 
competence  offers  a  greater  likelihood  of  making 
NIH's  substantial  capabilities  available  to  the 
FDA,  and  accordingly  "separate"  capability  will 
be  less  needed. 

In  the  long  run,  it  is  essential  that  the  capability 
of  the  Bureau  of  Medicine  itself  be  increased  both 
by  (a)  the  upgrading  of  the  existing  medical  staff 
and  (b)  the  inclusion  in  this  Bureau  of  supple- 
mentary scientific  personnel  equipped  with  the  fa- 
cilities needed  for  carrying  on  relevant  research. 

Because  it  constitutes  the  preferable  means 
for  creating  the  additional  scientific  capabil- 
ity that  is  required,  the  Task  Force  recom- 
mends that  legislation  should  be  enacted  to 
authorize  establishment  within  the  Food  and 
Drug  Administration  of  a  clinical  and  labora- 
tory facility  to  provide  the  necessary  oppor- 
tunities for  research  by  highly  qualified 
basic  scientists  and  clinicians. 

In  recognition  of  the  substantial  contributions 
of  the  late  Senator  Royal  S.  Copeland  toward  en- 
actment of  the  present  Food,  Drug  and  Cosmetic 
Act,  we  propose  that  this  facility  be  known  as  the 
Royal  S.  Copeland  Research  Center. 
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Reappraisal  of  Drug  Evaluation  Methods 

In  addition  to  increasing  the  scientific  capabil- 
ity of  the  regulatory  staffs,  there  is  need  for  re- 
appraising the  relevance  and  efficiency  of  methods 
now  used  by  DBS  and  FDA  to  evaluate  the  safety 
and  effectiveness  of  pharmaceuticals. 

Three  methods  are  now  used : 5 

1.  The  approval  of  new  drug  applications  by 
FDA  is  substantially  an  assessment  of  the  research 
evidence  presented  in  support  of  the  safety  and 
effectiveness  of  pharmaceuticals.  It  also  includes 
a  critical  evaluation  of  manufacturing  facilities 
and  verification  of  the  strength,  quality  and  purity 
of  drugs  and  of  the  proposed  manufacturing  and 
control  procedures.  The  approval  granted  for  the 
distribution  of  a  new  drug  may  be  withdrawn  for 
cause. 

2.  The  certification  of  antibiotics  and  insulin 
by  FDA  involves  initial  approval  by  the  methods 
described  in  the  preceding  paragraph,  and  in  ad- 
dition, the  analysis  of  every  production  batch  be- 
fore distribution.  Batches  which  do  not  comply 
with  applicable  regulations  are  denied  certifica- 
tion, and  cannot  be  distributed  legally.  Certifica- 
tion may  be  discontinued  at  any  time  if  conditions 
of  certification  are  violated. 

3.  The  approval  of  biologicals  by  DBS  involves 
the  licensing  of  both  the  establishment  and  the 
product,  and  the  subsequent  review  of  control  pro- 
tocols and/or  continuing  study  of  samples. 

These  methods  are  now  founded  in  legislation 
as  well  as  in  historical  practice.  Yet  the  logic  or 
necessity  of  these  methods  is  subject  to  substantial 
and  widespread  questioning,  and  their  suitability 
deserves  careful  examination. 

To  help  assure  the  uniform  high  quality  of  drugs 
marketed  in  interstate  commerce,  the  Task  Force 

5 Task  Force  on  Prescription  Drugs:  "The  Drug  Pre- 
scribers,"  U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  pp.  32-38. 


earlier  recommended  consideration  of  a  licensing 
and  registration  system  for  drugs  and  drug  pro- 
ducers.5 The  favorable  experience  of  DBS  and  of 
pharmaceutical  control  authorities  in  other  coun- 
tries suggests  that  such  a  system  can  also  be  used 
for  the  evaluation  and  premarketing  clearance  of 
new  drugs. 

The  Task  Force  therefore  recommends  that 
the  Secretary  of  Health,  Education,  and  Wel- 
fare should,  after  consultation  with  repre- 
sentatives of  the  drug  industry,  pharmacy, 
clinical  medicine,  and  consumer  groups, 
should  appoint  a  study  group  to  reappraise 
the  efficiency  of  methods  now  used  by  the  Di- 
vision of  Biologies  Standards  and  the  Food 
and  Drug  Administration  to  evaluate  the 
safety  and  effectiveness  of  pharmaceuticals. 
The  participants  should  direct  attention  to 
the  appropriateness  of  the  three  existing 
classifications  of  pharmaceuticals — new 
drugs  and  "not  new"  drugs,  certifiable  prod- 
ucts, and  biologies.  The  study  group  should 
also  consider  the  feasibility  of  developing  a 
registration  and  licensing  system  which 
would  assure  that  all  drugs  marketed  in  in- 
terstate commerce  are  produced  under  ade- 
quate quality  control  standards. 

Consideration  of  such  a  system  will  inevitably 
involve  a  simultaneous  assessment  of  the  combined 
industry-government  effort  to  discover  new  drugs 
and  to  bring  them  promptly  from  the  research  lab- 
oratory to  the  patient.  The  effectiveness  of  this 
combined  effort  requires,  on  the  one  hand,  that  the 
research  conducted  by  industry  and  the  reports  of 
this  research  submitted  as  a  basis  for  the  approval 
of  the  FDA  and  DBS  be  thorough,  competent  and 
persistently  reliable ;  and,  on  the  other  hand,  that 
the  review  of  these  research  reports  by  the  scien- 
tists of  FDA  and  DBS  be  equally  thorough,  com- 
petent and  reliable. 
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CONSULTANTS  AND  WORKSHOP  PARTICIPANTS 


During  the  20  months  of  its  operations,  the  Task 
Force  and  the  Task  Force  Staff  were  particularly 
fortunate  in  having  the  advice,  guidance,  support 
and  criticism  of  more  than  160  nongovernmental 
experts  representing  clinical  medicine,  pharmacol- 
ogy, pharmacy,  medical  and  pharmacy  schools, 
professional  health  organizations,  drug  manufac- 
turing, drug  distribution,  health  insurance,  data 
processing,  economics,  law,  and  a  variety  of  con- 
sumer groups. 

Some  of  these  individuals  served  as  formal  con- 
sultants to  the  Task  Force,  others  served 
informally,  and  still  others  participated  in  work- 
shops and  other  Task  Force  conferences.  Many  of 
them  gave  generously  of  weeks  or  months  of  their 
time,  providing  assistance  which  was  invaluable  to 
the  Task  Force  in  its  work. 

Similar  and  equally  valuable  assistance  was  pro- 
vided by  many  members  of  State  and  Federal 
agencies  who  worked  closely  with  the  Task  Force. 
Among  them  were  representatives  of  the  Depart- 
ments of  Commerce,  Defense,  Labor,  Justice  and 
Treasury,  the  Office  of  Economic  Opportunity,  and 
the  Veterans  Administration,  and  especially  mem- 
bers of  American  Embassy  staffs  in  foreign 
countries  who  aided  in  the  collection  of  much  pre- 
viously unavailable  data  on  foreign  drug  pro- 
grams. 

The  contributions  of  all  of  these  are  gratefully 
acknowledged.  They  have  no  responsibility,  how- 
ever, for  any  technical  errors  in  any  of  the  Task 
Force  publications,  nor  for  any  conclusions 
reached  by  the  Task  Force. 

Their  listing  here  in  no  way  suggests  that  any 
of  them  have  approved  or  disapproved  the  Task 
Force  findings  and  recommendations. 

Although  it  is  impossible  to  list  all  those  who 
participated,  and  apologies  are  proffered  to  those 
whose  names  may  have  been  inadvertently  omitted, 
particular  thanks  are  extended  to  the  following: 

Morris  Aarons 

General  Counsel  and  Executive  Secretary 
National  Association  of  Pharmaceutical  Manu- 
facturers 

Brian  Abel-Smith 

Professor  of  Social  Administration 

London  (England)  School  of  Economics 


Edward  S.  Albers,  Jr. 
President 

Albers  Drug  Company 

M.  G.  Allmark 

Assistant  Director  General 

Food  and  Drug  Directorate,  Canada 

Betty  Jane  Anderson 
American  Medical  Association 

Mary  Louise  Anderson 
Chairman,  House  of  Delegates 
American  Pharmaceutical  Association 

William  S.  Apple,  Ph.  D. 
Executive  Director 

American  Pharmaceutical  Association 

Sydney  Aronson 
President 

Paid  Prescriptions,  Inc. 

Karl  Bambach,  Ph.  D. 
Consultant 

Pharmaceutical  Manufacturers  Association 

Joseph  Barrows 
Past  President 

National  Association  of  Pharmaceutical 
Manufacturers 

Patrick  Benner 

Assistant  Secretary  Supply  Division 
Ministry  of  Health,  Great  Britain 

Robert  Berson,  M.D. 
Executive  Director 

Association  of  American  Medical  Colleges 

Karl  H.  Beyer,  Jr.,  M.D.,  Ph.  D. 
Senior  Vice  President 

Merck,  Sharp  &  Dohme  Research  Laboratories 
Howard  Binkley 

Vice  President  of  Administration  and  Planning 
Pharmaceutical  Manufacturers  Association 

William  E.  Bittle 
Statistician 

Communications  Workers  of  America 

Charles  W.  Bliven,  Ph.  D. 
Executive  Secretary 

American  Association  of  Colleges  of  Pharmacy 
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Robert  J.  Bolger 

Executive  Vice  President 

National  Association  of  Chain  Drug  Stores 

Clarence  Borgelt 
Toledo  Health  and  Retirees  Center 
American  Federation  of  Labor- 
Council  of  Industrial  Organization 

Irwin  Breslow,  M.D. 

Director  of  Clinical  Pharmacology 

Graduate  Hospital 

University  of  Pennsylvania 

J.  L.  Broadbent,  M.D. 
Senior  Medical  Officer 
Committee  on  the  Safety  of  Drugs 
Ministry  of  Health,  Great  Britain 

Donald  C.  Brodie,  Ph.  D. 
Associate  Dean 
School  of  Pharmacy 
University  of  California 

B.  H.  Brooks 

Department  of  External  Affairs 
New  Zealand 

Stanley  F.  Buch 
Buch's  Pharmacy 
Lancaster,  Pa. 

Oliver  H.  Buchanan,  Ph.  D. 
Professor  of  Information  Science 
Pratt  Institute,  NYC 

John  Burns,  M.D. 

Director  of  Medical  Research 

Hoffman-LaRoche  Company 

Richard  Burr 

R.  A.  Gosselin  and  Co.,  Inc. 

Dedham,  Mass. 

Roger  Cain 

Executive  Secretary 

American  College  of  Apothecaries 

Herbert  S.  Carlin 

Associate  Professor  and  Director 

Hospital  Pharmacy  Service 

Medical  Center 

University  of  Illinois 

Blue  A.  Carstenson 

Assistant  Director  of  Legislative  Services 
National  Farmers  Union 

R.  A.  Chapman,  Ph.  D. 
Director  General 

Food  and  Drug  Directorate,  Canada 


Ronald  Clark 

Head,  Industry  Affairs 

Smith  Kline  &  French  Laboratories,  Ltd.,  England 

Charles  B.  Cleveland 
Manager  of  Science  Information 
Pharmaceutical  Manufacturers  Association 

Leighton  Cluff,  M.D. 
Chairman,  Department  of  Medicine 
College  of  Medicine 
University  of  Florida 

Theodore  Colton,  Sc.  D. 
Associate  Professor  of  Biostatistics 
Harvard  Medical  School 

E.  T.  CONYBEARE,  M.D. 

Head,  Special  Medical  Services  "A" 
Ministry  of  Health,  Great  Britain 

Chauncey  I.  Cooper 
Dean,  College  of  Pharmacy 
Howard  University 

John  J.  Corson 
Consultant  to  the  Secretary 

U.S.   Department  of  Health,  Education,  and 
Welfare 

Melvtn  Crotty 

Central  Pharmaceutical  Service 
Washington,  D.C. 

John  J.  Curry,  M.D. 

Council  on  Drugs 

American  Medical  Association 

Roy  C.  Darlington,  Ph.  D. 
Professor,  College  of  Pharmacy 
Howard  University 

W.  Palmer  Dearing 
President 

Group  Health  Association  of  America 

Paul  de  Haen 
Paul  de  Haen,  Inc. 

Nils  Ake  Diding,  M.D. 

Director,  Apotekens  Central  Laboratorium 

Solna,  Sweden 

Durward  F.  Dodgen 

Assistant  Director  of  the  Scientific  Division 
American  Pharmaceutical  Association 

Harry  F.  Dowling,  M.D. 

Head  of  the  Department  of  Medicine 

University  of  Illinois  College  of  Medicine 
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Frederick  Elliott,  M.D. 
American  Hospital  Association 

Dorothy  Ellsworth 
Special  Representative 
Brotherhood  of  Railway  Clerks 

Medicinalradet  Folke  Ernerfeldt 
National  Board  of  Health 
Sweden 

Karl  Evang,  M.D. 
Director  General  of  Health 
Norway 

E.  Fawcitt 

Deputy  Chief  Pharmacist 
Ministry  of  Health,  Great  Britain 

Edward  Feldman,  Ph.  D. 
Director,  National  Formulary 
American  Pharmaceutical  Association 

William  C.  Fitch 
Executive  Director 

American  Association  of  Retired  Persons 

John  Fleming 
Pension  Welfare  Department 
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Union 

Joseph  F.  Follman,  Jr. 
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Health  Insurance  Association  of  America 

William  L.  Ford 

Executive  Vice  President 

National  Wholesale  Druggists'  Association 

Marlane  C.  Gainor 
School  of  Pharmacy 
University  of  Pittsburgh 

Melvin  A.  Glasser 

Director,  Social  Security  Department 
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Sir  George  Godber 

Chief  Medical  Officer 

Ministry  of  Health,  Great  Britain 

Stuart  Gold 
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Lea  Associates 
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Professor  of  Pharmacology 
School  of  Medicine 
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House  of  Commons,  Canada,  1967 

Stephen  Harris 
Industrial  Union  Department 
American  Federation  of  Labor- 
Council  of  Industrial  Organization 

Henry  H.  Harvey 

Assistant  Director  of  Professional  Relations 
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Thomas  Hayes,  M.D. 
Director,  Department  of  Drugs 
American  Medical  Association 

Hans  Hellberg 
Director 
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William  Heller,  Ph.  D. 
United  States  Pharmacopeia 

Elmer  C.  Hillman,  Jr. 

Member  of  Professional  Relations  Committee 
National  Association  of  Chain  Drug  Stores 

John  L.  S.  Holloman,  Jr.,  M.D. 

Past  President 

National  Medical  Association 

Alfred  W.  Hubbard 
Editor 

Modern  Medicine  Publications,  Inc. 

William  Hutton 

Executive  Director 

National  Council  of  Senior  Citizens 

Raymond  Jang 
Consultant 
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Hershel  Jick,  M.D. 
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TERMINOLOGY 


The  term  generic  equivalents  is  not  used  in  the  body  of  this  report. 
Although  it  has  been  widely  utilized,  it  has  been  given  so  many 
different  interpretations  that  it  has  become  confusing.  Instead,  the 
following  terms  are  used: 

Chemical  equivalents — Those  multiple-source  drug  products  which 
contain  essentially  identical  amounts  of  the  identical  active  ingredi- 
ents, in  identical  dosage  forms,  and  which  meet  existing  physicochemi- 
cal  standards  in  the  official  compendia. 

Biological  equivalents — Those  chemical  equivalents  which,  when 
administered  in  the  same  amounts,  will  provide  essentially  the  same 
biological  or  physiological  availability,  as  measured  by  blood  levels, 
etc. 

Clinical  equivalents — Those  chemical  equivalents  which,  when  ad- 
ministered in  the  same  amounts,  will  provide  essentially  the  same  ther- 
apeutic effect  as  measured  by  the  control  of  a  symptom  or  a  disease. 

The  following  terms  are  also  used: 

Generic  name — The  established  or  official  name  given  to  a  drug  or 
drug  product. 

Brand  name — The  registered  trademark  name  given  to  a  specific 
drug  product  by  its  manufacturer. 
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INTRODUCTION 


In  May  of  1967,  acting  upon  a  directive  from  the  President,  John  W. 
Gardner — then  Secretary  of  Health,  Education,  and  Welfare — estab- 
lished the  Task  Force  on  Prescription  Drugs.  The  charge  to  the  Task 
Force  appeared  to  be  simple  

Undertake  a  comprehensive  study  of  the  problems  of  including  the 
cost  of  prescription  drugs  under  Medicare. 

Few  assignments,  however,  have  been  more  complex.  Essential  for 
the  Task  Force  study  was  objective  information  on  the  health  needs 
and  resources  of  the  elderly;  the  present  patterns  of  drug  use;  the 
nature  of  drug  research,  production,  and  distribution;  current  insur- 
ance programs  in  the  United  States  and  abroad ;  the  pharmacological 
and  clinical  aspects,  including  the  intricate  problem  of  chemical  and 
clinical  equivalency  of  generic  products ;  legal  and  fiscal  aspects ;  and 
reimbursement  methods  and  administrative  approaches. 

In  some  instances,  the  necessary  data  were  readily  available.  In 
others,  they  were  not — and  the  Task  Force  found  it  necessary  to  under- 
take its  own  special  research  projects. 

The  information  derived  from  these  studies  serves  as  the  basis  for 
the  findings  and  recommendations  which  are  being  published  sepa- 
rately by  the  Task  Force.  In  addition,  however,  this  basic  material 
appears  to  have  great  value  for  the  Congress,  many  State  and  Federal 
governmental  agencies,  the  medical  and  pharmacy  communities,  the 
drug  industry,  health  insurance  organizations,  health  educators,  and 
consumer  groups.  Accordingly,  the  Task  Force  is  publishing  the 
detailed  results  of  its  studies  in  a  series  of  background  papers. 

This  volume,  comprising  studies  on  some  of  the  chief  elements  in- 
volved in  designing  a  drug  insurance  program,  and  presenting  various 
alternatives  for  consideration  in  developing  a  program  blueprint,  is  one 
such  publication.  It  was  prepared  by  the  Task  Force  staff  in  coopera- 
tion with  many  consultants,  both  governmental  and  nongovernmental, 
whose  invaluable  assistance  is  gratefully  ackowledged.  Special  appre- 
ciation goes  to  the  staff  members  of  the  Social  Security  Administra- 
tion and  the  Social  and  Rehabilitation  Service,  and  to  the  many 
representatives  of  State  and  private  drug  insurance  programs,  the 
pharmaceutical  industry,  the  pharmacy  profession,  and  the  medical 
and  scientific  communities  who  kindly  made  available  much  unpub- 
lished material  to  the  Task  Force  and  provided  their  valuable  advice, 
guidance  and  proposals  to  the  Task  Force  staff. 

Particular  gratitude  is  expressed  to  Dr.  T.  Donald  Rucker  of  the 
Social  Security  Administration,  who  carried  major  responsibility  for 
the  preparation  of  this  volume,  and  to  Dr.  Bradley  Neer,  of  the  Social 
and  Rehabilitation  Service,  who  headed  the  development  of  the  new 
drug  classification  and  coding  programs. 

Many  of  the  issues  considered  in  this  background  paper  are  complex, 
a  few  are  disquieting,  and  the  answers  to  most  will  come  neither  easily 
nor  comfortably.  There  is  little  likelihood  that  all  the  solutions  will  be 
universally  satisfactory  to  the  drug  industry,  the  pharmacy  profes- 
sion, the  medical  profession,  governmental  officials,  the  patients — and 
the  taxpayers. 
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If  an  out-of -hospital  prescription  drug  program  is  developed  under 
Medicare,  it  will  not  only  be  the  largest  drug  insurance  program  ever 
undertaken  in  the  United  States,  but  it  will  pose  challenging  problems 
to  all  segments  of  our  health  system. 

One  issue  will  concern  the  response  of  the  drug  industry  to  what 
may  well  be  a  very  large  increase  in  the  demand  for  its  products, 
together  with  a  demand  for  ever  higher  quality  and  control  of  costs. 

A  second  will  involve  the  response  of  drug  vendors,  and  a  chal- 
lenge to  pharmacists  to  accept  increasing  responsibility  as  health 
professionals. 

A  third  will  involve  the  ability  of  governmental  officials  to  utilize 
their  imagination  and  their  innovative  skills  in  designing  and  oper- 
ating a  program  that  is  aimed  not  primarily  at  providing  administra- 
tive ease  and  simplicity,  but  at  providing  the  maximum  benefits  and 
the  highest  quality  of  health  care  at  the  lowest  practical  administrative 
costs. 

A  fourth  will  involve  the  readiness  of  the  Nation's  physicians  to  ac- 
cept responsibility  for  reviewing  the  manner  in  which  they  prescribe 
drugs  for  their  patients,  and — where  necessary — to  modify  their  own 
prescribing  patterns,  regardless  of  the  pressures  and  blandishments  to 
which  they  may  be  exposed — and  to  do  this  not  simply  to  stem  the 
rising  costs  of  medical  care  but  to  improve  the  quality  of  the  care. 
Perhaps  no  other  single  aspect  of  a  drug  insurance  program  will  be 
so  critical  in  determining  the  success  or  failure  of  that  program. 

It  is  our  hope  that  this  publication — like  the  other  background 
papers  of  the  Task  Force — will  not  only  serve  as  the  basis  for  careful 
analysis  and  discussion,  but  will  help  to  improve  the  quality  of  health 
care  for  all  Americans. 


Philip  R.  Lee,  M.D. 


CHAPTER  1 

THE  MAKING  OF  A  BLUEPRINT 


The  19  million  elderly  men  and  women  in  the 
United  States  represent  slightly  less  than  10  per- 
cent of  the  population,  but  their  need  for  health 
care  and  notably  for  prescription  drugs  is  far  out 
of  proportion  to  their  numbers.  These  needs, 
coupled  with  the  limited  financial  resources  of  the 
elderly,  pose  a  problem  that  is  causing  serious  and 
steadily  increasing  concern. 

Drug  Needs 

In  1966,  the  elderly — those  aged  65  or  more — 
obtained  some  225  million  out-of -hospital  pre- 
scription drugs  at  a  cost  of  almost  $900  million. 
These  accounted  for  22  percent  of  total  out-of - 
hospital  prescriptions  and  25  percent  of  all  costs 
for  prescription  drugs  at  the  retail  level.1 

Earlier  data,  collected  in  1964  and  1965  by  the 
National  Health  Survey,  indicate  that  the  aver- 
age number  of  prescription  drug  acquisitions — 
original  prescriptions  or  refills — was  nearly  three 
times  as  great  for  the  elderly  as  for  those  under 
the  age  of  65,  while  the  average  per  capita  ex- 
penditure for  the  elderly  was  more  than  three 
times  as  great.2  For  the  elderly,  as  for  the  popu- 
lation as  a  whole,  the  National  Health  Survey 
data  likewise  show  that  average  prescription  drug 
expenditures  were  higher  for  women  than  for 
men,  for  whites  than  for  nonwhites,  and  for  those 
with  serious  chronic  disease.3 

The  relation  between  chronic  illness  and  high 
drug  expenses  is  of  significant  importance.  Thus, 
it  is  estimated  that  approximately  17  percent  of 
the  elderly  suffer  from  heart  disease,  16  percent 
from  high  blood  pressure,  and  7.5  percent  from 
other  cardiovascular  diseases;  33  percent  suffer 
from  arthritis  and  rheumatism ;  and  10.5  percent 
have  mental  or  nervous  disorders.4  The  reported 
prevalence  of  these  conditions  appears  to  be 
closely  associated  with  the  drugs  used  by  the 

1U.S.  Department  of  Health,  Education,  and  Welfare, 
Task  Force  on  Prescription  Drugs :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968. 
pp.  16,  21.  , 

2  U.S.  Public  Health  Service,  National  Center  for  Health 
Statistics :  "Cost  and  Acquisition  of  Prescribed  and  Non- 
prescri.bed  Medicines.  United  States — Julv  1964-June 
1965."  Series  10.  No.  33,  p.  24. 

3/6(rf.,pp.  24,  26,  28. 

4  "The  Drug  Users,"  op.  cit.,  p.  12. 


elderly.  These  products  have  been  examined  by  the 
Task  Force  in  establishing  the  Master  Drug  List 
(MDL),  which  includes  the  409  out-of -hospital 
prescription  drugs  most  frequently  dispensed 
to  the  elderly  hi  1966,  and  which  account  for  88 
percent  of  all  prescriptions  dispensed  to  the  el- 
derly, and  88  percent  of  the  total  prescription 
costs  at  the  retail  level.5  Among  these  MDL  pre- 
scriptions, about  one-half  were  for  drugs  com- 
monly used  in  the  treatment  of  heart  disease, 
hypertension,  arthritis,  rheumatism,  and  mental 
and  nervous  conditions.6 

Further  evidence  of  the  association  between  drug 
use  and  chronic  illness  is  the  finding  that  about 
one-fifth  of  the  MDL  products  were  dispensed  in 
quantities  for  use  for  an  average  of  90  days  or  more 
in  a  year,  and  represented  more  than  a  third  of 
total  MDL  costs  to  the  elderly  consumers.7 

The  MDL  data  are  consistent  with  those  col- 
lected by  the  National  Health  Survey  in  1964-65. 
For  instance,  the  1964-65  figures  show  that  for  the 
relatively  few  elderly  with  no  chronic  disease,  the 
annual  per  capita  cost  for  prescribed  drugs  was 
$3.60  per  year,  representing  the  acquisition  of  an 
average  of  1.2  prescriptions.  For  those  with  one  or 
more  chronic  conditions,  the  number  of  acquisi- 
tions rose  to  13.5  and  the  annual  cost  to  $48.80. 
When  the  condition  was  sufficiently  severe  to  limit 
major  activity  completely,  acquisitions  averaged 
21.7  prescriptions,  and  costs  averaged  $78.80.  In 
general,  the  data  indicate  that  prescription  ex- 
penses of  those  of  the  elderly  with  severe  chronic 
illness — about  15  percent  of  all  the  elderly — were 
more  than  six  times  as  great  as  the  expenses  of 
those  below  the  age  of  65.8 

Financial  Resources 

Unfortunately,  the  elderly  are  characterized  not 
only  by  higher  than  average  health  needs  and  drug 
expenses.  They  also  have  lower  than  average  fi- 
nancial resources  with  which  to  meet  those  ex- 
penses. As  of  January  1,  1969,  it  is  estimated  that 

5  "The  Drug  Users,"  op.  cit.,  p.  31  et  seq. 
"Ibid.,  p.  35. 

7  Ibid. 

8  "Cost  and  Acquisition  of  Prescribed  and  Nonpre- 
scribed  Medicines,  op.  cit.,  p.  28. 
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almost  5  million  elderly  persons  were  living  in 
poor  households,  as  measured  by  the  Social  Secu- 
rity Administration's  poverty  index.  If  elderly 
persons  living  in  institutions  and  those  with  in- 
comes below  the  poverty  level  living  in  households 
whose  total  income  is  above  that  level  are  also 
counted,  then  a  little  more  than  7  million,  or  36 
percent,  of  the  total  elderly  population  were  poor. 

Among  social  security  beneficiaries,  although 
benefit  income  kept  some  6.8  million  out  of  pov- 
erty, another  5.8  million,  or  36  percent,  remained 
poor.  An  additional  3  million  were  in  the  near-poor 
group,  and  only  a  little  better  off.a 

To  help  meet  their  drug  expenses,  the  elderly 
were  able  to  obtain  only  limited  assistance  from 
private  health  insurance,  public  assistance  pro- 
grams, free  drugs  given  by  physicians,  and  Fed- 
eral tax  relief.  Together,  these  four  potential 
sources  covered  only  about  20  percent  of  their 
costs.9 

Available  data  therefore  indicate  that  the 
elderly  use  significantly  more  prescription 
drugs  than  do  younger  Americans,  and  that 
those  of  the  elderly  who  suffer  from  serious 
chronic  illness  have  significantly  higher  total 
drug  expenses  than  those  who  are  not  so 
afflicted. 

The  data  also  show  that  the  elderly  in  general 
have  relatively  limited  incomes  and  assets, 
and  that  only  a  small  proportion  of  their  drug 
expenses  for  out-of -hospital  drugs  is  met 
through  private  insurance,  public  assistance 
programs,  free  drugs  from  physicians,  and 
tax  relief. 

The  situation  with  out-of-hospital  prescription 
drugs,  as  noted  above,  is  strikingly  different  from 
that  with  inhospital  drugs,  which  are  covered  to 
a  substantial  degree  by  the  present  Part  A  (Hos- 
pital Insurance)  program  under  Medicare.  For 
a  hospitalized  Medicare  patient,  the  cost  of  neces- 
sary drugs  is  no  longer  a  significant  problem;  a 
physician  can  prescribe  for  such  a  patient  as  his 
clinical  needs  require,  and  without  any  appreci- 
able consideration  of  the  patient's  financial  status. 
It  seems  reasonable  to  presume  that  this  inhospital 
approach  not  only  helps  to  conserve  a  patient's 
funds  but  also  removes  economic  barriers  to  ap- 
propriate health  care. 

aThe  poverty  line  used  was  $1,500  for  a  single  indi- 
vidual and  $1,900  for  a  couple,  applied  to  1968  income. 
The  low  income  (near-poor)  line  was  defined  as  incomes 
of  $1,800  and  $2,600,  respectively. 

9  "The  Drug  Users,"  op.  cit.,  p.  27. 


It  may  also  be  reasonable  to  presume  that  the 
same  goals — protecting  elderly  patients  from 
heavy  drug  expenses  and  improving  the  quality 
of  health  care — may  be  achieved  for  out-of-hos- 
pital patients  by  extending  the  Medicare  program 
to  cover  out-of-hospital  prescription  drugs. 

Blueprint  for  a  Program 

The  design  of  a  suitable  out-of-hospital  pre- 
scription drug  program  for  the  elderly  requires 
first  a  consideration  of  the  major  underlying  as- 
pects of  the  situation — the  needs,  resources,  and 
other  characteristics  of  the  elderly ;  the  nature  of 
private  and  governmental  drug  programs  cur- 
rently underway  in  the  United  States  and  other 
countries;  the  nature  of  the  pharmaceutical  in- 
dustry, including  its  pricing  structure,  research, 
promotional  activities  and  profits;  the  nature  of 
the  drug  distributing  system ;  and  the  prescribing 
patterns  of  physicians,  the  sources  of  informa- 
tion available  to  them,  and  the  relative  quality 
and  prices  of  drugs. 

These  aspects  have  been  considered  by  the  Task 
Force  in  other  background  papers.10-13 

Finally — and  in  many  cases  based  on  the  find- 
ings from  the  other  Task  Force  studies — it  is 
necessary  to  consider  the  basic  aspects  of  the  drug 
insurance  program  itself,  and  to  examine  the 
various  approaches  to  a  program  design.  Among 
the  major  aspects  are  these: 

•  The  relative  advantages  of  providing  com- 
prehensive coverage  or  a  less-than-compre- 
hensive  program  based  on  limited  drugs, 
limited  beneficiary  eligibility,  or  various  cost- 
sharing  methods. 

•  The  relative  advantages  of  providing  major 
program  financing  through  Part  A  (the  so- 
cial insurance  approach)  or  Part  B  (the 
premium  approach)  of  Medicare. 

•  The  advantages  of  reimbursing  the  patient 
or  the  pharmacist. 

•  The  relative  advantages  of  a  variety  of  ap- 
proaches for  reimbursing  for  product  cost 
and  for  dispensing  services. 

io  "The  Drug  Useirs."  op.  cit. 

"Task  Force  on  Prescription  Drugs:  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  196S. 

"Task  Force  on  Prescription  Drugs:  "The  Drug  Mak- 
ers and  the  Drug  Distributors."  ibid. 

"Task  Force  on  Prescription  Drugs:  "The  Drug  Pre- 
scribers,"  ibid. 
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•  The  advantages  of  a  variety  of  cost-sharing 
techniques,  including  deductibles,  co-insur- 
ance, and  co-payment,  used  alone  or  in  com- 
bination. 

•  The  value  of  various  data  requirements,  reg- 
ulations, and  other  administrative  aspects. 

•  The  value  of  appropriate  classification  and 
coding  techniques  needed  for  automated  data 
processing. 

•  The  potential  strategic  importance  of  utiliza- 
tion review. 

•  Estimates  of  probable  costs  based  on  various 
approaches  and  assumptions. 

It  is  quite  apparent  that  all  these  aspects  can- 
not be  viewed  as  separate  and  unrelated.  Many  and 
probably  most  of  them  are  intimately  related,  and 
a  decision  to  select  one  particular  approach  to  solve 
one  particular  problem  will  inevitably  influence  de- 
cisions involved  with  other  problems.  For  ex- 
ample, any  determination  to  provide  direct  patient 
reimbursement  would  almost  certainly  influence 
the  selection  of  appropriate  cost-sharing  methods. 
A  determination  to  require  a  large  annual  deducti- 
ble would  probably  require  direct  patient  reim- 
bursement. A  decision  to  provide  coverage  under 
Part  B  rather  than  Part  A  would  involve  impor- 
tant specifications  for  establishing  patient  eligibil- 
ity through  the  data  processing  system. 

It  is  also  evident  that  the  decisions  required  for 
establishing  the  program  design  could  be  based  on 
such  factors  as  satisfying  primarily  the  patients, 
or  the  physician,  or  the  drug  maker,  or  the  drug 
distributor,  or  the  program  administrator,  or  es- 
pecially the  taxpayer.  It  appears,  however,  that 
other  goals  might  well  be  given  higher  priority — 

•  The  program,  above  all,  should  be  aimed  at 
improving  health  care  for  the  elderly. 


•  It  should  be  designed  in  such  a  way  as  to  re- 
duce the  heavy  financial  burden  of  drug  costs 
on  the  elderly. 

•  It  should  not  inflate  drug  costs  either  to  the 
program  itself  or  to  the  general  public. 

•  It  should  be  readily  integrated  with  existing 
systems  of  health  care  delivery,  including 
other  insurance  programs  and  Federal  and 
State  medical  assistance  programs. 

•  It  should  encompass  optimal  quality  and  cost 
controls  and  efficient  administrative  methods 
that  may  serve  as  models  for  other  health 
insurance,  medical  assistance,  and  medical 
care  programs. 

•  It  should  promote  rational  drug  therapy,  not 
only  for  the  elderly  but  for  all  patients. 

•  It  should  be  easily  understandable  to  benefi- 
ciaries, vendors,  physicians,  and  taxpayers. 

•  It  should  encourage  efficiency  in  drug  manu- 
facturing, distribution,  and  dispensing. 

•  It  should  discourage  waste  of  resources — in- 
cluding manpower  resources — and  commercial 
practices  which  add  to  costs  without  propor- 
tionately increasing  the  value  of  the  service. 

•  It  should  provide  the  designated  program  ad- 
ministrator with  adequate  financial  and  ad- 
ministrative responsibility  and  authority  to 
prevent  needless  cost  inflation  and  program 
abuse. 

These  and  other  objectives  are  important  in 
consideration  of  the  various  aspects  of  drug  in- 
surance design  that  are  discussed  in  the  following 
chapters  of  this  volume.  It  will  be  apparent  that 
the  attainment  of  most  of  the  goals  will  require 
the  most  careful  evaluation,  experimentation  and 
analysis. 
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CHAPTER  2 

SCOPE  OF  BENEFITS 


Coverage  of  out-of -hospital  prescription  drugs 
under  Medicare  would  obviously  relieve  the 
elderly  of  part  of  the  economic  burden  associated 
with  their  high  drug  costs,  and  would  also  repre- 
sent an  important  step  in  assuring  that  their  total 
health  care  needs  are  adequately  met. 

To  the  greatest  extent  possible,  a  Medicare  drug 
program  should  be  designed  in  such  a  way  that 
beneficiaries  will  be  able  to  understand  it  easily 
and  will  not  be  unduly  burdened  by  the  procedures 
for  obtaining  benefits,  and  that  administrative 
costs  will  be  kept  within  reasonable  limits.  In  the 
event  that  funds  are  inadequate  to  support  a  full- 
scale,  comprehensive  program,  consideration  may 
be  given  to  techniques  for  reducing  the  program 
benefits  as  a  means  of  limiting  program  costs. 

One  of  the  most  important  considerations  af- 
fecting such  factors  is  the  scope  of  the  drug  bene- 
fits to  be  provided.  Here  attention  will  be  directed 
particularly  to  (1)  the  nature  of  drugs  to  be  cov- 
ered in  the  program,  (2)  the  characteristics  of  the 
program  beneficiaries,  and  (3)  the  cost-sharing 
methods  applied  to  limit  program  expenditures. 

Drug  Coverage 

Drugs  on  the  market  may  be  classified  generally 
in  two  ways — over-the-counter  drugs  (OTC's), 
which  are  available  without  prescription,  and 
legend  drugs,  which  can  be  obtained  legally  only 
with  a  prescription  from  a  physician  or  other 
licensed  practitioner;  or  nonprescribed  drugs, 
which  a  patient  gets  without  a  prescription,  and 
prescribed  drugs,  which  are  obtained  with  a  pre- 
scription and  which  can  include  both  OTC's  and 
legend  drugs. 

There  seems  to  be  wide  agreement  that  a  drug 
insurance  program  should  properly  cover  only  pre- 
scribed medications.  This  is  based  on  the  facts  that 
such  drugs  will  have  been  ordered  on  the  basis  of 
a  medical  review  of  the  patient's  condition,  that 
they  are  the  ones  most  likely  to  require  major  fi- 
nancial outlays  by  the  patient,  and  that  insurance 
coverage  for  most  nonprescribed  medications 
would  probably  be  an  administrative  and  fiscal 
impossibility. 

Whether  or  not  the  program  should  cover  all 


prescribed  drugs — legend  and  nonlegend  products 
alike — is  a  somewhat  more  complex  matter.  In  a 
program  for  the  elderly,  exclusion  of  prescribed 
nonlegend  drugs  from  coverage  is  likely  to  reduce 
the  number  of  claims  by  about  10  percent  and  the 
dollar  value  of  benefits  by  less  than  8  percent.3 
Such  a  restriction  would  also  have  the  effect  of  pre- 
venting a  physician  from  writing  a  prescription 
for  aspirin,  diet  supplements  and  other  OTC's 
simply  to  save  money  for  his  patient. 

Confining  drug  benefits  to  legend  drugs,  how- 
ever, would  have  certain  disadvantages.  The  ad- 
ministrator can  expect  claim  review  expenses  to 
rise  as  he  attempts  to  determine  whether  a  partic- 
ular prescription  is  actually  covered  under  the  pro- 
gram. Despite  specific  exclusions  for  OTC  items, 
some  carriers  have  found  it  less  costly  to  pay  for 
all  prescriptions  submitted  for  reimbursement  than 
to  conduct  the  necessary  eligibility  checks.  (The 
cost  of  such  checks  and  reviews  can  be  readily  min- 
imized by  use  of  an  appropriate  automated  data 
processing  system. ) 

In  addition,  this  limitation  would  present  a 
problem  to  those  physicians  who  may  be  unaware 
of  the  legal  status  of  all  the  drugs  they  prescribe, 
and  accordingly  they  may  be  required  to  ascertain 
whether  or  not  a  particular  product  is  covered 
under  the  program.  This  distinction,  moreover, 
may  be  logical  from  a  legal  point  of  view  but  not 
on  medical  grounds.  Thus,  a  physician  writes  a 
prescription  because  he  wishes  the  patient  to  take 
the  medication.  Since  the  prescription  is  related — 
on  medical  grounds — to  anticipated  benefits  from 
the  drug,  insurance  coverage  limited  to  legend 
products  creates  a  distinction  that  is  arbitrary. 

Nevertheless,  most  proposals  for  drug  coverage 
under  Medicare  have  specified  mainly  prescribed 
legend  drugs,  with  inclusion  perhaps  of  a  few  non- 
legend  drugs  such  as  insulin.  This  approach  is  con- 
sidered here  as  comprehensive  drug  coverage.  Most 
of  the  legislative  proposals  for  coverage  that  have 
been  introduced  in  the  Congress  thus  far  would 
have  covered  drugs  on  this  comprehensive  basis — 
that  is,  they  would  have  covered  the  majority  of 

a  Based  on  estimates  by  the  Social  Security  Adminis- 
tration, January  1969. 
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the  approximately  1,200  different  legend  drugs  on 
the  market. 

It  should  be  noted,  however,  that  so-called  com- 
prehensive coverage  does  not  necessarily  imply 
coverage  of  all  prescription  drugs.  Even  programs 
providing  the  most  nearly  complete  coverage  have 
limits  on  the  drugs  covered  and  establish  limiting 
conditions  under  which  payment  for  drugs  is  made. 
For  example,  it  is  the  common  practice  of  many 
insurance  and  other  drug  programs  to  exclude 
from  coverage  certain  classes  of  drugs — e.g.,  anti- 
obesity  drugs,  multiple  vitamins,  nonnarcotic  seda- 
tives, antacids,  etc. — whose  medical  necessity  is 
often  considered  marginal.1  Other  programs  ex- 
clude contraceptives.  Still  others  exclude  drugs 
such  as  those  used  for  the  treatment  of  venereal 
disease,  tuberculosis  or  mental  disease  which  may 
be  available  at  no  cost  from  a  local  or  State  health 
agency.  Finally,  some  programs  exclude  tranquil- 
izers and  other  agents  for  the  control  of  mental 
illness  unless  the  patient  has  previously  been 
t  reated  in  a  mental  hospital. 

Even  with  the  exclusion  of  such  drugs  from  cov- 
erage, the  numerous  and  complex  administrative 
problems  and  very  high  program  costs  that  could 
be  involved  in  covering  the  remaining  legend  drugs 
present  strong  arguments  for  considering  less- 
than-comprehensive  coverage,  at  least  in  the  first 
stages  of  a  new  drug  program  under  Medicare. 

Administrative  Problems 

One  important  consideration  in  developing  a 
plan  for  the  coverage  of  drug  expenses  of  the  el- 
derly is  the  extremely  large  volume  of  bills  for 
covered  services  which  would  be  involved  if  com- 
prehensive coverage  were  provided. 

•  It  is  estimated  that  the  elderly  would  obtain 
more  than  300  million  prescriptions  in  the 
first  year  of  operation.8 

•  These  prescriptions  would  be  obtained 
through  some  54,000  community  pharmacies 
and  some  3,000  hospital  outpatient  depart- 
ments, as  well  as  other  providers  of  drugs  to 
outpatients  (e.g.,  mail-order  firms,  extended 
care  facilities,  clinics,  and  dispensing  physi- 
cians.) 

The  magnitude  of  the  administrative  tasks  im- 
plied by  these  figures  can  be  appreciated  by  com- 

1  Task  Force  on  Prescription  Drugs  :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington.  D.C.,  1968,  passim. 

a  Estimates  of  persons  covered,  benefit  costs  and  ad- 
ministrative costs  are  given  in  Chapter  9  and  Appendix 
A.  The  estimates  aire  'based  on  a  1971  effective  date. 


paring  them  to  operating  statistics  for  the  first 
year  of  Medicare : 

•  During  fiscal  year  1967,  some  10.4  million 
claims  were  processed  by  the  hospital  insur- 
ance intermediaries,  while  26.5  million  claims 
were  processed  under  the  medical  insurance 
part  of  the  program — a  total  of  less  than  37 
million  claims. 

•  The  covered  services  were  provided  by  about 
7,000  participating  hospitals,  4,000  extended 
care  facilities,  2,000  home  health  agencies, 
2,000  independent  laboratories,  and  more  than 
170,000  physicians. 

Even  though  the  pharmacists  and  other  drug 
vendors  submitted  combined  or  composite  bills 
for  covered  drugs,  the  volume  of  items  to  be  proc- 
essed under  a  comprehensive  program  would  ob- 
viously be  much  greater  than  that  under  the  pres- 
ent Medicare  program.  While  the  claims  process 
would  be  fairly  uniform  and  simple,  it  appears 
that  each  claim  would  entail  a  minimum  of  half 
a  dozen  items  of  information,1"  all  of  them  sub- 
ject to  transcribing  errors. 

Under  these  conditions,  it  is  clear  that  efficient 
administration  of  a  drug  program  of  such  mag- 
nitude requires  a  fully  automated  data  processing 
system  operating  with  a  high  degree  of  accuracy. 
The  development  of  such  a  system  can  be  expected 
to  involve  a  number  of  technical  problems;  and 
while  these  would  gradually  diminish  with  time 
and  experience,  it  may  be  essential  at  the  outset 
to  limit  the  number  of  claims  to  a  volume  at  which 
the  technical  risks  would  be  minimal.  And  even 
imder  a  limited  drug  coverage  program,  a  con- 
siderable lead  time  would  be  required  to  develop 
efficient  administrative  methods. 

On  the  other  hand,  it  may  be  preferable  to  con- 
sider that  once  an  appropriate  data  processing  sys- 
tem is  developed,  it  could  handle  300  million  or 
more  claims  per  year  as  readily  as  it  could  handle 
50  or  100  million,  and  thus  the  capability  of  the 
system  should  not  be  viewed  as  a  major  reason  for 
limiting  coverage.  With  such  a  high  capability 
system,  of  course,  technical  problems  can  also  be 
expected,  and  would  require  appropriate  advance 
planning  and  testing. 

An  additional  consideration  is  that  a  large  pro- 
portion of  prescriptions  are  relatively  inexpensive. 
Under  these  circumstances,  it  is  difficult  but  im- 
portant to  develop  provisions  for  administration  so 
that  costs  associated  with  claims  processing  would 

h  See  pp.  43  et  seq. 
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not  be  excessively  high  in  proportion  to  the  benefits 
received  by  the  beneficiary. 

A  final  factor  is  that  there  is  only  limited  use- 
ful precedent  in  either  private  insurance  or  gov- 
ernmental drug  programs  from  which  to  develop 
the  administrative  procedures  needed  if  a  com- 
prehensive drug  benefit  of  this  magnitude  were 
provided.2 

Cost  of  Comprehensive  Coverage 

Another  important  point  relating  to  coverage  of 
most  of  the  prescription  drug  expenses  of  the 
elderly  under  Medicare  is  the  high  cost  associated 
with  such  coverage.  An  estimate  based  on  one  set 
of  assumptions  indicates  that  the  cost  of  compre- 
hensive coverage  would  be  $660  million,  exclusive 
of  administrative  costs.  (This  estimate  assumes  a 
$1.00  co-payment  per  prescription,  an  effective  date 
of  1971,  a  per  capita  acquisition  of  14  prescriptions 
per  year,  and  an  average  price  per  acquisition  of 
$3.30.)  a 

On  the  other  hand,  using  quite  different  assump- 
tions, the  Social  Security  Administration  has  in- 
dicated that  the  "high-cost"  estimate  b  for  compre- 
hensive coverage  of  prescription  drugs  under 
Medicare,  with  a  20-percent  co-insurance  and  an 
effective  date  of  1971,  would  be  $1.6  billion,  exclu- 
sive of  administrative  costs.  (This  estimate  as- 
sumes a  per  capita  acquisition  of  21.5  prescriptions, 
and  an  average  price  per  acquisition  of  $4.58.) 

The  Case  for  Less-than-Comprehensive 
Coverage 

There  are,  then,  sound  reasons  why,  in  the  first 
stages  of  administering  a  drug  program,  the 
Medicare  program  should  not  attempt  to  meet  vir- 
tually all  of  the  drug  expenses  of  all  older  people. 
In  face,  there  is  some  question  whether  it  would 
ever  be  desirable  to  attempt  to  provide  insurance 
protection  against  small  annual  drug  expenditures. 
A  more  efficient  use  of  program  funds  might  result 
if  an  effective  system  could  be  found  for  limiting 
the  benefits  in  a  way  that  would  concentrate  the 
protection  where  it  is  most  clearly  needed. 

2  "Current  American  and  Foreign  Programs,"  op.  ext., 
passim. 

0  The  basis  for  this  estimate  is  shown  in  Chapter  9. 

b  The  "low-cost"  estimate  for  comprehensive  coverage  of 
prescription  drugs,  and  the  assumptions  on  which  these 
estimates  are  based,  are  outlined  in  Appendix  A. 


Approaches  to  Limited  Coverage 

Several  possible  methods  of  less-than-compre- 
hensive  coverage  may  be  considered.  Among  them 
are  these : 

•  Coverage  of  only  those  drugs  important  for 
the  treatment  of  serious  chronic  illnesses 
which  afflict  the  elderly — notably  the  so-called 
maintenance  drugs. 

•  Coverage  of  most  prescription  drugs,  but  with 
eligibility  for  the  drug  benefit  restricted  to 
social  security  beneficiaries  who  have  at- 
tained age  70  or,  alternatively,  age  72. 

These  two  approaches  are  examined  in  the  follow- 
ing sections.  In  addition,  there  are  other  techniques 
which  would  contribute  to  limiting  program  costs, 
and  which  could  be  used  alone  or  in  combination 
with  other  methods.  Among  them  are  the  follow- 
ing: 

•  Coverage  of  most  prescription  drugs,  com- 
bined with  the  use  of  a  relatively  large  annual 
deductible  applicable  to  drug  expenses. 

•  Setting  maximum  limits  on  the  cost  of  pre- 
scriptions to  be  reimbursed. 

•  Setting  maximum  limits  on  the  quantity  of  a 
drug  per  single  prescription  for  which  re- 
imbursement would  be  made. 

•  Discouraging  over-utilization  through  the 
use  of  such  cost-sharing  mechanisms  as  co- 
payment  or  co-insurance  applied  to  each 
prescription. 

These  techniques  are  discussed  in  Chapter  5.  In 
addition,  the  value  of  utilization  review  in  limit- 
ing over-utilization  is  considered  in  Chapter  8. 

Finally,  costs  could  be  reduced  by  restricting 
coverage  to  those  products  listed  in  a  scientifically 
designed  formulary.  The  use  of  such  a  formulary 
is  discussed  elsewhere.0  3 

Coverage  of  Maintenance  Drugs 

In  another  study,  27  different  diagnostic  cate- 
gories have  been  identified,  headed  by  heart  dis- 
ease, high  blood  pressure,  arthritis  and  rheuma- 
tism, and  mental  and  nervous  conditions,  for 
which  drug  therapy  is  widely  used.4  Similarly,  the 
most  frequently  dispsensed  drugs  have  been  classi- 


c  See  pp.  69-70. 

3 Task  Force  on  Prescription  Drugs:  "The  Drug  Pre- 
scribes," U.S.  Government  Printing  Office,  Washington, 
D.C..  1968,  pp.  12-13,  43-50. 

4  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C..  196S. 
pp.  34-35. 
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fied  into  32  different  therapeutic  categories  rang- 
ing from  amebicides  to  vitamins.5 

Under  an  insurance  program,  it  is  feasible  to 
select  a  limited  number  of  these  diagnostic  or 
therapeutic  categories  and  pay  only  for  those  pre- 
scriptions which  belong  in  the  appropriate  group. 

For  such  an  approach,  consideration  has  been 
given  to  coverage  of  only  those  drugs  which  are 
used  for  the  treatment  of  "serious"  diseases, 
"chronic"  diseases,  "life-threatening"  conditions, 
"disabling"  diseases,  or  such  a  grouping  as  heart 
disease,  cancer  and  stroke.  In  the  same  way,  cov- 
erage could  be  limited  to  those  drugs  which,  for 
example,  are  classified  as  cardiovascular  agents, 
antiarthritics,  tranquilizers,  psychostimulants,  an- 
tibiotics, etc. 

Available  data  on  drug  use  support  the  hypo- 
thesis that  coverage  of  only  those  drugs  which  are 
important  for  the  treatment  of  chronic  illness 
among  the  elderly,  and  which  usually  are  required 
on  a  continuing  or  recurring  basis,  would  concen- 
trate the  protection  provided  by  a  drug  program 
where  in  most  cases  it  is  most  clearly  needed.6 

There  is  clearly  wide  variation  among  the  el- 
derly in  the  extent  to  which  they  use  prescription 
drugs.  Those  older  people  who  have  serious  chronic 
illnesses  use  more  drugs  than  those  who  are  not 
chronically  ill,7  and  many  of  the  drugs  most  fre- 
quently used  by  the  elderly  are  associated  with  the 
serious  chronic  illnesses  which  afflict  them.8 

If  coverage  were  to  be  limited  to  selected  main- 
tenance drugs  required  in  the  treatment  of  chronic 
illness,  the  Medicare  law  could  provide  that  the 
Secretary  of  Health,  Education,  and  Welfare 
would  establish  the  list  of  specific  drugs  to  be  cov- 
ered under  the  program.  He  would  select  those 
drugs  that  he  finds  are  important  in  the  treatment 
of  the  many  serious  chronic  conditions  afflicting 
the  elderly.  Once  a  drug  was  so  specified  as  a  cov- 
ered drug,  reimbursement  could  be  made  without 
regard  to  the  condition  for  which  it  was  prescribed. 
The  law  might  include  guidelines  indicating  how 
the  list  would  be  established.  Also,  to  assist  the 
Secretary  in  establishing  the  list  of  covered  drugs, 
the  law  might  provide  for  an  Advisory  Council  on 
Drugs,  including  nongovernmental  experts  in 
pharmacology,  pharmacy,  geriatrics  and  other 
branches  of  clinical  medicine,  and  representatives 
of  consumer  groups. 


5  Ibid.,  pp.  33,  35. 
6 /&;<?.,  p.  35. 
7  Ibid.,  p.  24. 
8/&irf..Table31,  p.  32. 


The  statutory  guidelines  on  the  selection  of 
drugs  to  be  covered  could  authorize  the  Secretary 
to  consider  whether,  both  absolutely  and  in  rela- 
tion to  other  drugs  in  its  therapeutic  class,  a  drug 
was  (1)  of  acceptable  quality ;  (2)  safe  and  effica- 
cious, giving  careful  consideration  to  relative 
toxicity  and  taking  into  account  studies  by  the  De- 
partment of  Health,  Education,  and  Welfare,  the 
Department  of  Defense,  the  Veterans  Administra- 
tion, and  other  agencies  which  the  Secretary  found 
to  be  appropriate;  and  (3)  not  unduly  expensive 
in  relation  to  its  therapeutic  efficacy. 

The  drugs  selected  could  include — in  addition 
to  drugs  which  can  only  be  dispensed  upon  pre- 
scription by  physicians — certain  drugs  which  can 
be  dispensed  without  a  prescription  (e.g.,  insulin), 
but  only  if  the  Secretary  found  that  such  drugs 
were  "lifesaving  drugs,"  or  that  their  withdrawal 
would  be  seriously  harmful  to  individuals  who  had 
been  using  them,  or  that  they  provided  acceptable 
substitutes  in  terms  of  economy  and  effectiveness 
for  other  drugs  included  in  the  list. 

The  guidelines  could  require  that  the  list  be 
reviewed  and  revised  as  necessary,  at  least  once 
each  year,  and  that  the  Secretary  be  required  to 
report  to  the  Congress  annually  on  the  adequacy 
of  the  list  and  the  cost  of  the  drug  benefits  being 
paid. 

If  such  an  approach  were  adopted,  it  may  be 
estimated  that  the  level  cost  of  the  new  benefit,  if 
provided  under  Part  A  of  the  Medicare  program 
and  assuming  a  $1.00  co-payment,  would  be  0.19 
percent  of  taxable  payroll.  Here  it  is  assumed  that 
benefit  payments  would  amount  to  $714  million, 
representing  about  210  million  claims.a  Using  a 
different  set  of  assumptions,  including  a  much 
higher  average  prescription  price,b  it  has  been 
estimated  that  the  level  cost,  again  using  a  $1.00 
co-payment,  would  also  be  0.19  percent  of  taxable 
payroll  (estimated  on  a  "high-cost"  basis  and  ex- 
clusive of  administrative  costs),  with  reimburse- 
ment made  for  about  135  million  prescriptions. 

A  more  limited  approach  would  be  the  restric- 
tion of  coverage  to  drugs  which  are  important  in 
the  treatment  of  a  limited  number  of  specific, 
serious  chronic  conditions;  for  example,  the  list 
of  covered  drugs  might  be  limited  to  those  which 
are  important  in  the  treatment  of  cardiovascular 


a  See  Chapter  9. 

b  See  Appendix  A.  It  should  be  noted  that  the  level- 
cost  estimates  given  throughout  the  text  do  not  include 
administrative  costs.  A  range  of  administrative  costs 
has  been  estimated  and  is  discussed  in  Chapter  9  and 
Appendix  A. 
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disease,  diabetes,  kidney  conditions  and  respira- 
tory conditions.  Such  an  approach  would  involve 
somewhat  lower  workloads  and  benefit  costs  than 
would  be  concerned  in  coverage  of  drugs  impor- 
tant in  the  treatment  of  virtually  all  the  chronic 
conditions  of  the  elderly. 

Coverage  of  such  a  limited  number  of  drugs  ap- 
pears to  be  one  of  the  most  promising  methods  of 
providing  limited  drug  coverage.  It  would  have 
the  administrative  advantages  of  limiting  the  num- 
ber of  claims  submitted  for  processing,  and  of  pro- 
viding the  most  protection  to  those  of  the  elderly 
who,  because  they  have  recurring  needs  for  drugs 
associated  with  chronic  illness,  can  be  assumed  to 
have  the  greatest  need  for  such  benefits. 

There  are,  however,  certain  disadvantages  asso- 
ciated with  this  and  similar  approaches  which  war- 
rant consideration.  Some  confusion  may  exist 
among  patients,  pharmacists  and  physicians  about 
precisely  which  drugs  are  covered  by  the  program 
and  which  are  excluded.  This  would  be  particularly 
serious  if  vendor  payment  rather  than  patient  pay- 
ment were  involved.  Some  patients  would  find  that 
they  could  obtain  none  or  only  some  of  their  pre- 
scription drugs  through  the  insurance  program, 
and  therefore  might  conceivably  have  an  incentive 
to  seek  hospital  treatment — with  the  attendant 
higher  costs — to  overcome  the  restrictions.  Some 
physicians  and  patients  might  bring  pressure  upon 
pharmacists  to  fill  a  noncovered  prescription  and 
charge  the  insurance  program  for  some  drug  which 
is  covered.  Efforts  to  achieve  rational  drug  pre- 
scribing through  utilization  review  would  be  min- 
imized because  of  a  distorted  data  base  and  incom- 
plete information  on  physician-prescribing  and 
patient-consumption  patterns. 

It  may  be  noted,  however,  that  such  countries  as 
Norway  and  Denmark  have  found  it  feasible  to 
cover  only  a  limited  number  of  specific  drugs  for 
the  treatment  of  chronic  illness,  and  have  adopted 
this  approach  under  their  social  insurance  health 
care  systems.9 

In  this  country,  a  similar  approach  has  been  used 
successfully  by  the  drug  program  of  the  United 
Mine  Workers  Welfare  and  Retirement  Fund ;  in 
1967  this  program  provided  drugs  for  500,000 
eligible  beneficiaries.10  (The  closed-panel  United 
Mine  Workers  program  is  organized  on  a  regional 
basis,  with  each  region  establishing  its  own  formu- 


9  "Current  American  and  Foreign  Programs,"  op.  cit.,  pp. 
169, 187. 

10  Ibid.,  pp.  127-28. 


lary;  the  number  of  drugs  in  these  formularies 
ranges  from  64  to  148.  Prescriptions  are  covered 
under  the  program  only  if  they  are  obtained  from 
physicians  who  have  entered  into  participating 
agreements  with  the  plan.) 

A  more  fundamental  possible  drawback  to  this 
approach  is  whether  widespread  medical  agree- 
ment can  be  reached  on  the  drugs  to  be  selected. 
Although  it  would,  of  course,  be  impractical  to 
compile  a  final  list  of  "covered"  drugs  far  in  ad- 
vance of  the  effective  date  of  drug  coverage,  con- 
tinuing work  could  be  done  to  develop  lists  of  drugs 
in  the  therapeutic  categories  associated  with  treat- 
ment of  chronic  illness. 

One  question  that  needs  to  be  explored  in  depth 
is  whether  a  medically  acceptable  list  of  important 
drugs  used  in  the  treatment  of  chronic  illness 
would  include  a  disproportionately  large  number 
of  drugs  that  are  often  used  in  the  treatment  of 
both  chronic  and  acute  illnesses,  and  whether  a 
significant  portion  of  benefits  might  therefore  go 
for  prescriptions  to  treat  acute,  short-term  illness. 

As  indicated  earlier,  data  from  the  Master  Drug 
List  indicate  that  a  relatively  small  number  of 
drugs  account  for  a  high  proportion  of  the  pre- 
scription drugs  used  by  elderly  individuals.11  Al- 
though the  Master  Drug  List  provides  merely  an 
index  of  recent  prescribing  patterns,  and  does  not 
necessarily  reflect  expert  medical  judgments  as  to 
what  is  good  drug  therapy  or  what  drugs  are 
most  significant  for  treatment  of  serious  illness, 
it  serves  at  least  as  a  guide  to  the  number  of  fre- 
quently dispensed  legend  drugs  in  the  various  ther- 
apeutic categories  associated  with  the  continuing 
or  recurrent  treatment  of  the  important  chronic 
illness  of  the  aged.  The  Master  Drug  List  data  in- 
dicate that  there  are  fewer  than  200  such  drugs 
which  are  relatively  frequently  used  for  such  pur- 
poses. It  must  be  recognized,  of  course,  that  some 
infrequently  prescribed  drugs  may  involve  very 
high  expenses  to  some  patients. 

Pay  Benefits  At  Age  70  or  72 

Another  approach  to  providing  a  limited  drug 
benefit  under  Medicare  which  would  also  reduce 
the  cost  and  the  number  of  claims  involved  would 
be  restricting  the  number  of  eligible  beneficiaries, 
such  as  by  making  the  benefit  available  only  to 


11  "The  Drug  Users,"  op.  cit.,  pp.  31-34. 
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those  who  attain,  a  certain  age — for  example,  age 
70  or  age  72. 

Under  this  approach,  payment  might  be  made 
for  the  great  majority  of  the  1,200  different  legend 
drugs  on  the  market,  offering  the  benefits  of  a  com- 
prehensive program  although  to  only  a  limited 
portion  of  the  elderly.  Only  65  percent  of  the 
present  population  age  65  and  over  are  70  or  older, 
and  would  therefore  be  eligible  for  benefits  (53 
percent  would  qualify  if  the  eligibility  age  were 
72). 

On  the  basis  of  one  set  of  assumptions,8-  if  the 
eligibility  age  were  set  at  70  and  virtually  all 
prescription  drugs  were  covered,  the  cost  of  the 
benefit — assuming  a  $1.00  co-payment — would  be 
about  $600  million  in  the  first  year  of  operation, 
and  the  level-cost  of  the  benefit  would  be  0.23  per- 
cent of  taxable  payroll.  If  the  eligibility  age  were 
set  at  72,  benefit  costs  would  be  about  $500  mil- 
lion, and  the  level-cost  would  be  0.19  percent  of 
taxable  payroll.  Reimbursement  would  be  made 
for  about  216  million  claims  if  the  eligibility  age 
were  70,  and  181  million  if  the  age  were  72.  Costs 
and  claims  levels  could,  of  course,  be  reduced  fur- 
ther by  means  of  cost-sharing  provisions.1" 

a  See  Chapter  9. 
b  See  Chapter  5. 


On  the  basis  of  a  different  set  of  assumptions,0 
if  the  eligibility  age  were  set  at  70  and  virtually 
all  prescription  drugs  were  covered,  the  level-cost 
of  the  benefit — again  assuming  a  $1.00  co-pay- 
ment— would  be  about  $1.2  billion,  requiring  0.42 
percent  of  taxable  payroll  (estimated  on  a  "high- 
cost"  basis).  If  the  eligibility  age  were  72,  benefit 
costs  would  be  about  $1  billion,  requiring  0.36 
percent  of  taxable  payroll.  About  240  million 
claims  would  be  involved  with  eligibility  set  at 
age  70,  and  205  million  if  it  were  set  at  72. 

In  general,  it  appears,  both  claims  volume  and 
program  costs  would  be  reduced  about  30  to  40 
percent  through  this  approach. 

Apart  from  the  problem  of  rationalizing  70  or 
72  as  the  age  at  which  a  particular  Medicare  bene- 
fit would  become  available  when  all  other  Medi- 
care benefits  are  available  at  age  65,  there  is  a 
question  of  whether  such  a  new  age  limit  would 
be  the  most  effective  means  of  concentrating  pro- 
tection where  it  is  most  needed.  Medicare  benefi- 
ciaries under  age  70  or  72  who  had  very  high 
drug  costs  might  well  have  difficulty  understand- 
ing a  rationale  which  excluded  them  from  cover- 
age while  paying  for  the  drug  expenses  of  people 
who,  while  older,  might  be  in  better  health. 

0  See  Appendix  A. 
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CHAPTER  3 


PROGRAM  FINANCING 


Out-of-hospital  prescription  drug  insurance  for 
the  elderly  under  social  security  could  be  funded 
in  several  ways — through  contributions  under  the 
social  insurance  system  (Part  A  of  Medicare), 
through  premiums  paid  by  beneficiaries  who  elect 
to  participate,  as  under  Supplementary  Medical 
Insurance  (Part  B),  or  through  a  new  and  sepa- 
rate Medicare  approach  (a  hypothetical  "Part 
X"). 

Under  any  of  these  methods,  the  contributions 
of  the  Federal  Government  could  be  lessened  by 
employing  one  or  more  cost-sharing  or  other  cost- 
reduction  techniques  which  are  discussed  in  Chap- 
ter 5. 

The  Social  Insurance  Approach 
(Part  A  of  Medicare) 

The  hospital  insurance  and  related  benefits  now 
furnished  for  virtually  all  of  the  elderly  under 
Medicare  are  provided  through  Part  A  of  Title 
XVIII  of  the  Social  Security  Act.  These  bene- 
fits— along  with  old-age,  survivors,  and  disability 
protection — are  financed  by  a  payroll  tax  which  is 
currently  8.8  percent  of  creditable  earnings,11  and 
which  will  rise  to  9.6  percent  in  1970,  11.3  percent 
in  1975,  and  11.8  percent  in  1987. 

Eligibility.  If  out-of-hospital  drugs  were  cov- 
ered under  Part  A  of  Medicare,  virtually  all  peo- 
ple now  aged  65  or  more  would  be  automatically 
eligible  for  the  new  benefit.  As  of  July  1,  1968, 
19.7  million  persons  aged  65  or  more — 99  percent 
of  the  elderly — were  eligible  for  hospital  insur- 
ance under  Medicare,  including  some  2  million  in- 
dividuals who  were  not  insured  for  social  security 
or  railroad  retirement  cash  benefits  but  who  were 
eligible  for  hospital  insurance  under  a  special 
"transitional"  provision  which  is  financed  out  of 
general  revenues. 

For  men  who  attain  age  65  after  1974 — 1973 
for  women — the  special  eligibility  requirements 
provided  under  the  transitional  provision  will 


a  Creditable  earnings  are  receipts  from  wage  or  salary 
income  in  specified  occupations  subject  to  the  maximum 
taxable  earnings  ceiling  established  by  law.  The  limit  is 
currently  set  at  $7,800  per  year. 


merge  with  the  regular  requirements  for  social  se- 
curity benefits.  Individuals  who  are  not  eligible 
for  benefits  under  the  transitional  provision  in- 
clude retired  or  active  Federal  employees  and 
their  spouses  who  are  eligible  for  health  insurance 
coverage  under  the  Federal  Employees  Health 
Benefits  Act  of  1959  and  who  are  not  eligible  for 
monthly  cash  benefits  under  social  security  or  the 
railroad  retirement  program,  and  certain  aliens 
who  have  been  in  this  country  for  only  a  short 
time. 

It  is  expected  that  when  the  social  security  pro- 
gram is  fully  mature,  from  95  to  98  percent  of  all 
the  elderly  will  be  eligible  for  hospital  insurance 
benefits;  ineligible  persons  will  be  only  those  who 
are  not  entited  to  monthly  cash  benefits  under  so- 
cial security  or  the  railroad  retirement  program.b 

With  this  approach,  establishment  of  eligibility 
would  present  minimal  problems.  Any  individual 
eligible  for  hospital  insurance  or  other  benefits  un- 
der Part  A  would  also  be  eligible  for  the  rest  of 
Ms  life  for  out-of-hospital  drug  benefits.  He  would 
have  in  effect  a  paid-up  drug  insurance  policy 
when  he  reached  the  age  of  65. 

Financing.  If  a  drug  benefit  were  provided  un- 
der Part  A,  the  program  would  be  financed 
through  the  regular  contributory  mechanism  now 
used  to  finance  hospital  costs  and  the  cash-benefit 
part  of  social  security.  Under  such  an  approach, 
an  individual  would  pay  for  this  protection  dur- 
ing his  working  years,  rather  than  at  a  time  of  life 
when  he  may  well  have  low  income,  limited  as- 
sets, and  high  health  costs.  In  addition,  increases 
in  the  health  costs  and  the  utilization  of  services 


b  The  uninsured  will  include,  in  addition  to  active  or  re- 
tired Federal  employees  (and  their  spouses)  and  aliens, 
persons  whose  only  employment  was  in  State  and  local 
positions  which  remain  outside  social  security ;  min- 
isters, Christian  Science  practitioners,  or  members  of  re- 
ligious orders  who  have  not  taken  vows  of  poverty  and 
who  have  elected  not  to  be  covered  under  social  security, 
and  members  of  religious  orders  who  have  taken  a  vow 
of  poverty  and  are  specifically  excluded  from  coverage : 
and  employees  of  nonprofit  organizations  who  are  eligible 
for  coverage  under  voluntary  arrangements  but  have  not 
elected  coverage.  Other  minor  exclusions  include  persons 
whose  earnings  were  so  low  or  sporadic  that  they  never 
became  insured,  and  women  who  have  not  worked  long 
enough  to  be  insured  on  their  own  account  and  who  can- 
not qualify  for  dependents'  benefits. 
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covered  under  Part  A  can  be  assumed  in  establish- 
ing the  contribution  rates  and  thus  averaged  and 
paid  for  over  a  substantial  period  of  time.  Also, 
with  contributions  based  on  earnings,  increases  in 
the  general  earnings  levels  that  can  be  expected 
to  occur  in  the  future  will  automatically  provide 
additional  income  to  the  system  to  help  meet  in- 
creases in  health  costs. 

The  additional  premium  needed  to  finance  a  drug 
program  under  Part  A  would,  of  course,  depend 
on  the  nature  of  the  program — including  the  use  of 
a  comprehensive  or  a  less-than-comprehensive 
coverage,  cost-sharing  method,  and  the  like.  As  an 
example,  it  may  be  noted  that  under  one  approach,11 
a  $1.3  billion  program  providing  full  service  bene- 
fits and  no  cost-sharing  would  require  an  increase 
in  payroll  tax  contributions  of  0.4  percent — 0.2  per- 
cent by  the  employer  and  0.2  percent  by  the  em- 
ployee. With  a  $1.00  co-payment,  the  total  increase 
would  be  0.3  percent.  With  either  a  $2.00  co-pay- 
ment or  a  $50  deductible,  the  total  increase  would 
be  0.2  percent.b  Contributions  could  likewise  be 
reduced  by  implementation  of  a  less-than- 
comprehensive  program,  such  as  one  providing 
coverage  for  only  selected  maintenance  drugs. 

The  Premium  Payment  Approach 
(Part  B  of  Medicare) 

Under  Part  B  of  Title  XVIII,  the  Medicare 
system  now  provides  that  eligible  individuals  aged 
65  and  over  may  elect  to  obtain  insurance  for  out- 
of-hospital  physician  services.  The  beneficiary's 
share  of  the  premium  for  this  voluntary  insurance 
currently  is  $4.00  per  month,  with  the  Federal 
Government  matching  this  premium  on  a  1-to-l 
basis  from  general  tax  revenues. 

Participation  depends  at  least  in  large  part  on 
an  individual's  ability  to  pay  the  monthly 
premiums. 

Eligibility.  As  of  July  1,  1968,  18.6  million 
people  aged  65  or  over — 95  percent  of  the  elderly— 
were  enrolled  under  Part  B  of  the  Medicare  pro- 
gram. It  is  clear  that  most  of  the  elderly  feel  they 
need  the  protection  that  Part  B  offers,  and  it  is 
expected  that  a  high  proportion  of  them  will  con- 
tinue to  participate  in  this  voluntary  part  of  the 

"  See  Chapter  9. 

"The  percentage  increase  in  the  tax  rate  could  be  re- 
duced, or  bypassed  entirely,  by  increasing  the  earnings 
base  from  $7,800  to  a  level  necessary  to  raise  the  required 
revenue  for  drug  insurance. 


program.0  Nonetheless,  while  some  of  the  elderly 
who  have  not  enrolled  under  Part  B  either  feel 
they  do  not  need  or  do  not  want  the  protection 
offered  by  the  program,  it  is  likely  that  many  who 
have  not  enrolled  simply  cannot  afford  the  monthly 
premium.  There  is,  of  course,  no  way  to  predict 
what  effect  future  increases  in  the  Part  B  premium 
will  have  on  enrollement  under  that  plan. 

Another  important  consideration  is  that  Part  B 
eligibility  lapses  if  the  beneficiary  elects  to  with- 
draw from  the  plan  or  if  he  fails  to  pay  the 
monthly  premium,  while  eligibility  under  Part  A 
continues  until  a  person's  death.  The  experience  of 
Title  XIX  drug  programs  indicates  that  the  proc- 
ess of  determining  eligibility  for  benefits  under  a 
program  in  which  continuing  eligibility  cannot 
be  assumed  constitutes  one  of  the  most  expensive 
and  troublesome  parts  of  the  claims  process.1 

Financing.  If  a  drug  benefit  were  provided  un- 
der Part  B  of  Medicare,  the  program  would  be 
financed  through  the  monthly  premiums  paid  by 
beneficiaries,  and  the  matching  government  con- 
tribution paid  out  of  general  revenues.  For  ex- 
ample, a  possible  $1.3  billion  program  would  re- 
quire the  present  $4.00  monthly  premium  for  each 
participating  beneficiary  to  be  increased  by  ap- 
proximately $2.75,  with  a  similar  increase  needed 
in  the  matching  government  contribution."1  These 
increases  could  be  minimized  by  the  use  of  various 
cost-sharing  methods. 

This  method  of  financing  the  drug  benefit  would 
have  evident  drawbacks.  For  example,  the  addi- 
tional premium  might  prove  sufficiently  burden- 
some for  the  elderly  who  have  to  pay  the  present 
monthly  premium,  so  that  more  of  them  might 
decide  to  reject  any  coverage  under  Part  B.  In 
this  connection,  it  may  be  noted  that,  in  1966,  53 
percent  of  the  elderly  individuals  in  this  country, 
together  with  11  percent  of  the  families  in  which 
the  head  was  aged  65  or  over,  had  an  income  of  less 
than  $120  a  month,  while  29  percent  of  all  elderly 
individuals,  and  30  percent  of  the  families  in 
which  the  head  was  aged  65  or  over,  had  an  income 

0  In  ithe  fall  of  1967,  people  whose  premiums  were  de- 
ducted from  social  security,  railroad  retirement  or  Federal 
civil  service  retirement  cheeks — the  vast  majority  of  en- 
rollees — had  their  first  opportunity  to  withdraw  from 
the  program.  There  were  only  ahout  35,000  withdrawals, 
and  during  the  "general  enrollment  period"  nearly  700.000 
people  enrolled  who  had  failed  to  take  advantage  of  their 
first  opportunity  to  participate  in  the  program. 

1  Task  Force  on  Prescription  Drugs  :  "'Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  pp.  51,  68. 

4  See  Chapter  9. 
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of  between  $120  and  $240  a  month.2  Many  of  these 
persons  might  find  even  a  small  increase  in  their 
monthly  premiums  would  be  a  significant  amount 
to  pay  from  their  low  incomes.  In  addition,  the 
insured  person  would  also  be  responsible  for  the 
$50  annual  deductible  and  a  20-percent  co-insur- 
ance for  covered  medical  services  other  than  drugs, 
and  any  amounts  in  excess  of  the  "allowable  drug 
expense,"  if  an  indemnity  program  were  estab- 
lished. Similarly,  he  would  be  responsible  for  any 
incurred  health  costs  not  covered  under  the  Medi- 
care program. 

An  additional  consideration  is  that,  under  Part 
B,  increases  in  health  costs  or  substantial  increases 
in  utilization  of  covered  services  must  be  paid  for, 
through  increases  in  the  beneficiary's  monthly 
premium,  on  a  year-to-year  basis  as  the  cost  in- 
creases occur. 

In  order  to  minimize  the  possibility  of  adverse 
selection,  it  would  be  necessary  for  drug  insurance 
and  physician  insurance  to  be  offered  as  a  single 

2  U.S.  Bureau  of  the  Census :  "Income  in  1966  of  Families 
and  Persons  in  the  United  States,"  Current  Population 
Reports  (Consumer  Income),  Series  P.60,  No.  53,  Decem- 
ber 28, 1967,  p.  24. 


package — that  is,  the  patient  would  be  required  to 
purchase  coverage  of  both  drug  and  physician 
benefits  or  neither. 

Under  the  premium  approach,  neither  the  pro- 
gram per  se  nor  a  formulary  could  properly  limit 
coverage  to  maintenance  drugs  or  any  similar 
restrictive  category.  Since  an  individual's  chronic 
ailments  are  largely  known  by  the  time  he  reaches 
the  age  of  65,  those  without  such  conditions  would 
be  unlikely  to  pay  a  full  premium  for  what  is 
clearly  limited  drug  coverage.  If  the  scope  of  bene- 
fits were  actually  restricted  to  maintenance  drugs, 
a  considerable  proportion  of  the  elderly  would  be 
required  to  contribute  monthly  premiums  in  the 
face  of  a  very  low  probability  of  utilization. 

Separate  Drug  Program 
("Part  X"  of  Medicare) 

Consideration  has  been  given  to  establishing  a 
drug  program  as  a  separate  operation  of  the  social 
security  system,  possibly  under  a  hypothetical 
"Part  X"  of  Title  XVIII.  This  would  appear  to 
Offer  no  significant  advantages  other  than  provid- 
ing greater  visibility  to  the  program. 
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CHAPTER  4 

REIMBURSEMENT 


Under  a  drug  insurance  program,  development 
of  a  reimbursement  policy  requires  consideration 
of  a  number  of  major  issues.  Among  these  are 
selection  of  an  appropriate  payee  option,  and  the 


construction  of  a  reimbursement  formula  covering 
both  the  cost  of  the  drug  product  and  the  cost  of 
dispensing  it  to  the  patient.  Various  aspects  are 
considered  below. 


PAYEE  ALTERNATIVES 


Patient  Reimbursement 

Reimbursement  directly  to  the  patient  for  part 
of  his  expenditures  is  characteristic  of  many  so- 
called  major-medical  insurance  plans,  including 
those  which  provide  prescription  drug  coverage. 
It  could  be  considered  for  any  government  insur- 
ance program,  and  is  actually  used  in  the  national 
drug  program  in  France.1 

One  argument  for  this  approach  is  that  it  would 
encourage  greater  interest  on  the  part  of  the  bene- 
ficiaries in  the  program  and  perhaps  encourage 
greater  efficiency  among  drug  vendors  as  well.  The 
patient,  it  is  suggested,  would  be  more  aware  of 
drug  costs  if  he  is  required  to  pay  for  the  prescrip- 
tion when  he  receives  it,  and  this  cost- awareness 
might  motivate  him  to  question  high  prescription 
prices,  shop  for  lower  priced  outlets,  and  thereby 
lead  to  increased  efficiency  among  dispensing  out- 
lets. In  the  same  manner,  it  is  hoped  that  the 
patient  might  try  to  persuade  the  physician  to 
prescribe  lower  cost  drug  products  where  these 
are  available  and  appropriate. 

The  cost  control  effect,  however,  might  be  more 
theoretical  than  real.  The  lack  of  knowledge  about 
drugs  and  the  immediate  need  for  the  medication 
in  many  instances  would  prevent  the  patient  from 
pressing  for  lower  drug  costs.  Many  of  the  elderly 
would  find  it  impossible,  either  because  of  health 
or  transportation  difficulties,  to  shop  for  low  drug 
prices — as  for  low  prices  for  any  other  commodity. 
The  legal  prohibition  widely  placed  on  pharma- 
cists to  prevent  them  from  dispensing  a  lower- 
priced,  high-quality  product  instead  of  a  higher- 
priced  identical  product  under  a  different  brand 

1Task  Force  on  Prescription  Drugs:  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  pp.  172-174. 


name2  would  further  limit  the  patient's  ability 
to  effect  changes  in  vendor  or  manufacturer  pric- 
ing patterns. 

Under  a  patient  reimbursement  system,  many 
of  those  eligible  for  payment  would  not  file  a  claim, 
considering  the  necessary  paper  work  more  trouble 
than  justified  by  a  relatively  small  payment. 
Others — particularly  elderly  beneficiaries — might 
lose  receipts  or  forget  to  file  claims  for  all  their 
purchases.  As  a  result,  aggregate  benefit  payments 
would  probably  be  lower — perhaps  10  percent 
less — under  a  patient  reimbursement  system  than 
under  a  system  which  paid  vendors  for  all  reim- 
bursable prescriptions  filled. 

Experience  with  Part  B  of  Medicare  has  shown 
the  difficulties  encountered  when  the  elderly  are 
reauired  to  submit  claim  forms. 

In  addition,  some  beneficiaries  would  forego 
needed  drug  therapy  because  they  did  not  have  the 
necessary  funds  available  to  make  the  purchases. 
While  drug  program  expenditures  would  thus  be 
reduced,  the  quality  of  health  care  would  suffer 
and  costs  in  other  parts  of  the  Medicare  program 
could  well  increase  as  a  result  of  increased  physi- 
cian and  hospital  services  required. 

A  patient  reimbursement  system  would  result  in 
high  administrative  expenses  compared  to  a  vendor 
plan  unless  payments  were  made  only  infrequently. 
In  a  Medicare  program  involving  perhaps  50,000 
drug  vendor  outlets  and  some  20  million  potential 
users  of  drug  benefits,  it  would  probably  be  impos- 
sible to  pay  patients  promptly  when  250  to  300  mil- 
lion claims  must  be  processed  annually.  Infrequent 
payments  would  be  required,  but  these  would  limit 
the  value  of  a  drug  insurance  program  to  the  bene- 

2  Task  Force  on  Prescription  Drugs  :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  DC,  1968,  p.  80. 
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ficiaries,  since  the  time  lag  between  purchase  and 
payment  is  likely  to  be  exceedingly  long.  With  such 
a  delay,  the  resulting  increased  vendor  cost  for 
credit  sales  either  would  be  passed  on  to  the  bene- 
ficiary, and  ultimately  the  program,  or  it  would  be 
shifted  to  private  patients.  Control  of  payment  and 
utilization  would  be  difficult. 

Since  the  program  administrator  would  not  deal 
directly  with  vendors  or  drug  makers,  cost  controls 
could  not  be  effectively  applied.  If  reimbursement 
were  based  upon  "customary  charges,"  a  program 
costs  would  rise  steeply.  If  an  indemnity  price 
schedule  b  were  established,  inflationary  increases 
would  be  absorbed  by  the  recipients,  and  the  in- 
tended economic  relief  would  be  lessened  perhaps 
to  the  point  of  evaporation. 

In  addition,  utilization  review  efforts  c — both  to 
encourage  rational  drug  therapy 3  and  control 
benefit  abuse — would  be  far  from  satisfactory  since 
patient  reimbursement  would  (1)  involve  delays 
in  the  submission  and  recording  of  prescription  in- 
formation, and  (2)  provide  a  more  limited  data 
base  than  could  be  achieved  under  a  vendor  pay- 
ment approach. 

Vendor  Reimbursement 

An  alternative  to  direct  patient  reimbursement 
is  payment  made  to  the  pharmacist,  physician,  or 
other  drug  dispenser — an  approach  widely  used 
in  most  public  and  private  prescription  drug  pro- 
grams today.4  State  drug  programs,  for  example, 
show  that  direct  vendor  reimbursement  is  feasible 
and  can  provide  accurate  claims  data.5  It  is  prob- 
able that  the  number  of  prescriptions  processed 


would  be  greater  and  benefit  costs  higher  when  the 
vendor  is  paid,  since  patients  are  more  likely  to 
have  prescriptions  filled  when  they  do  not  have  to 
pay  the  cost  immediately  themselves  and  then  wait 
for  reimbursement.  But  fewer  unfilled  prescrip- 
tions could  result  in  better  patient  health  and  ul- 
timately in  lower  total  health  care  expenditures. 
Furthermore,  some  of  the  additional  benefit  cost 
would  be  offset  in  lower  administrative  expense  re- 
sulting from  more  accurate  claims  data  and  auto- 
mated claims  processing. 

Either  Patient  or  Vendor 
Reimbursement 

Benefit  payment  to  either  the  patient  or  the  ven- 
dor is  not  common  in  health  insurance,  although 
two  current  examples  may  be  found  in  the  Supple- 
mentary Medical  Insurance  Program  for  the  eld- 
erly under  Medicare  and  the  CHAMPUS  pro- 
gram 6  which  covers  military  dependents.  Certain 
advantages  and  disadvantages  are  associated  with 
this  approach. 

Administration  of  a  drug  insurance  program 
wherein  either  the  vendor  or  patient  may  be  re- 
imbursed would  offer  maximum  discretion  to  the 
participants.  Such  a  policy,  however,  would  also 
pose  obvious  difficulties :  confusion  on  the  part  of 
vendors  and  patients,  slow  submission  of  claims  by 
patients,  an  increase  in  incomplete  or  inaccurate 
claims,  a  probability  that  reimbursement  controls 
would  be  diluted,  high  administrative  expense  due 
to  duplicative  systems  required  to  process  claims 
from  two  basic  sources,  and  the  like. 


DETERMINATION  OF  REIMBURSEMENT 


Regardless  of  whether  payment  is  made  to  the 
beneficiary  or  the  vendor,  there  are  important 
choices  to  be  made  concerning  the  method  of  com- 
puting the  amount  that  will  be  reimbursed.  The 
question  of  direct  cost-sharing  is  not  at  issue  in 
this  instance."  Rather,  the  question  is  one  of  estab- 

a  See  p.  29. 
"  See  p.  17. 
c  See  Chapter  8. 

3  Task  Force  on  Prescription  Drugs  :  "The  Drag  Pre- 
servers," U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  p.  3. 

1  "Current  American  and  Foreign  Programs,"  op.  cit., 
passim. 

6  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  120,  172. 
d  See  Chapter  5. 


lishing  product  allowance  policy  on  the  one  hand 
and  vendor  dispensing  allowance  policy  on  the 
other. 

A  number  of  different  reimbursement  methods 
are  currently  in  use  in  governmental  and  private 
drug  programs.7  None  is  without  its  disadvantages 
and  none  has  been  hitherto  applied  in  the  United 
States  in  a  program  which  may  be  as  large  as  the 
Medicare  program  now  under  consideration. 

Evaluation  of  alternative  methods  of  reimburse- 
ment should  take  into  account  a  number  of  goals. 
For  example,  an  ideal  formula  should — 

6  Ibid.,  pp.  8-10. 

"'Current  American  and  Foreign  Programs,"  op.  cit, 
passim. 
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•  reward  manufacturers  of  drug  products  and 
dispensers  of  prescriptions  according  to  their 
economic  costs  based  upon  an  efficient  use  of 
resources  and  competitively  determined  price 
levels ; 

•  neither  encourage  inflationary  price  increases 
nor  shift  part  of  the  cost  of  drugs  from  bene- 
ficiaries to  nonbeneficiaries ; 

•  minimize  the  cost  of  drug  therapy  by  pro- 
viding incentives  to  drug  producers  and  dis- 
tributors to  improve  the  efficiency  of  their 
operations ; 

•  be  simple  enough  to  be  understood  by  all  pro- 
gram participants ; 

•  promote  the  supply  of  drug  products  and 
vendor  services  of  high  quality ;  and 

•  involve  reasonable  administrative  costs. 


As  noted  above,  there  are  two  distinct  cost  ele- 
ments associated  with  the  dispensing  of  a  prescrip- 
tion :  ( 1 )  those  expenses  related  to  the  manufacture 
and  distribution  of  the  drug  product  used  in  the 
prescription,  and  (2)  overhead  expenses,  including 
provisions  for  profit,  incurred  by  the  vendor  in 
dispensing  the  prescription. 

Each  of  these  two  elements  should  be  consid- 
ered independently  before  the  level  of  reimburse- 
ment is  determined,  since  it  is  possible  to  adopt  one 
policy  for  one  element  and  a  different  policy  for 
the  other.  Final  establishment  of  a  reimbursement 
policy  requires  ultimately  that  a  method  of  com- 
pensation for  product  cost  be  selected  for  use  in 
combination  with  a  particular  method  for  covering 
vendor  dispensing  expenses. 


REIMBURSEMENT  I 

In  highly  oversimplified  terms,  the  pricing  sys- 
tem currently  used  by  most  drug  manufacturers 
is  based  on  a  list  price  less  discounts.8  Each  drug 
item  has  a  catalog  price,  together  with  a  series  of 
discounts  or  reductions  in  this  price  available  to 
the  drug  vendor.  These  discounts  may  differ  be- 
tween types  of  vendor;  i.e.,  community  pharmacies 
may  receive  discounts  different  from  those  avail- 
able to  hospitals,  physicians,  clinics  and  govern- 
ment facilities.  A  vendor  may  purchase  a  drug  at 
one  price  if  he  buys  directly  from  the  manufac- 
turer and  at  another  price  if  he  buys  through  the 
wholesaler.8 

In  addition  to  these  price  reductions,  or  trade 
discounts,  quantity  discounts  are  offered  on  large 
purchases  of  drugs.  Moreover,  some  manufacturers 
grant  cumulative  quantity  discounts  based  upon 
the  quantities  purchased  throughout  the  year,  or 
similar  time  period,  with  adjustments  in  drug 
prices  at  the  end  of  the  period.  Furthermore,  cash 
discounts  may  be  offered. 

The  actual  cost  of  the  drug  is  therefore  not 
readily  ascertainable  from  invoice  records  at  any 
one  time,  and,  indeed,  may  not  be  known  until  the 
end  of  the  year  in  which  it  was  purchased. 

In  addition  to  manufacturers'  catalog  prices, 
two  standard  reference  sources,  the  Red  Booh  and 
the  Blue  Book,  periodically  publish  drug  price 

8  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  cit, 
pp.  31-33. 

a  The  manufacturer  may  grant  additional  discounts  to 
drug  wholesalers. 


>R  PRODUCT  COST 

lists.9  The  price  in  these  source  books  is  usually 
the  average  listed  wholesale  price  of  the  drug  at 
the  time  of  publication,  and  tends  to  be  about  10 
or  15  percent  above  the  actual  average  acquisition 
cost. 

In  addition  to  price  variations  within  a  particu- 
lar vendor  establishment,  prices  vary  among 
different  types  of  outlets  dispensing  drugs.  The  ac- 
quisition cost  of  a  product  to  nonprofit  hospitals, 
for  example,  may  be  much  less  than  the  cost  for 
the  identical  product  to  community  pharmacies.10 
Thus  the  Veterans  Administration  estimates  that 
it  saved  over  $1  million  between  fiscal  year  1964 
and  fiscal  year  1966  by  having  prescriptions  filled 
in  VA  pharmacies  instead  of  local  community 
pharmacies ;  a  large  portion  of  this  saving  resulted 
from  the  reduced  acquisition  cost  of  the  drugs 
used  (see  Table  1).  The  cost  of  a  particular  drug 
product  to  a  chain  store  may  be  less  than  that  to 
a  community  pharmacy,  but  greater  than  the  cost 
to  a  nonprofit  hospital,13  or  to  a  dispensing  physi- 
cian or  clinic.b 

9  "The  Drug  Preseribers,"  op.  cit.,  pp.  31,  49-50. 

10  "The  Drug  Makers  and  Drug  Distributors,"  op.  oit.. 
p.  73. 

11  Ibid,,  p.  73. 

b  For  example,  a  group  of  pharmacists  recently  sued  a 
pharmaceutical  manufacturer  for  violation  of  the  Robin- 
son-Patman  Act,  on  the  grounds  that  the  manufacturer 
had  offered  a  drug  product  to  physicians  and  to  clinics  at 
a  cost  much  lower  than  that  to  local  pharmacists.  (Unless 
the  former  purchased  supplies  in  larger  quantities  than 
did  community  pharmacies,  no  economic  basis  for  such  a 
price  distinction  existed.  In  short,  product  pricing  was 
being  used  as  a  promotion  device  and  not  to  reflect  the 
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Table  1 


Standard  Wholesale  Cost 


Comparative  Prices  of  Selected  Drug 
Products  to  Governmental  and  Private 
Purchasers a 


Product 

Date 

Price,  to 
DSA  !> 

Price  to 
Community 
Pharmacies 

Reserpine  Ciba 

Nov.  1964 

16.  95 

$39.  50 

1,000  tablets 

May  1966 

7.  15 

39.  50 

0.25  mg 

Nov.  1966 

3.  95 

39.  50 

Dec.  1966 

3.  95 

39.  50 

Apr.  1967 

3.  95 

39.  50 

Price  to 
VA  «  a 

Price  to 
Community 
Pharmacies 

Reserpine  Ciba 

1963 

$1.  10 

$39.  50 

1,000  tablets 

1964 

2.  20 

39.  50 

f)  9^  mo- 

9  90 

ou.  DV) 

1966 

7.  19 

39.  50 

1967 

7.  19 

39.  50 

Price  to 
DSA 

Price  to 
Community 
Pharmacies 

Penicillin  G  Potas- 

July 15,  1966 

$0.  707 

$13.  68 

sium  Squibb 

Dec.  6,  1966 

0.  79 

13.  68 

100  tablets 

July  7,  1967 

0.  668 

13.  68 

250,000  units 

Aug.  31,  1967 

0.  75 

13.  68 

a  Source:  U.S.  Senate,  Select  Committee  on  Small  Busi- 
ness, Subcommittee  on  Monopoly:  "Competitive  Problems 
in  the  Drug  Industry,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1967,  Part  3,  pp.  917,  1110. 

b  DSA — Defense  Supply  Agency,  Department  of  De- 
fense. 

c  VA — Veterans  Administration. 

d  Price  derived  from  price  per  5,000  tablets. 

In  the  discussion  below,  six  different  methods  for 
determining  product  cost  are  considered  in  some 
detail.  They  include  the  following: 

•  Standard  wholesale  cost. 

•  Maximum  allowable  wholesale  cost. 

•  Indemnity  fee  schedule. 

•  Actual  acquisition  cost. 

•  Negotiated  price  list. 

•  Direct  reimbursement. 


economic  costs  associated  with  dispensing  to  different 
vendors.)  The  pharmacists  contended  that  they  were  in 
competition  with  these  clinics,  and  that  the  manufac- 
turer's practice  was  unfair.  The  suit  was  settled  out-of- 
court,  when  the  manufacturer  stated  it  would  change  its 
policy  and  sell  to  both  parties  at  the  same  price. 


In  the  CHAMPUS  program  for  military  de- 
pendents, in  some  State  plans  and  in  some  private 
programs,  the  standard  wholesale  cost  of  the  drug 
is  used  as  the  basis  of  reimbursement  for  product 
cost.  The  standard  wholesale  cost  is  defined  as  the 
cost  of  the  drug  product  as  listed  in  a  standard 
reference  book,  such  as  the  Red  Book  or  the  Blue 
Booh.  As  pointed  out  above,  these  reference  book 
costs  are  generally  higher  than  the  actual  cost  paid 
by  the  typical  community  pharmacy ;  the  difference 
between  actual  and  book  price  may  be  even  greater 
for  nonprofit  hospitals  and  for  clinics  owned  by 
physicians.  In  most  instances,  therefore,  the  ven- 
dor is  reimbursed  by  the  drug  program  at  a  level 
which  is  higher  than  his  actual  acquisition  cost. 

The  use  of  such  a  system  in  a  drug  insurance 
program  inflates  the  cost  of  providing  drug 
products  for  beneficiaries.  Some  plans  attempt  to 
make  up  for  this  by  reducing  the  vendor  payment 
for  dispensing  services  to  an  amount  below  that 
of  the  actual  cost.  This  is  administratively  pos- 
sible when  the  payment  for  the  drug  product  goes 
directly  to  the  vendor.  It  avoids  meeting  the  prob- 
lem of  determining  actual  acquisition  cost  and 
thus  reduces  administrative  costs  since  no  audits 
are  needed  to  determine  product  cost.  In  addition, 
a  standard  cost  can  be  built  into  an  automated 
claims  processing  system,  thus  reducing  the  ex- 
pense of  that  activity. 

Such  a  reimbursement  plan  could  encourage  in- 
flationary price  increases  by  manufacturers  since 
it  would  offer  no  incentives  for  manufacturers  to 
keep  prices  constant  or  to  reduce  product  costs. 
This  problem  would  become  more  acute  as  larger 
segments  of  the  prescription  market  are  paid  for 
out  of  government  funds.  In  addition,  such  price 
increases  would  also  be  passed  on  to  private  cus- 
tomers. There  would  be  no  incentive  for  drug 
makers  to  improve  their  manufacturing  efficiencies 
nor  for  drug  vendors  to  improve  their  purchasing 
practices. 

Maximum  Allowable  Wholesale  Cost 

One  approach  for  controlling  drug  program  out- 
lays is  the  establishment  of  maximum  allowable 
wholesale  costs  for  multiple-source  drugs.  While 
products  from  single-source  suppliers  would  be 
paid  for  on  the  basis  of  actual  cost,  or  some  varia- 
tion of  such  cost,  the  program  administrator  would 
review  the  acquisition  cost  for  each  brand  of  a 
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particular  multiple-source  drug  used  in  the  pro- 
gram and  then  establish  a  maximum  price  for  that 
drug.  In  most  cases,  the  maximum  price  would 
presumably  be  less  than  that  of  the  highest-cost 
brand  but  more  than  that  of  the  lowest-priced 
brand  of  the  drug.  A  physician  would  be  free  to 
prescribe  any  drug  product  he  desired,  but  the 
vendor  would  be  reimbursed  only  for  the  maxi- 
mum allowable  amount.  The  patient,  then,  would 
be  required  to  pay  any  difference  between  the  re- 
imbursement allowance  and  the  actual  cost. 

Some  advantage  might  accrue  to  recipients  if 
pharmacists  would  dispense  a  chemically  equiva- 
lent drug  product  when  a  brand-name  drug  was 
prescribed.  (Physicians  could  retain  the  right  to 
prevent  such  action  if  they  feel  this  would  be  in 
the  best  medical  interest  of  a  particular  patient.) 
State  laws,  however,  generally  prohibit  a  pharma- 
cist from  serving  the  needs  of  his  patients  in  this 
manner.12 

Under  this  reimbursement  system,  it  has  been 
assumed  that  patients  would  try  to  influence  phy- 
sicians to  prescribe  only  those  brand-name  prod- 
ucts which  could  be  purchased  at  a  price  equal  to 
or  less  than  the  allowable  cost  and  thereby  relieve 
themselves  of  additional  expenses.  It  has  similarly 
been  assumed  that  generic-name  prescribing  could 
have  the  same  effect  if  pharmacists  and  other  drug 
vendors  would  use  low-priced,  quality  products.13 
Unfortunately,  this  does  not  appear  to  be  an  ef- 
fective means  for  providing  very  large  economic 
relief  to  most  beneficiary  recipients.  The  lack  of 
knowledge  on  the  part  of  patients,  and  their  hesi- 
tancy to  discuss  such  matters  with  physicians, 
would  preclude  them  from  exercising  much  in- 
fluence upon  physician-prescribing  habits,  and 
consequently  at  least  some  patients  would  remain 
saddled  with  high  drug  costs  under  a  program 
purporting  to  provide  them  with  relief  in  meeting 
drug  expenses. 

Eeimbursement  on  the  basis  of  a  maximum  al- 
lowable cost  might  reduce  the  overall  cost  of  a 
drug  program.  Some  manufacturers  whose  ding 
product  prices  are  above  the  allowable  amount 
might  even  reduce  their  prices  to  the  reimbursable 
level  for  the  benefit  of  both  public  and  private  con- 
sumers. Administrative  expenses  would  be  lower 
under  this  approach,  since  vendor  audits  for  ac- 

12  "The  Drug  Makers  and  the  Drug  Distributors,"  on  cit., 
p.  SO. 

13  Task  Force  on  Prescription  Drugs :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
pp.  36-37. 


quisition  cost  concerning  multiple-source  products 
would  not  be  necessary. 

Savings  resulting  from  the  application  of  maxi- 
mum allowable  cost  are  likely,  however,  to  be 
extremely  limited.  This  system  offers  little  or  no 
savings  for  most  drugs — about  80  percent  of 
them — on  the  market,  since  these  drugs  may  be 
purchased  from  only  one  source,  have  no  chemical 
equivalents  available,  and  thus  can  be  obtained  at 
only  one  price.  Moreover,  under  this  approach,  all 
the  problems  of  establishing  the  cost  of  single- 
source  drugs  still  remain. 

As  noted  above,  in  cases  where  multiple  sources 
of  drugs  are  available,  some  manufacturers  might 
lower  the  prices  of  these  products  to  meet  the  maxi- 
mum limits.  These  same  producers  might  at  the 
same  time,  however,  increase  the  price  of  the  sin- 
gle-source drugs  they  produce  in  order  to  make  up 
for  lost  revenue,  thus  negating  the  "savings" 
achieved  under  maximum  allowable  cost.  Antici- 
pated program  economies  would  vanish  under  such 
a  move.  In  addition,  private  patients  would  experi- 
ence the  same  shift  of  cost  from  one  drug  to  an- 
other, and  little  incentive  for  improved  efficiency 
would  be  provided. 

Indemnity  Fee  Schedule 

An  approach  similar  to  the  maximum  allowable 
wholesale  cost  system  is  the  indemnity  fee  sched- 
ule. As  in  the  maximum  allowable  wholesale  cost 
technique,  the  government  could  establish  a  maxi- 
mum amount  for  drugs  dispensed  to  beneficiaries, 
but  in  this  case  the  reimbursable  amount  would  be 
established  for  each  drug  product  no  matter 
whether  it  was  produced  by  one  or  by  many  manu- 
facturers. The  program  administrator  would  thus 
determine  a  "reasonable  cost"  indemnity  allow- 
ance for  each  product  on  the  market.  In  some  cases, 
the  indemnity  allowance  might  be  equal  to  the 
actual  market  price  of  the  product;  in  others,  it 
might  be  less  than  the  actual  price.  The  patient 
would  be  required  to  pay  any  difference  between 
the  actual  price  and  the  indemnity  allowance. 

Program  expenditures  could  be  held  to  a  mini- 
mum under  this  method.  By  holding  the  indemnity 
fee  schedule  relatively  constant,  the  government 
could  avoid  paying  for  inflationary  increases  in 
drug  product  prices.  The  burden  of  such  price  in- 
creases would,  of  course,  be  shifted  to  beneficiaries 
who  could  least  afford  them. 

The  advantage  of  this  system  over  the  maximum 
allowable  cost  system,  in  addition  to  providing 


17 


program  cost  savings,  lies  in  the  fact  that  drug 
manufacturers  could  not  increase  the  prices  of 
their  single-source  drug  products  for  beneficiaries 
at  the  same  time  that  competitive  pressures  de- 
creased the  prices  of  their  multiple-source  prod- 
ucts. However,  since  the  consumers  would  pay  any 
difference  between  allowable  price  and  market 
price,  this  method  offers  inadequate  incentives  for 
the  manufacturer  to  prevent  inflationary  drug 
product  price  increases. 

The  other  limitations  and  advantages  of  the 
maximum  allowable  cost  system  also  apply  to  the 
indemnity  system.  In  addition,  indemnity  allow- 
ances could  be  reduced  in  order  to  counteract  un- 
predicted  increases  in  utilization,  thus  stabilizing 
program  cost.  But  this  characteristic  is  likely  to 
pose  a  heavy  burden  for  the  beneficiary,  especially 
if  prescription  prices  should  continue  to  rise. 

Actual  Acquisition  Cost 

Variability  in  acquisition  costs  as  outlined 
above  would  make  it  difficult  for  the  government, 
or  an  insurance  carrier,  to  establish  one  uniform — 
yet  equitable — product  allowance  policy.  Either 
an  established  cost  could  be  so  low  that  it  would 
fail  to  cover  the  actual  cost  for  some  retail  out- 
lets, or  it  could  be  so  high  that  it  would  yield 
excessive  profits  to  some  vendors  and  consequently 
impair  resource  allocation  and  competition. 

In  order  to  cope  with  these  and  related  prob- 
lems, it  has  been  proposed  that  programs  should 
reimburse  for  drug  products  on  the  basis  of  the 
actual  acquisition  cost  of  the  product  to  the  ven- 
dor. Such  a  technique  is  currently  employed  by  a 
number  of  State  Medicaid  programs.14 

This  approach  has  certain  evident  advantages, 
but  it  likewise  poses  obvious  disadvantages.  The 
administrator  would  be  required  to  conduct  con- 
tinuous and  costly  field  audits  in  order  to  deter- 
mine the  acquisition  cost  for  each  individual 
dispensing  outlet.  These  expenses  could  be  mini- 
mized if  three  audit  functions — determination  of 
product  cost,  determination  of  overhead  expenses, 
and  detection  of  fraud — were  conducted  as  a 
combined  and  coordinated  effort. 

Many  pharmacists,  drug  manufacturers  and 
physicians  appear  to  support  this  approach.  It 
does  not  interfere  with  present  marketing  and 
pricing  systems.  There  is  no  incentive  to  shift 
costs  from  public  patients  to  private  patients,  since 

14  "Current  American  and  Foreign  Programs,"  op.  tit., 
pp.  34-90. 


both  pay  their  respective  share  of  drug  product 
costs.  But  because  of  the  complexity  of  cumula- 
tive and  other  discounts,  it  is  exceedingly  difficult 
for  the  administrator,  and  even  for  the  phar- 
macist, to  determine  the  actual  cost  of  the  drag 
used  in  filling  a  prescription.  Indeed,  as  noted 
above,  it  may  take  more  than  a  year  after  the  pre- 
scription is  dispensed  to  determine  the  actual  cost 
of  the  product. 

Extensive,  costly  vendor  audits  would  also 
be  needed  to  prevent  vendors  from  submitting 
fraudulent  claims  based  upon  drug  product  costs 
higher  than  actual  acquisition  costs.  Program 
directors  for  Medicaid  plans  note  the  problems 
in  auditing  for  acquisition  cost.  Many  of  them 
have  informally  indicated  that  a  large  segment 
of  fraudulent  drug  claims  results  from  an  over- 
statement of  acquisition  costs  by  vendors,  leading 
to  increased  program  and  auditing  expenses. 
Such  administrative  expenses  cannot  be  entirely 
avoided  even  though  the  vast  majority  of  phar- 
macies report  to  the  best  of  their  ability  the  actual 
costs  of  drug  products. 

Administrative  expenses  might  be  reduced  if 
an  extensive  study  of  the  purchasing  patterns  of 
the  various  drug  vendors  were  undertaken  and 
used  to  establish  prices  by  "vendor  class."  Since 
vendors  of  the  same  general  characteristics  (i.e., 
type  of  establishment,  location,  prescription  vol- 
ume, etc.)  may  be  expected  to  purchase  drug 
stocks  generally  in  a  similar  manner  and  in  similar 
quantities  during  a  given  period,  their  acquisition 
costs  might  also  be  expected  to  be  similar.  For 
example,  it  might  be  established  that  most  com- 
munity pharmacies  in  one  category,  dispensing  40 
to  75  prescriptions  a  day,  buy  a  certain  drug  in 
quantities  of  1,000  tablets,  while  outlets  in  a  dif- 
ferent category  typically  buy  it  in  larger  amounts 
at  a  lower  price  per  tablet. 

If  such  characteristics  could  be  identified,  it 
would  be  possible  to  place  each  vendor  in  a  par- 
ticular class,  and  thereafter  a  continuing  study  of 
manufacturers'  and  wholesalers'  drug  prices  would 
allow  the  program  administrator  to  determine 
with  considerable  accuracy  the  actual  acquisition 
cost  of  each  drug  product  for  each  such  class. 
Reimbursement  for  the  product  to  all  vendors 
within  a  class  would  then  be  the  same  predeter- 
mined amount,  regardless  of  the  amount  actually 
paid.  A  drug  vendor  would  be  shifted  from  one 
class  to  a  new  category  whenever  his  classification 
characteristics  might  change. 
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Under  this  system,  detailed  and  expensive 
audits  for  vendor  acquisition  costs  would  not  be 
necessary,  and  the  program  benefit  and  adminis- 
trative costs  could  be  held  to  a  minimum.  This 
approach  would  provide  an  incentive  to  the  vendor 
to  improve  his  inventory  control  program  in  order 
to  bring  his  acquisition  costs  in  line  with  similar 
outlets,  but  no  incentives  would  be  provided  to 
manufacturers  for  more  efficient  operation,  and 
there  is  nothing  in  this  plan  to  prevent  unneces- 
sary drug  price  increases. 

Negotiated  Price  List 

The  prescription  drug  programs  in  Australia 15 
and  New  Zealand,16  and  more  recently  in  Ontario, 
Canada,17  use  a  different  approach  to  reimburse- 
ment for  product  cost.  In  each  case,  the  manu- 
facturers' prices  for  major  prescription  drugs  are 
negotiated  by  the  government  with  the  various 
drug  makers,  and  "negotiated  price  lists"  are 
subsequently  distributed  to  physicians,  pharma- 
cists and  hospitals.  Physicians  may  consult  the 
list  to  select  a  drug  product  of  acceptable  quality 
at  a  low  price. 

In  the  Canadian  program,  since  the  negotiated 
price  is  the  price  which  all  purchasers — govern- 
ment, private  pharmacy,  hospital  and  physician — 
must  pay,  the  manufacturer  may  not  raise  prices 
to  the  private  sector  to  make  up  for  low  govern- 
ment prices.  Thus,  an  incentive  is  provided  to 
manufacturers  to  negotiate  a  reasonable  price  for 
all  products.  As  noted  elsewhere," 18  Canadian 
patent  laws  provide  for  compulsory  licensing  on  all 
drug  patents,  and — at  least  in  theory — price  com- 
petition is  thereby  possible  for  all  drug  products. 
Quality  standards  for  each  generic  drug  are  estab- 
lished by  a  committee  of  drug  experts.  No  product 
is  included  in  the  negotiated  price  list  if  it  does 
not  meet  minimum  standards. 

Direct  Reimbursement 

The  Federal  Government  is  the  largest  single 
buyer  of  drug  products  in  the  United  States,  pur- 
chasing drugs  directly  for  use  by  the  military,  the 


15  Ibid.,  p.  139. 

16  ma.,  pp.  185-186. 

"  Ontario  Department  of  Health,  Toronto,  Personal 
Communication,  November  1968. 
a  See  also  p.  23. 

18  "Current  American  and  Foreign  Programs,"  op.  (At., 
p.  145. 


Veterans  Administration,  the  Public  Health  (Serv- 
ice, the  Department  of  State,  and  other  'agencies.10 
In  addition,  the  government  pays  for  drugs  indi- 
rectly through  such  programs  as  Medicare,  Medi- 
caid, CHAMPUS,  and  the  VA  Hometown  Serv- 
ices program.20 

Direct  Purchase.  During  fiscal  year  1968,  the 
Veterans  Administration,  the  Department  of  De- 
fense, the  Public  Health  Service,  and  other  agen- 
cies purchased  drugs  amounting  to  $184.6  million, 
or  5.2  percent  of  the  dollar  value  of  the  output 
of  the  U.S.  pharmaceutical  industry  (Table  2).b 
More  than  80  percent  of  these  purchases  were  made 
either  by  means  of  competitive  bids  or  through 
negotiated  contracts  with  individual  suppliers, 
and  without  any  sacrifice  of  drug  quality. 

The  agencies  now  buy  most  of  these  products  on 
a  generic  basis,  and  often  with  quality  standards 
higher  than  those  found  in  the  official  compendia. 
They  conduct  their  own  plant  inspections  and  en- 
gage in  extensive  quality  control  studies.  The 
recipients  of  such  products  are  thus  guaranteed 
the  highest  quality  of  drugs  on  the  market,  usually 
at  the  lowest  possible  cost  to  the  government.  In 
contrast,  the  public  has  no  such  guarantee  on 
either  generic  or  brand-name  drugs,  and  generally 
must  pay  a  higher  price  for  the  drugs  they 
purchase. 

The  difference  in  prices  paid  for  the  same  drugs 
by  community  pharmacies  and  by  Federal  agen- 
cies has  been  widely  discussed.  Some  of  these  dif- 
ferences were  presented  in  Table  1. 

Indirect  Payments.  In  addition  to  direct  drug 
purchases,  the  Federal  Government  shares  in  the 
cost  of  drugs  used  by  Title  XVIII  inpatient  recip- 
ients, Title  XIX  recipients,  Title  III  recipients, 
military  dependents  and  others.  In  fiscal  year  1968, 
these  payments  amounted  to  $297.6  million,  or  8.6 
percent  of  the  pharmaceutical  manuf  acturers'  dol- 
lar output  (Table  2).  The  Title  XIX  costs  are 
shared  by  the  State  Governments,  with  the  Fed- 
eral Government  providing  at  least  50  percent  of 
the  funds.  The  total  portion  of  the  pharmaceutical 
industry  output  obtained  through  these  programs 
is  therefore  far  higher  than  that  reported  here. 

The  Federal  Government  does  not  apply  the 
same  quality  and  cost  controls  to  these  programs 
as  it  now  applies  to  its  direct  purchase  operations. 

19  Ibid.,  pp.  4, 15,19. 

20  Ibid.,  pp.  6,  8, 13,  20-22,  34  et  seq. 

b  These  fiscal  year  1968  figures  update  fiscal  year  1967 
figures  published  elsewhere  by  the  Task  Force. 
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Table  2 


Estimated  Federal  Expenditures  for 
Prescription  Drugs,  Fiscal  Year  1  968 
(In  millions)3 


Product       Overhead  Total 
Cost 


Direct  Purchase: 

Department  of  Defense.    b  $125.  7 


Public  Health  Service..        c  4.  5 

Veterans  Administra- 
tion  d  44.  9 

Federal  Supply  Sched- 
ule Contracts   e  3.  5 

PHS  Communicable 

Disease  Center   6.  0 


Total  Direct   $184.  6 


Reimbursement  Programs: 


CHAMPUS  In- 

Hospital.  .  . 

$7.  1 

$7.  1 

$14. 

2 

CHAMPUS  Out- 

patient 

0.  3 

0.  3 

0. 

6 

VA  Hometown  Phar- 

macies 

1.  5 

i.  5 

3. 

0 

Public  Health  Service.  . 

0.  5 

0.  5 

1. 

0 

Medicare  In-Hospital_  . 

185.  3 

185.  3 

f  370. 

6 

Medicaid  Outpatient  

65.  7 

65.  7 

*  131. 

4 

Medicaid  In-Hospital_  _ 

36.  7 

36.  7 

<=  73. 

4 

OEO  Vendor  Programs. 

0.  5 

0.  5 

1. 

0 

Total  Reimburse- 

ment ... 

$297.  6 

$297.  6 

$595. 

2 

Total  all  Federal 
Drug  Expendi- 
tures h 

i  $482.  2 

$297.  6 

$779. 

8 

State  Expenditures  in 
Federally-Sponsored 

Programs   $92.  6     $92.  6     $185.  2 


"Based  on  available  data,  February  1969.  Source- 
Office  of  Research  and  Statistics,  Social  Security  Adminis- 
tration. 

b  Includes  $104.8  million  purchased  through  Defense 
Supply  Center,  Philadelphia,  Pa.,  approximately  $16.5 
million  purchased  through  Federal  Supply  Schedule 
Contracts,  and  $4.4  million  purchased  through  other 
sources. 

c  Includes  $1.0  million  purchased  through  PHS  Supply 
Service  Center,  Perry  Point,  Md.,  and  $3.5  million  from 
other  sources  including  the  Veterans  Administration. 

d  Includes  $22.1  million  purchased  through  Federal 
Supply  Schedule  Contracts  administered  by  VA  for 
General  Services  Administration;  remainder  purchased 
through  other  sources. 

e  Includes  purchases  for  miscellaneous  Federal  agencies. 

'  Includes  only  drugs  provided  under  inpatient  hospital 
and  extended-care  facilities  provisions  of  Part  A.  Does 
not  include  drug  cost  to  the  patient  represented  by  the 
deductible  and   co-payment  features  of   the  program; 


The  drugs  used  in  these  programs  are  not  obtained 
through  centralized  and  competitive  purchasing 
systems;  rather,  the  prevailing  market  price  is 
paid  for  all  drug  products.  The  drugs  are  not  gen- 
erally purchased  on  a  generic  basis,  as  under 
the  direct  purchase  programs,  unless  the  State 
participating  in  the  program  adopts  a  generic 
purchase  plan  for  recipients.  Nor  are  the  quality 
standards  for  drugs  procured  under  the  direct 
purchase  programs  applied  to  these  indirect 
payments.21 

The  Federal  Government  thus  applies  two  dif- 
ferent sets  of  criteria  to  its  drug  programs — one, 
for  beneficiaries  under  direct  purchase  programs, 
involving  less  expensive  and  probably  higher  qual- 
ity drugs,  and  the  other,  for  beneficiaries  of  indi- 
rect payment  programs,  involving  more  expensive 
drugs  of  possibly  lower  quality. 

These  indirect  payments  under  government  pro- 
grams account  for  a  higher  expenditure  of  tax 
f  unds  than  do  the  direct  purchases.  With  the  antic- 
ipated increases  in  Title  XIX  participation,  nearly 
14  percent  of  the  value  of  all  prescription  drugs 
produced  in  this  country  will  be  used  in  these  pro- 
grams by  19-71.  At  that  time,  the  total  Federal 
drug  purchases  for  existing  programs  are  expected 
to  take  about  19  percent  of  the  dollar  output  of 
the  drug  industry.  If  comprehensive  drug  cov- 

excludes  payment  made  for  drugs  administered  in  physician 
offices  and  through  outpatient  diagnostic  services. 

B  Includes  other  Federally-supported  State  public 
assistance  programs. 

h  Does  not  include  the  reimbursements  of  over  $55.0 
million  annually  for  both  inpatient  and  outpatient  drugs 
under  the  Federal  Employee  Health  Benefit  Care  Act,  of 
which  the  Federal  share,  based  upon  premium  contribu- 
tions, is  $17  million  annually.  It  should  be  recognized 
that  because  of  the  deductible  features  of  most  programs, 
these  figures  do  not  accurately  reflect  total  drug  con- 
sumption by  the  insured.  Actual  expenditures  for  drugs 
by  persons  enrolled  under  these  programs  are  conserva- 
tively estimated  to  be  well  over  $100  million  annually. 

Estimated  1967  Federal  Employee   Drug  Expendi- 
tures and  Benefits 
[In  millions] 


Inpatient       Out-  Total 
patient 


Expenditures   $39.0      $75.0  $114.0 

Benefits   37.  0       18.  0         55.  0 


Ratio  of  Expenditures  to 

Benefits   95%       24%  48% 


'  Represents  13.8  percent  of  total  U.S.  pharmaceutical 
industry  sales  volume  (5.2  percent  for  direct  purchase 
and  S.6  percent  for  indirect  reimbursement). 

21  "The  Drug  Preseribers,"  op.  cit.,  pp.  33-34. 
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erage  is  added  as  a  benefit  to  Medicare  recipients, 
the  total  Federal  payments — direct  and  indirect — 
would  account  for  about  44  percent  of  the  industry 
sales  (Table  3  )■ 

Table  3 

Estimated  Federal  Drug  Purchases, 
Fiscal  Year  1 971 ,  With  Comprehensive 
Medicare  Drug  Program,  as  Percentage 

of  Pharmaceutical  Industry  Output 

Percent  of 
Pharmaceutical 

Industry 
Sales  Volume 

Direct  Government  Purchases  (Dept.  of  Defense, 


VA,  PHS,  OEO,  etc.)   4.  8 

Title  XVIII  (Inpatient  and  outpatient)   29.  9 

Title  XIX   8.  2 

CHAMPUS  and  others   0.  8 


Total   43.  7 


The  responsibility  of  the  government  to  both 
the  public  and  the  industry  under  these  conditions 
is  evident.  According  to  a  U.S.  Senate  report,  the 
government  should  "seek  the  goal  of  drug  supplies 
of  the  highest  quality,  safety,  and  efficacy  at  the 
best  prices  obtainable  by  Federal  quantity  pur- 
chasing." 22  Prices  paid  for  drugs  must  be  fair 
both  to  the  industry  and  to  the  taxpayer  by  provid- 
ing for  a  fair  profit  to  the  drug  makers  without 
incentives  for  inflationary  price  increases  to  the 
public.  If  the  allowances  under  government  pro- 
grams are  too  low,  additional  economic  burdens 
would  be  shifted  to  those  nonbeneficiaries  needing 
medication ;  if  they  are  too  high,  needlessly  large 
profits  would  accrue  to  drug  producers. 

The  Federal  Government  has  been  urged  to 
adopt  procedures  providing  acceptable  drug  qual- 
ity standards  for  all  its  purchases — direct  or 
indirect. 

"Interagency  uniformity  for  uniformity's  sake 
is  not  sought  by  anyone.  But  neither  should 
needless  discrepancies  be  tolerated  if  savings 
can  be  achieved  by  better  and  more  uniform  ac- 
tions. The  Federal  Government  should  achieve 
the  greatest  possible  yield  from  every  dollar  of 

*  By  1975,  when  all  Title  XIX  and  all  other  government 
programs  are  fully  operative,  the  Federal  purchases  could 
total  46.3  percent  of  industry  output. 

22  U.S.  Senate,  Committee  on  Government  Operations, 
Subcommittee  on  Reorganization  and  International  Or- 
ganizations: "Interagency  Drug  Coordination,"  U.S.  Gov- 
ernment Printing  Office,  Washington,  D.C.,  1966,  p.  4. 


drug  purchases.  It  should  achieve  every  possible 
saving  from  quantity  purchasing  of  drugs  of 
the  highest  safety  and  efficacy."  23 

For  some  products,  as  in  the  case  of  the  unusual 
overseas  requirements  of  the  Department  of  De- 
fense and  the  Department  of  State,  it  is  evident 
that  special  quality  standards  are  required. 
Within  the  United  States,  however,  it  seems  appro- 
priate that  standards  should  be  the  same  for  all 
products  paid  for  by  the  Federal  Government,  and 
the  same  drug  acquisition  and  quality  control  prac- 
tices currently  utilized  by  some  Federal  agencies 
could  well  be  applied  to  a  Medicare  drug  insurance 
program  and  any  similar  program  involving  Fed- 
eral participation.  This  would  obviously  pose 
many  questions  of  public  policy,  and  offer  a  variety 
of  approaches. 

Under  one  approach,  for  example,  reimburse- 
ment could  be  made  directly  to  the  drug  manu- 
facturer for  those  products  used  by  the  pharmacist 
in  dispensing  prescriptions  for  beneficiaries  of 
Medicare,  Medicaid,  CHAMPUS  and  similar  Fed- 
eral programs.  The  vendor  could  still  be  reim- 
bursed for  the  service  he  renders  in  dispensing  the 
prescriptions  under  one  of  several  alternative 
procedures.  In  addition,  it  would  be  necessary  for 
the  government  to  finance  (1)  product  purchase 
and  (2)  product  distribution. 

Perhaps  the  most  efficient  arrangement  would 
have  responsibility  for  purchase  of  drug  products 
for  all  Federal  agencies  assigned  to  a  single  Fed- 
eral Government  Drug  Procurement  Office.  This 
office  would  thus  carry  the  responsibility  of  ful- 
filling the  recommendations  of  the  U.S.  Senate  re- 
port on  Interagency  Drug  C oordmation  to  assure 
efficient,  economical  procurement  of  high  quality, 
safe  and  efficacious  drugs  for  all  agencies.24  Since 
the  Department  of  Health,  Education,  and  Wel- 
fare would  be  the  major  purchaser  of  drugs  within 
the  Federal  Government  if  direct  purchase  were 
used  for  Medicare  and  Medicaid,  as  well  as  for  the 
Public  Health  Service,  the  procurement  office 
might  be  located  in  that  Department,  but  utilizing 
the  necessary  expert  knowledge  and  competency 
already  demonstrated  by  the  Defense  Personnel 
Support  Center  of  the  Department  of  Defense,  as 
wTell  as  by  the  procurement  branches  of  the  Vet- 
erans Administration  and  the  Public  Health 
Service. 


2:1  Ibid.,  p.  141. 
24  Ibid.,  p.  4. 
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While  the  total  volume  of  drug  purchases  would 
be  much  larger  than  the  total  for  all  these  agencies 
now,  very  few  additional  staff  personnel  would  be 
necessary,  since  the  number  of  needed  personnel 
is  a  function  of  the  number  of  drug  products  pur- 
chased and  not  the  dollar  volume  of  purchases. 
Centralized  purchasing  for  all  drug  products 
would  thus  result  in  more  efficient  use  of  existing 
government  employees  by  minimizing  existing 
duplicative  functions. 

Procurement  Procedures.  In  order  to  achieve 
maximum  economies  afforded  by  this  procedure, 
virtually  all  drug  products  used  by  government 
programs — both  those  provided  directly  and  those 
provided  as  insurance  benefits — would  be  pur- 
chased directly.  Individual  agency  drug  specifica- 
tions and  quantity  needs  would  be  forwarded  to 
the  procurement  office,  which  would  then  establish 
individual  drug  specifications  best  meeting  the 
needs  for  all  agencies.  When  necessary,  separate 
specifications  would  be  established  to  meet  unusual 
requirements  of  the  Department  of  Defense  and 
the  Department  of  State. 

All  drug  specifications  would  be  established  and 
published  by  the  office,  and  competitive  bids  would 
be  solicited  from  drug  producers  meeting  its 
standards.  Where  only  one  producer  was  in  opera- 
tion because  of  an  existing  patent,  the  competitive 
bid  would  be  replaced  by  contract  negotiations 
or — if  necessary — purchase  of  the  patent  or  a 
suitable  license.  Contracts  for  a  nonpatented 
generic  drug  could  be  awarded  to  more  than  one 
bidder. 

Good  Manufacturing  Practices,  developed  in 
conjunction  with  the  Food  and  Drug  Adminis- 
tration,25 would  also  be  published,  and  both  pre- 
and  post-award  plant  inspections — similar  to  those 
now  required  by  the  Department  of  Defense  26 — 
would  be  carried  out  by  FDA  at  the  request  of  the 
procurement  office.  The  drug  manufacturers  would 
thus  be  spared  the  duplicative  inspections  they 
now  face  from  FDA,  the  Department  of  Defense, 
the  Veterans  Administration  and  the  Public 
Health  Service.  These  inspections  would  meet  the 
requirements  of  the  plant  inspections  now  required 
of  FDA  by  the  1962  Kefauver-Harris  Amend- 
ments. Additional  plant  inspectors  would  be 
needed  by  FDA,  but  these  could  be  drawn  from 
staffs  of  existing  agencies  now  engaged  in  this 
function. 

^Brodsky,  Philip:  "Drug  Plant  Inspections,"  FDA 
Papers  1  (No.  4)  :  7  (May  1967). 

M  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  3-5. 


No  contract  would  be  awarded  to  a  company 
before  its  facilities  had  been  certified  through 
inspection.  Failure  to  pass  a  post-award  plant- 
inspection  would  be  cause  for  revocation  of  a  con- 
tract. Failure  to  receive  a  plant  certification  at 
one  inspection,  however,  would  not  prejudice  the 
company  from  making  bids  at  a  later  date  if 
manufacturing  practices  had  been  satisfactorily 
upgraded,  but  repeated  failures  of  post-award 
inspection  could  be  cause  to  prohibit  any  future 
contracts.  The  cost  of  such  inspections  could  be 
borne  by  the  drug  manufacturers  through  a  licens- 
ing fee. 

The  problems  of  intrastate  manufacturers 
would  no  longer  exist,  since  neither  the  name  or 
location  of  the  firm  nor  the  brand  name  of  its 
product  would  influence  selection.  Only  the  quality 
of  a  product  and  its  price  would  be  involved  in 
the  purchase  decision. 

Installations  patterned  after  the  PHS's  Perry 
Point  Supply  Service  Center27  could  be  estab- 
lished at  several  points  throughout  the  country  in 
conjunction  with  existing  Federal  drug  supply 
depots.  These  centers  would  provide  special  re- 
packaging, labeling  and  compounding  needs  for 
the  various  Federal  agencies.  In  addition,  and  in 
cooperation  with  other  agencies,  they  would  con- 
duct continuing  quality  control  tests  on  all  drugs 
purchased  in  order  to  ensure  that  standards  were 
maintained. 

An  extensive  analysis  of  drug  product  inventory 
requirements  would  have  to  be  undertaken  well  in 
advance  of  the  beginning  of  a  government  pur- 
chase plan.  Quantities  of  drugs  needed,  as  well  as 
costs  and  distribution  locations,  would  have  to  be 
studied  carefully  in  order  to  plan  timely  acquisi- 
tions of  the  products  expected  to  be  used. 

Patent  Policy  and  Industry  Competition.  The 
maximum  benefits  of  centralized  and  competitive 
purchasing  for  drugs  can  be  achieved  only  if  there 
is  strong  competition  within  the  pharmaceutical 
industry.28  In  the  current  market  situation,  effec- 
tive competition  exists  only  for  about  20  percent  of 
drugs  produced  in  the  United  States.  In  nearly  all 
other  cases,  the  existence  of  a  patent  results  in  the 
production  of  a  drug  by  a  single  manufacturer, 
and  bids  are  totally  meaningless.29 

Unlike  private  drug  outlets,  Federal  purchasing 
agencies  have  four  alternatives  open  to  them.  First 

27  IUd.,  pp.  15-16. 

28  «Tne  Drug  Makers  and  the  Drag  Distributors,"  op. 
cit.,  pp.  37-44. 

M  "The  Drug  Users,"  op.  cit.,  p.  36. 
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they  can  and  do  enter  into  price  negotiations  with 
the  manufacturers  of  single-source  drugs.30  Second, 
if  agreement  on  a  reasonable  price  cannot  be 
reached  during  the  negotiation,  the  agencies  can 
purchase  the  drug  from  those  foreign  countries 
where  drug  patents  are  not  recognized.31  With  the 
present  balance  of  payments  problem,  this  policy  is 
not  feasible  for  a  Medicare  program.  Nor  would 
the  purchasing  of  drugs  in  foreign  countries  be  a 
suitable  alternative  in  all  cases,  since  foreign  pro- 
ducers may  not  be  able  to  manufacture  adequate 
supplies  to  cover  the  needs  of  all  U.S.  Government 
programs.  Third,  the  agencies  may  contract  with 
unlicensed  producers — domestic  or  foreign — to 
manufacture  the  drug  and  settle  any  resulting 
patent  litigation  in  the  courts.32  Under  these  condi- 
tions, no  injunctions  against  further  patent  viola- 
tions would  be  available  to  the  patentee,  and  the 
government  could  continue  to  buy  from  other  pro- 
ducers while  paying  royalties  to  the  patent  holder. 

All  these  alternatives  would  be  available  to  the 
government  under  the  plan  presented  here.  It  is 
possible,  however,  that  the  administrator  might 
be  required  to  spend  considerable  time  in  patent 
litigation  if  they  should  be  used.  Accordingly,  a 
fourth  alternative,  similar  to  the  program  under 
development  by  the  National  Aeronautics  and 
Space  Administration  to  eliminate  the  basis  for 
patent  suits,33  is  available  and  deserves  considera- 
tion. In  those  cases  in  which  there  is  only  one 
producer  for  a  needed  product,  the  procurement 
office  would  try  to  induce  the  patentee  to  sell  his 
patent  rights  to  the  agency.  This  would  leave  the 
office  free  to  license,  at  a  fee,  any  qualified  pro- 
ducer who  submits  a  reasonable  bid  for  manufac- 
turing the  product.  An  alternative  to  such  outright 
purchase  of  the  patent  would  be  to  purchase  a 
license  from  the  patentee  and  then  allow  any  pro- 
ducer who  is  awarded  the  contract  the  right  to 
use  it. 

A  proposed  amendment  to  the  Canadian  patent 
laws  is  currently  under  discussion.  It  would  allow 
the  Commissioner  of  Patents  to  grant  licenses  for 
patents  on  drugs.34  Under  this  amendment,  the 

30  "Current  American  and  Foreign  Programs,"  op.  tit., 
pp.  4, 15, 19-20. 

31  Ibid.,  p.  198. 

32  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  41. 

33  U.S.  Senate,  Select  Committee  on  Small  Business, 
Subcommittee  on  Monopoly :  "Competitive  Problems  in 
the  Drug  Industry,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1967,  Part  1,  pp.  133-135. 

34  The  House  of  Commons  of  Canada,  Bill  C-102,  1st 
Session,  28th  Parliament,  17  Elizabeth  II,  1968. 


Commissioner  would  fix  the  amount  of  royalty  or 
other  payment  to  be  made  to  the  patentee,  con- 
sidering (1)  the  public  welfare  in  terms  of  the 
lowest  possible  cost  of  drugs,  and  (2)  due  reward 
for  research.  The  proposed  amendment  is  intended 
to  bring  about  compulsory  licensing  for  drug  prod- 
ucts and  manufacturing  processes,  with  protec- 
tion to  prevent  unduly  high  licensing  fees.  Other 
foreign  countries  have  similar  laws.35 

Under  this  procedure,  the  manufacturer  would 
presumably  be  compensated  for  all  expenses  in- 
volved in  developing  the  patent  for  the  drug  prod- 
uct, plus  a  profit,  thus  stimulating  productive 
research.  Patents  for  most  duplicative  or  combi- 
nation drugs 36  would  presumably  not  be  purchased 
by  the  government.  Since  the  government  could 
license  any  number  of  manufacturers  to  produce 
a  drug,  competition  would  be  stimulated  at  the 
manufacturer's  level.  These  drag  makers  would  be 
able  to  use  their  licenses  to  produce  drugs  which 
would  also  be  dispensed  in  filling  prescriptions  f  or 
the  general  public,  presumably  resulting  in  lower 
retail  prices  for  prescriptions  without  loss  of 
quality. 

Drug  Product  Distribution.  Under  the  approach 
considered  here,  existing  marketing  channels,  in- 
cluding private  wholesale  companies,37  could  serve 
effectively  as  distributors  of  Federally-purchased 
drugs  for  Medicare,  Medicaid,  and  similar  vendor 
service  programs.  Drag  products  used  directly 
by  the  Department  of  Defense,  the  Veterans  Ad- 
ministation,  the  Public  Health  Service  and  other 
Federal  agencies  would  continue  to  be  shipped 
by  the  producers  to  Federal  supply  depots  or  other 
Federal  installations.  The  individual  Federal  in- 
stallations would  continue  to  purchase  from  whole- 
sale units  to  satisfy  emergency  and  unusual  drug 
needs  but  these  purchases  could  be  made  at  the 
bid  or  negotiated  price  instead  of  at  the  current 
market  price. 

In  remote  areas  where  there  are  no  Federal  in- 
stallations, regular  wholesale  market  channels 
might  be  used  to  distribute  all  government-pur- 
chased drugs.  In  general,  provisions  could  be  made 
to  use  the  least  costly  channel  meeting  government 
needs  in  all  areas. 

Purchases  of  drugs  for  Medicare,  Medicaid, 
CHAMPUS  and  other  programs  in  which  the  Fed- 

35  "Current  American  and  Foreign  Programs,"  op.  tit., 
pp.  137  ct  seq. 

36  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
tit.,  pp.  20-22. 

37/&id.,pp.  56-60. 
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eral  Government  shares  in  the  financing  would  be 
accomplished  by  means  of  a,  paper  transaction. 
Under  an  automated  data  processing  system,  for 
example,  the  pharmacist  or  other  vendor  dispens- 
ing a  prescription  to  an  eligible  recipient  would 
enter  a  claim  to  the  program  administrator  through 
the  system.  The  name,  strength,  dosage  form,  pro- 
ducer and  quantity  of  the  drug  dispensed  could 
be  automatically  transmitted  at  the  same  time  to 
a  supplier  designated  by  the  vendor.  Each  ven- 
dor would  be  free  to  designate  any  wholesaler  or 
drug  producer  meeting  government  specifications 
as  the  supplier  for  each  drug  product  used  in  a 
government  program.  When  the  vendor  submitted 
a  purchase  request  to  his  supplier,  he  would  be 
billed  only  for  that  amount  of  the  drug  not  dis- 
pensed to  government  program  recipients. 

If  the  drug  were  supplied  through  a  wholesaler, 
the  latter  would  pay  the  manufacturer  only  for 
that  amount  of  drug  not  dispensed  to  program 
beneficiaries,  and  the  government  would  be  billed 
for  the  remaining  amount  by  the  manufacturer. 
The  same  billing  procedure  would  apply  to  pur- 
chases made  by  retail  drug  vendors  who  buy 
directly  from  the  manufacturer  instead  of  through 
the  wholesaler. 

Wholesalers  would  be  paid  a  wholesaling  fee  for 
all  Federally-purchased  drugs  passing  through 
their  firms.  The  fee  could  be  (1)  a  flat  yearly 
amount  to  provide  for  wholesaling  overhead  costs 
and  a  profit,  or  (2)  a  percentage  amount  based 
on  the  volume  of  drugs  distributed.  The  former 
system  would  provide  greater  incentive  for  more 
efficient  wholesaling  practices.  Extensive  study  of 
wholesaling  costs  would  be  necessary  in  order  to 
determine  the  proper  fee. 

Chain  drugstores,  hospitals  and  other  large  drug 
dispensers  having  warehouse  facilities  could  also 
be  denned  as  wholesalers  and  receive  the  proper 
wholesaling  fee. 

To  meet  the  requirements  of  a  government  pur- 
chase program,  the  data  systems  network  for 
Medicare  a  would  need  to  provide  for  the  use  of  the 
system  for  inventory  control  purposes,  as  well  as 
for  data  transmittal  and  processing.  Inventory 
control  programs,  including  programmed  pur- 
chase systems,  would  have  to  be  developed  for 
wholesale  outlets.  Such  systems  are  now  in  use  in 
many  drug  producer,  drug  wholesale  and  chain 


"  See  pp.  42^3. 


drugstore  warehouse  outlets.  They  need  only  be 
modified  to  include  the  necessary  records  to  deter- 
mine that  portion  of  each  order  from  a  vendor  to 
be  paid  by  the  vendor  and  that  to  be  paid  by  the 
government. 

Cost  of  Administration.  Consolidation  of  exist- 
ing drug  procurement  personnel  from  the  Defense 
Supply  Agency,  the  Veterans  Administration,  and 
the  Public  Health  Service  into  one  procurement 
office  would  introduce  new  efficiencies  and  reduce 
overlapping  activities. 

Few  additional  personnel  would  be  required  by 
the  new  procurement  office.  Little  additional  man- 
power would  be  needed  for  the  development  of 
drug  specifications,  and  for  the  solicitation  of  bids 
and  the  granting  of  contracts.  If  all  drugs  were 
purchased  centrally,  it  would  be  possible  to  re- 
duce the  total  number  of  personnel  now  used.  New 
personnel  would  be  needed  to  study  the  flow  of 
drugs,  to  make  periodic  inventory  adjustments  in 
drug  vendor  and  wholesale  outlets  which  result 
from  changes  in  prescribing  habits,  and  to  audit 
manufacturers'  and  wholesalers'  distribution  data. 

Additional  personnel  would  be  required  to  staff 
the  centers  in  which  the  quality  control  test  and 
the  special  repackaging,  labeling  and  compounding 
procedures  for  Federal  agencies  would  be  con- 
ducted. The  three  Federal  agencies,  however,  al- 
ready have  staffs  for  some  quality  control  tests  and 
for  some  compounding.  Thus,  only  a  relatively 
small  increase  in  staff  would  be  added  for  these 
purposes. 

If  the  government  should  act  as  the  purchaser 
of  drugs,  the  problems  of  accurately  determining 
the  actual  acquisition  cost  of  drugs  dispensed  to 
recipients  would  be  largely  dissipated,  resulting  in 
lower  administrative  costs.  Administrative  ex- 
penses could  be  further  reduced  since  the  need  for 
prompt  vendor  reimbursement  would  be  reduced. 
Replacement  of  products,  together  with  use  of 
co-payment,  would  require  only  a  relatively  small 
payment  to  the  vendor  by  the  administrator,  and 
vendors  could  more  easily  accept  less  frequent  re- 
imbursement. Such  savings  could  more  than  offset 
any  additional  costs  of  the  procurement  office. 

Program  Expense  for  Product.  Two  different 
effects  upon  drug  costs  to  the  government  can  be 
anticipated  under  a  government  purchase  ap- 
proach for  Medicare. 

On  the  one  hand,  bids  submitted  by  pharmaceu- 
tical manufacturers  might  be  higher  than  current 
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bids  to  Federal  agencies.  Some  manufacturers  use 
incremental  pricing  when  submitting  bids,  pricing 
the  product  below  the  average  unit  cost  and  re- 
covering little  more  than  direct  production  costs. 
(It  should  be  noted  that  the  Federal  Government 
pays  indirectly  for  these  lower  bid  prices  when  it 
pays  the  regular  cost  of  drug  products  dispensed 
through  Medicare,  Medicaid,  etc)  It  is  estimated 
that  bid  prices  for  direct  Federal  drug  purchases 
under  this  system  could  increase  by  about  50  per- 
cent, or  some  $90  million  per  year,  if  manufac- 
turers actually  do  use  incremental  pricing  now  for 
all  Federal  Government  sales. 

It  is  more  likely,  however,  that  most  manufac- 
turers currently  recover  all  direct  and  indirect 
costs,  including  provisions  for  profit,  when  selling 
drug  products  to  the  government.  The  estimated 
increase  of  about  $90  million  in  price,  therefore, 
may  actually  prove  to  be  closer  to  $20  million.  This 
amount  should  be  offset  against  the  gross  savings 
resulting  from  direct  purchase.  Taking  this  factor 
into  account,  it  is  estimated  that  net  savings  to 
the  government  as  a  result  of  direct  purchase  of 
drugs  for  a  comprehensive  drug  program  under 
Medicare  might  be  in  the  neighborhood  of  $150 
million  annually. 

In  addition  to  the  savings  realized  by  the  gov- 
ernment, competition  at  the  manufacturers'  level 
could  bring  savings  in  drug  costs  to  the  public. 
Competition  could  be  restored  to  the  market 
through  the  purchase  of  patents  by  the  government 
and  the  issuance  of  licenses  to  qualified  producers. 


Profits  of  some  pharmaceutical  manufacturers 
would  unquestionably  fall,  but  their  risks  would 
also  be  less.a  The  manufacturer  whose  patented 
discovery  has  a  significant  medical  value  could  ex- 
pect to  sell  his  patent  to  the  government,  recover- 
ing all  development  costs  plus  a  research  profit  or 
a  royalty  of  similar  worth.  Since  proof  of  clinical 
efficacy  would  be  required  where  necessary  before 
a  bid  would  be  accepted,  the  question  of  therapeutic 
equivalency  between  brand  and  generic  products 
would  no  longer  be  relevant.38  The  manufacturer 
would  still  be  free  to  promote  his  brand-name 
product  to  physicians  for  use  by  the  general  public. 
Because  of  the  advent  of  new  competitors,  each 
with  a  product  acceptable  for  use  under  govern- 
ment programs,  monopoly  profits  resulting  from 
brand-name  promotion  could  be  expected  to  fall. 

In  addition,  increased  competition  among  manu- 
facturers makes  it  unlikely  that  drug  makers 
would  increase  prices  to  the  public  to  make  up  for 
lower  prices  to  the  government.  The  private  sector 
cost  would  tend  to  equal  the  public  sector  cost, 
except  that  the  large  quantity  discounts  would  not 
be  applicable  to  the  private  sector.  Consequently, 
drug  prices  in  the  private  sector  might  be  slightly 
greater  than  the  government  price  but  consider- 
ably less  than  drug  prices  under  current  market- 
ing practices. 

Drug  producers  might  attempt  to  shift  costs 
radically  from  the  public  to  the  private  sector,  in 
which  case  the  provision  of  prescription  drug  in- 
surance for  all  age  groups  using  a  government- 
purchase  plan  could  be  considered. 


REIMBURSEMENT  FOR  DISPENSING  COSTS 


In  addition  to  payment  for  product  cost,  a  pre- 
scription drug  insurance  program  must  pro- 
vide appropriate  payment  for  the  services  of  a 
pharmacist. 

Most  pharmacists  traditionally  follow  general 
retail  practices  in  pricing  prescriptions,  and  add 
a  percentage  markup  or  margin,  based  upon  the 
selling  price,  to  the  cost  of  the  drug  product  to 
determine  the  final  price.39  The  difference  between 
the  acquisition  cost  of  all  drug  products  dispensed 


38  "The  Drug  Prescribers,"  op.  cit.,  pp.  34-36. 

a  Manufacturing  volume  for  innovative,  efficient  phar- 
maceutical producers  would  rise  and  profits  would  accord- 
ingly increase.  Firms  not  able  to  compete  on  this  basis 
would  face  a  decline  in  profits. 

30  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  63. 


and  the  aggregate  prescription  prices  received 
must  be  large  enough  to  cover  overhead  expenses 
as  well  as  to  provide  for  a  profit.  Most  vendors 
have  a  minimum  prescription  price,  and  if  the 
calculated  price  is  less  than  the  minimum,  the 
vendor  charges  the  patient  the  full  minimum 
amount.  This  practice  results  from  a  recognition 
that  very  low  cost  items  are  dispensed  at  a  high 
loss  when  a  percentage  markup  is  used.  These 
losses  are  balanced  by  the  profit  made  on  high  cost 
products. 

A  growing  number  of  pharmacists,  believing 
that  their  services  bear  no  necessary  relationship 
to  the  cost  of  the  drug  product,  charge  a  flat  dis- 
pensing fee  for  each  prescription  regardless  of  the 
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cost  of  the  product.40  The  fee  is  set  at  a  level  suffi- 
cient to  cover  all  costs  incurred  in  dispensing  the 
prescription  plus  a  profit.  Since  the  actual  service 
performed  by  the  pharmacist  does  not  vary  greatly 
from  one  prescription  to  another,  the  same  fee  can 
be  applied  to  all  prescriptions.* 

These  and  other  approaches  that  can  be  used  in 
reimbursing  for  pharmacy  services  under  a  pre- 
scription drug  insurance  program  deserve  consid- 
eration. If  one  of  these  formulas  is  selected,  policy 
decisions  would  be  needed  on  whether  reimburse- 
ment will  be  at  the  vendor's  "usual  and  customary'' 
amount,  at  a  "reasonable  amount,"  or  at  the  eco- 
nomic cost  of  pharmacy  services. 

To  provide  the  complete  program  formula,  any 
one  of  these  alternatives  may  be  used  with  any  one 
of  the  six  product  reimbursement  alternatives 
discussed  above.  Any  one  may  be  used  for  an 
indemnity  insurance  jjrogram  in  which  the  bene- 
ficiary pays  any  difference  between  the  established 
vendor  dispensing  fee  and  the  charge  actually  set 
by  the  vendor  for  his  services.  Each  is  also  com- 
patible with  any  program  in  which  the  vendor 
agrees  to  accept  the  established  amount  plus  the 
patient  co-payment,  if  any,  as  full  reimbursement. 

Percentage  Markup 

A  drug  program  could  base  the  dispensing  fee 
on  a  percentage  markup  which  drug  vendors 
would  apply  to  the  acquisition  cost  in  order  to 
determine  the  total  prescription  price.  The  estab- 
lished percentage  would  have  to  cover  all  economic 
costs  required  to  dispense  a  prescription.  Careful 
analysis  of  drug  vendor  operating  costs  will  prob- 
ably indicate  that  more  than  one  percentage  figure 
would  have  to  be  adopted.  For  example,  the  op- 
erating expenses  of  outpatient  pharmacies  in  hos- 
pitals appear  to  be  less  than  the  expenses  incurred 
by  community  pharmacies,  and  nonprofit  hospitals 
and  other  nonprofit  institutions  would  presumably 
not  receive  a  sum  to  represent  profit.  Although 
State  boundaries  do  not  appear  to  be  a  factor  in 
vendor  costs,  differences  in  costs  between  broad 
geographic  areas  would  also  have  to  be  considered. 
Under  this  approach,  drug  vendors  could  be  classi- 
fied into  appropriate  categories,  with  percentage 
rates  established  for  each  category. 

i0Ibid.,  pp.  63,  66,  67. 

a  Some  pharmacists  charge  a  higher  fee  when  the  pre- 
scription is  compounded  in  the  pharmacy,  since  more 
professional  time  is  required.  In  most  cases,  however, 
since  very  few  prescriptions  are  compounded,  this  addi- 
tional time  can  be  ignored  in  determining  the  price  to 
the  patient. 


•  If  there  are  variations  in  operating  costs  among 
outlets  within  such  a  category,  the  established  per- 
centage amount  should  probably  be  somewhat 
below  the  highest  operating  cost  in  order  to  pro- 
vide incentives  to  marginal  operators  to  increase 
their  efficiency.  On  the  other  hand,  setting  the  per- 
centage too  low  would  drive  some  outlets  out  of 
the  programs  and  perhaps  make  pharmacy  serv- 
ices less  than  adequate  to  beneficiaries. 

Under  this  system  of  reimbursement,  drug  ven- 
dors would  be  able  to  shift  costs  from  program 
beneficiaries  to  private  sector  patients.  Experience 
in  some  State  Medicaid  programs,  however,  in- 
dicates that  the  established  rate  tends  to  become 
the  prevailing  rate  in  the  community  for  both  pro- 
gram and  private  patients.  If  the  rate  is  estab- 
lished at  an  appropriate  level,  vendors  under  a 
Medicare  program  might  be  expected  to  follow  the 
same  course.  Apparently,  competitive  forces 
within  the  community  induce  most  vendors  to 
seek  the  same  price  level  for  all  patients. 

The  percentage-markup  system  appears  to  be  a 
relatively  easy  system  to  administer.  Once  the 
rates  have  been  fixed,  the  program  administrator 
need  only  verify  acquisition  cost  and  eligibility 
of  recipient  before  paying  a  claim.  The  system 
readily  lends  itself  to  automated  data  processing 
and  low  administrative  cost. 

The  American  Pharmaceutical  Association  and 
other  professional  groups  oppose  the  use  of  the 
fixed  percentage  system.41  The  Government  Ac- 
counting Office  has  stated  its  opposition  to  the  use 
of  a  percentage  markup  for  Medicaid  programs, 
indicating  that  this  system  encourages  the  use  of 
high-cost  drug  products  when  lower  cost  products 
are  available.42  If  a  prescription  is  written  for  a 
multiple-source  drug,  for  example,  the  pharmacy 
makes  a  higher  profit  if  a  drug  with  high  acqui- 
sition cost  is  used  instead  of  a  low-cost  product, 
and  program  costs  are  thereby  inflated. 

In  addition,  an  unscrupulous  drug  vendor  could 
use  a  low-cost  drug  product  and  submit  a  claim 
for  a  more  costly  product,  increasing  profit  even 
further.  Auditing  procedures  would  be  necessary 
to  establish  and  verify  acquisition  cost  in  order  to 
prevent  this  type  of  overcharging  for  pharmacy 
service. 

41  "The  Drug  Makers  and  the  Drug  Distributors,"  op. 
cit.,  p.  63. 

42  U.S.  Comptroller  General :  "Report  to  the  Congress  of 
the  United  States.  Review  of  Pricing  Methods  Used  by 
Various  States  in  the  Purchase  of  Prescribed  Drugs  Under 
Federally  Aided  Public  Assistance  Programs,"  U.S.  Gen- 
eral Accounting  Office,  Washington,  D.C.,  1967,  p.  6. 
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The  markup  approach  would  become  difficult 
to  establish  and  administer  if  the  government 
should  become  the  purchaser  of  drug  products, 
since  the  acquisition  cost  would  probably  be  un- 
known to  the  vendor.  Higher  percentage  rates 
would  be  required  in  order  to  provide  sufficient 
income  to  cover  vendor  expenses  when  low-cost 
products  were  used.  Under  a  percentage  markup 
system,  a  sudden  reduction  in  the  acquisition  cost 
of  drug's  would  result  in  loss  of  income  to  the 
vendor  for  payment  of  overhead  expenses.  A  sim- 
ilar increase  in  acquisition  cost  would  raise  the 
program  contribution  to  pharmacy  overhead  and 
profit. 

Flat  Dispensing  Fee 

An  alternative  reimbursement  approach  would 
provide  for  a  flat  dispensing  fee.  As  under  the 
percentage  markup  system,  the  program  adminis- 
trator would  set  the  fee  based  upon  the  costs  in- 
curred in  dispensing  the  prescription.  Program 
costs  would  be  more  easily  determined  than  under 
a  system  using  the  percentage  markup,  since  over- 
head expenses  to  cover  dispensing  would  be  cal- 
culated independently  of  product  cost.  Also,  a 
known  amount  per  prescription  would  allow  the 
administrator  to  ascertain  more  accurately  the 
necessary  income  for  each  pharmacy,  since  presum- 
ably there  would  be  a  series  of  fees  that  would 
be  applicable  to  the  various  categories  of  vendors 
and  that  would  equitably  reflect  variations  in  the 
cost  of  operation. 

If  the  fee  for  a  category  or  class  of  vendors 
were  set  at  or  below  the  average  for  the  class, 
many  pharmacies  would  be  unable  to  recover  all 
costs,  and  hence  might  refuse  to  participate  or  tend 
to  subvert  the  program.  On  the  other  hand,  if  the 
rates  were  set  at  the  80th  or  90th  percentile,  for 
instance,  highly  efficient  vendors  would  be  re- 
warded by  extra  profits  equal  to  the  difference 
between  actual  costs  and  the  reimbursement  fee. 
Further  study  and  experimentation  and  consulta- 
tion with  the  industry  might  indicate  a  reasonable 
middle  position. 

The  use  of  the  dispensing  fee  would  be  accept- 
able to  many  drug  vendors.  A  recent  study  reports 
that  75  percent  of  chain  drugstore  executives  favor 
the  use  of  a  dispensing  fee  for  government  pro- 
grams.'1 Chain  stores  feel  there  is  a  need  for  a 

a  Based  upon  data  supplied  by  the  National  Association 
of  Chain  Drugstores,  Inc.,  Washington,  D.C.,  June  14, 
1968. 


single  fee  for  all  their  outlets  within  a  particular 
geographic  area,  but  this  does  not  present  any 
major  obstacle  to  the  use  of  a  fee  system.  The  sys- 
tem meets  with  the  approval  of  the  Government 
Accounting  Office,  the  American  Pharmaceutical 
Association  and  other  professional  organizations, 
but  the  National  Association  of  Retail  Druggists 
has  opposed  the  use  of  government-established 
fee  schedules.1* 

The  use  of  a  dispensing  fee  would  not  present 
any  special  problem  for  vendors  so  long  as  the 
program  does  not  prohibit  a  vendor  from  charging 
government-program  participants  more  than  its 
regular  clients.  If  a  vendor  normally  uses  a  per- 
centage markup,  drugs  with  a  low  acquisition  cost 
could  thus  be  dispensed  to  private  patients  for  less 
than  the  government  allowance,  while  high-cost 
drugs  would  be  dispensed  to  private  patients  at  a 
price  greater  than  the  government  would  pay.  If 
the  vendor  were  required  to  charge  the  government 
an  amount  equivalent  to  the  lower  percentage 
markup  amount  for  low-cost  items,  with  no  possi- 
bility of  making  up  the  losses  on  higher  cost  medi- 
cations, the  program  would  penalize  the  vendor 
inequitably. 

The  dispensing  fee  method  has  been  criticized 
in  that  it  inherently  results  in  higher  expenses  for 
those  who  frequently  purchase  low-priced  pre- 
scriptions. It  is  equally  inherent  in  this  method, 
however,  that  the  flat  fee  results  in  reduced  drug 
expenses  for  those  who  frequently  purchase  high- 
priced  prescriptions.  For  the  typical  purchaser,  or 
for  a  comprehensive  drug  program,  the  applica- 
tion of  a  flat  fee  is  neutral — that  is,  it  provides  an 
average  overhead  charge,  rather  than  one  which  is 
either  subsidized  or  inflated. 

The  use  of  a  flat  dispensing  fee  lends  itself  to 
automated  claims  processing  and  low  administra- 
tive costs.  Since  there  is  no  incentive  for  a  pharma- 
cist to  dispense  high-cost  brand-name  equivalents 
when  generic  products  could  be  used,  it  tends  to 
result  in  lower  program  costs. 

Some  pharmacies  have  already  adopted  the  fee 
concept  in  pricing  prescriptions,  and  their  number 
is  apparently  growing.  Many  more  pharmacists 
would  probably  use  the  system  if  they  could  be 
certain  that  they  would  not  suffer  competitively. 
If  the  fee  system  were  to  be  used  as  the  method  of 
reimbursing  vendors  for  a  drug  program,  these 
fears  would  be  greatly  lessened.  Each  vendor  who 

b  See  p.  29. 
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participates  in  the  program  would  know  that  all 
other  vendors  would  follow  the  same  system,  at 
least  for  part  of  their  activities. 

Flat  Dispensing  Fee  Plus  Percentage 
Markup 

This  system  combines  the  features — notably  the 
disadvantages — of  both  the  percentage  markup 
and  the  dispensing  fee  systems.  It  has  been  used 
by  some  States  in  Title  XIX  drug  programs,  and 
by  many  drug  vendors.  In  the  State  programs,  the 
administrators  have  been  forced  to  establish  both 
the  fee  and  the  percentage  amounts,  thereby  in- 
creasing administrative  costs  and  complexities. 
There  are  no  significant  advantages  to  its  use  over 
either  of  the  systems  discussed  above. 

Bid  Pharmacies 

Unlike  the  systems  in  which  rates  for  drug  serv- 
ices are  set  by  the  government,  the  bid  system 
would  allow  the  vendor  to  establish  his  own  fee. 
The  program  administrator  would  solicit  bids  on 
dispensing  fees  from  interested  vendors,  and  ac- 
cept all  bids  which  he  feels  are  consistent  with  the 
necessary,  economic  cost  of  doing  business.  The  dis- 
pensing fees  may  vary  within  an  area,  with  each 
participating  vendor  being  paid  his  respective  bid 
amount  for  each  prescription  filled. 

Built  into  the  system  is  an  incentive  for  vendor 
efficiency.  Any  bids  which  are  considered  exces- 
sive would  be  rejected.  Such  high  bids  would  gen- 
erally result  from  vendor  inefficiencies  or  an  at- 
tempt to  obtain  monopoly  profits.  New  bids  would 
be  solicited  frequently,  perhaps  every  six  or  twelve 
months,  to  reflect  changes  in  economic  conditions 
and  competitive  situations. 

Vendor  audits  would  not  be  necessary  to  deter- 
mine overhead  costs,  while  accurate  claim  data 
could  be  expected.  Continuing  investigation  of 
vendor  operating  costs  would  be  necessary  in  order 
to  provide  the  administrator  with  data  to  be  used 
in  evaluating  bids. 

The  administrator  would  have  to  exercise  care 
to  see  that  sufficient  pharmacies  in  convenient  lo- 
cations would  be  available  for  use  by  the  recipients. 
It  is  possible  that  not  enough  vendors  would  sub- 
mit bids,  or  low  enough  bids,  to  provide  the  neces- 
sary number  of  drug  outlets. 

Under  this  system,  the  vendor  could  shift  costs 
to  private  patients.  Competitive  forces,  however, 


would  tend  to  limit  such  a  shift,  since  prescription 
prices  in  noncontract  outlets  for  private  patients 
might  be  less.  This  system  might  also  tend  to  cre- 
ate monopolies  in  the  retail  prescription  market. 

Overhead  Expenses:  General 
Considerations 

In  establishing  a  reimbursement  formula  for 
any  system  other  than  "usual  and  customary" 
charges  or  arbitrary  indemnity,  the  program  ad- 
ministrator would  be  faced  with  the  problem  of 
deciding  which  operating  expenses  are  pertinent 
to  dispensing  the  covered  drug  products.  Certain 
expenses  incurred  by  many  vendors  might  not  be 
considered  as  necessary  to  provide  pharmacy  serv- 
ices to  beneficiaries,  and  excluding  them  from  re- 
imbursement computation  would  reduce  program 
costs.  Presumably  such  expenses  as  salaries,  rents, 
utilities,  legal  and  accounting  fees,  necessary 
licenses  for  the  dispensing  of  drug  products,  taxes, 
interest,  depreciation  and  provisions  for  profit 
would  be  included  in  the  reimbursement  calcula- 
tions, but  decisions  on  other  questions  would  need 
to  be  made  at  the  outset  of  the  program. 

Advertising  Expenses.  A  decision  by  the  pro- 
gram administrator  to  include  advertising  cost — ■ 
unless  this  were  banned  by  State  or  other  laws — as 
a  reimbursable  expense  may  encourage  more  use  of 
advertising  by  vendors.  In  this  connection,  it  may 
be  noted  that  institutional  advertising  could  inflate 
costs,  while  price  advertising  could  stimulate  com- 
petition and  reduce  costs. 

Trading  Stamps.  Since  the  purpose  of  a  drug 
program  for  the  elderly  is  to  provide  needed  medi- 
cations to  recipients  at  reasonable  cost,  the  use  of 
trading  stamps  and  similar  promotions  such  as 
games  and  contests  does  not  seem  to  be  necessary. 
Reimbursing  for  them  would  needlessly  inflate  pro- 
gram costs. 

Bad  Debt  Expense.  Not  all  drug  vendors  offer 
credit  to  their  clients,  so  that  bad  debt  expense  is 
not  a  universal  problem.  (According  to  the  Lilly 
Digest,  the  average  prescription  pharmacy  offer- 
ing credit  incurs  a  bad  debt  expense  of  0.2  percent 
of  the  annual  sales  volume.)43  If  the  payment  for 
dispensed  drugs,  with  the  exception  of  deductible 
or  co-payment  amounts,  were  the  responsibility  of 
the  government,  it  is  difficult  to  consider  bad  debt 

13  Lilly,  Eli,  and  Co. :  "Lilly  Digest,"  Indianapolis,  Indi- 
ana, 1966.  p.  22. 
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expense  as  a  reimbursable  expense,  since  the  debts 
would  not  be  incurred  through  the  program. 

Delivery  Expense.  As  with  credit,  many  vendors, 
provide  delivery  services  for  prescription  drugs. 
Such  services  may  be  vital  for  infirm  elderly  pa- 
tients who  cannot  otherwise  get  needed  medica- 
tions. On  the  other  hand,  it  may  sometimes  not  be 
in  the  patient's  best  interest  to  receive  medications 
through  a  delivery  service.  Careful  study  of  de- 
livery services  and  the  needs  of  the  patients  must 
be  carried  out  before  a  policy  to  discourage  or  en- 
courage their  use  is  adopted. 

Other  Vendors.  Other  vendors  such  as  nonprofit 
hospitals  dispensing  outpatient  prescriptions 
would  presumably  not  be  paid  a  profit,  but  would 
be  allowed  a  return  consonant  with  the  cost  of 
maintaining  capital.  Proprietary  hospitals,  like 
community  pharmacies,  would  be  reimbursed  at  a 
rate  which  allows  them  a  reasonable  profit. 

The  problem  of  dispensing  physicians  is  more 
complex,44  and  little  is  known  about  their  operat- 
ing costs.  Physicians  are  in  business  to  practice 
medicine,  and  they  profit  from  their  medical  ac- 
tivities. Accordingly,  it  may  be  held  that  they 
should  not  profit  from  a  pharmacy  practice,  par- 


ticularly when  they  control  the  purchasing  of 
drugs  by  their  patients.a 

Over-the-Oounter  Drugs.  Physicians  sometimes 
prescribe  over-the-counter  drugs  alone  or  in  con- 
junction with  certain  legend  medications.  If  such 
OTC  products  were  covered  under  a  drug  insur- 
ance program,  several  alternative  reimbursement 
systems  could  be  applied.  For  example,  some  State 
Medicaid  programs  reimburse  for  OTC's  at  the 
regular  market  price.  Other  States  pay  either  the 
market  price  or  a  price  based  on  a  special  OTC 
formula,  whichever  is  lower,  relying  upon  compe- 
tition in  the  private  sector  to  keep  program  costs 
at  a  minimum. 

Reimbursement  may  also  be  made  at  the  market 
price  plus  a  billing  fee  in  order  to  cover  all  costs 
and  not  provide  incentives  to  shift  program  costs 
to  private  patients.  (As  has  been  stated  above,  ex- 
pansion of  government  drug  programs  may  result 
in  less  competition  in  the  private  sector,  making 
this  approach  less  reliable  as  a  cost-controlling 
mechanism.)  Finally,  reimbursement  may  be  made 
on  the  basis  of  the  formula  adopted  for  prescrip- 
tion drugs.  Further  study  on  the  need  for  OTC 
drugs  and  on  reimbursement  systems  for  them  is 
needed. 


REIMBURSEMENT  ACCORDING  TO  REASONABLE  CHARGES 


Under  the  present  Medicare  program,  payments 
to  physicians  are  made  on  the  basis  of  usual,  cus- 
tomary or  reasonable  charges.  A  similar  method 
could  be  used  for  a  drug  program. 

The  drug  vendor  could  be  paid  his  usual  price 
for  each  prescription  unless  the  amount  exceeds 
limits  set  on  the  basis  of  what  is  "usual  and  cus- 
tomary" in  the  community.  The  National  Associa- 
tion of  Retail  Druggists  has  consistently  and 
strongly  supported  this  plan : 

".  .  .  the  usual  and  customary  cliarge  concept  is 
consistent  with  the  hallmark  of  competitive 
forces  under  which  retail  pharmacy  has  thrived 
in  the  United  States."  45 

Efficient  pharmacists  might  be  encouraged  to  be- 
come more  efficient  since — given  a  particular  mar- 
ket price — this  would  increase  their  profits,  but 
these  reduced  costs  would  not  necessarily  be  passed 
on  to  the  program.  In  addition,  inefficient  firms 

44  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  oit., 
p.  75. 

a  See  also  p.  48. 

45  Simmons,  Willard  B. ;  Letter  to  Social  and  Rehabilita- 
tion Service,  Department  of  Health,  Education,  and  Wel- 
fare, Washington,  D.C.,  August  29, 1968. 


would  not  necessarily  be  encouraged  to  become 
more  efficient.  The  system  would  perpetuate  cur- 
rent operating  practices  of  drug  vendors. 

In  order  to  hold  inflationary  price  increases  to 
a  minimum,  the  program  administrator  would 
need  to  develop  profiles  on  pharmacies,  physicians, 
and  patients,  and  to  cut  off  payments  which  are 
above  a  "reasonable"  level. 

The  use  of  "usual  and  customary"  price  in  a 
community  as  the  basis  for  payment  in  a  drug  pro- 
gram would  present  administrative  problems 
which  are  not  common  to  other  health  insurance 
plans.  For  example,  some  pharmacies  frequently 
charge  different  prices  for  the  same  quantity  of  a 
drug  product,  making  it  difficult  for  the  adminis- 
trator to  set  the  "usual  and  customary"  price.46  In 
addition,  as  many  as  50  or  60  separate  prices  would 
have  to  be  established  for  each  drug  product  to  al- 
low for  the  wide  variation  in  the  quantities  pre- 
scribed. The  initial  determination  of  these  prices 
could  not  be  carried  out  before  the  implementation 
of  the  program. 

46  "Generic  Prescriptions  Not  Lowest  Cost,  Study  Finds." 
AMA  News  10:1  (May  29, 1967). 
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Reimbursement  according  to  "reasonable 
charges"  in  a  drug  insurance  program  would  be  in- 
consistent with  a  deductible  plan  making  payments 
directly  to  patients.  With  the  fluctuations  that  oc- 
cur in  the  acquisition  cost  of  drug  products,  and 
the  time  lapse  between  incurring  the  expense  and 


submitting  the  claim,  it  appears  to  be  impossible 
to  determine  the  "reasonableness"  of  each  prescrip- 
tion price.  It  would,  therefore,  be  impossible  to 
decide  whether  the  deductible  amount  had  been 
met  and  the  patient  had  qualified  for  program 
benefits. 


CENTRAL  (GOVERNMENT-OWNED)  PHARMACIES 


A  prescription  drug  insurance  program  could 
be  administered  through  the  use  of  centralized 
pharmacies  owned  by  the  Federal  Government. 
This  approach  would  be  more  compatible  with  a 
program  limited  to  coverage  of  maintenance  drugs, 
under  which  mail-order  services  could  be  widely 
provided,  than  with  a  comprehensive  drug 
program. 

Since  the  pharmacies  would  operate  as  nonprofit 
firms,  dispensing  costs  could  be  lower  than  those 
of  profit-making  outlets.  Efficient  use  of  pharma- 
cists and,  where  appropriate,  pharmacist  aids 
could  also  contribute  to  low  program  costs.  Other 
advantages  would  include  improved  availability 
of  accurate  claim  data,  the  lack  of  incentives 
for  fraudulent  claims,  and  low  administrative 
expenses. 


The  use  of  such  a  health  care  delivery  system, 
however,  would  represent  a  drastic  departure 
from  existing  public  policy,  since  it  would  be  con- 
trary to  the  principles  of  a  free-enterprise  sys- 
tem. Government- owned  pharmacies  would  be 
expensive  to  establish,  and  it  may  be  difficult  to  re- 
cruit adequate  professional  staffs.  No  incentives 
would  exist  for  efficient  operation.  Critical  short- 
ages of  pharmacists  in  the  private  sector  could 
result,  and  drug  prices  to  private  patients  could 
be  increased  to  make  up  for  the  loss  of  income  to 
existing  pharmacies. 

Careful  and  complete  studies  of  costs  and  the 
effects  of  government-owned  pharmacies  upon  the 
economy  would  be  needed  before  any  such  system 
is  established. 


CAPITATION  REIMBURSEMENT 


In  recent  months,  it  has  been  suggested  with 
growing  emphasis  that  the  Federal  Government 
should  help  provide  greater  opportunities  for  the 
development  of  new  health  care  delivery  systems 
to  provide  better  health  for  citizens,  along  with 
more  efficient  and  effective  use  of  health  personnel 
and  facilities.47  The  use  of  a  capitation  reimburse- 
ment system — that  is,  payment  based  on  the  num- 
ber of  patients  served — has  been  proposed  as  one 
approach  in  this  direction.48  Two  alternative 
methods  could  be  used  in  a  drug  program  :  ( 1 )  cap- 
itation to  medical  groups  and  (2)  capitation  to 
pharmacies. 

Capitation  Reimbursement  to  Medical  Groups. 
A  lump  sum  payment  of  the  estimated  yearly 
medical  expenses  of  persons  choosing  this  reim- 
bursement plan  could  be  made  by  the  program  to 
physicians  organized  in  a  medical  group  practice. 
The  group  would  be  responsible  for  the  full  medi- 
cal oare,  including  provision  of  drugs,  of  these 


47  Department  of  Health,  Education,  and  Welfare :  "A 
Report  to  the  President:  Medical  Care  Prices,"  U.S.  Gov- 
ernment Printing  Office,  Washington,  D.C.,  1967,  p.  iii. 

48  Feldstein,  Paul  J. :  "A  Proposal  for  Capitation  Reim- 
bursement to  Medical  Groups  for  Total  Medical  Care,"  in 
Reimbursement  Incentives  for  Medical  Care,  U.S.  Social 
Security  Administration,  Washington,  D.C.,  March  1968, 
pp.  87-103. 


recipients  during  the  year.  The  group  would  pre- 
sumably provide  all  necessary  care  at  the  lowest 
practical  cost  in  order  to  obtain  maximum  total 
net  income.  The  incentive  to  provide  high  quality 
care  at  low  cost  would  extend  to  the  prescribing 
habits  of  physicians,  and  should  result  in  a  more 
rational  drug  therapy  program. 

Medical  groups  could  provide  drugs  for  their 
recipients  in  one  of  several  ways.  They  could,  for 
example,  allow  patients  the  freedom  of  choice  of 
all  pharmacies  in  the  area.  The  outlet  selected 
by  each  beneficiary  would  dispense  the  prescrip- 
tion to  him  and  be  reimbursed  at  the  "usual  or  cus- 
tomary" fee  by  the  medical  group.  The  only  cost 
savings  under  this  plan  would  result  from  a  more 
rational  approach  to  prescribing.  On  the  other 
hand,  it  could  provide  the  impetus  for  inflationary 
2>rice  increases  by  such  vendors  which  would  be 
borne  by  all  purchasers,  public  and  private  alike. 

A  second  alternative  would  allow  the  recipient 
the  right  to  select  any  of  a  group  of  contract 
pharmacies  which  would  provide  the  prescription 
services.  The  medical  group  would  enter  into 
agreements  with  these  pharmacies  to  provide  pre- 
scriptions to  beneficiaries  on  an  established  reim- 
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bursement  schedule.  Pharmacies  could  be  required 
to  bid  upon  the  right  to  provide  the  service. 

A  third  alternative  would  be  provision  of  phar- 
maceutical services  within  the  confines  of  the  medi- 
cal group  practice.  Investments  in  inventories 
would  be  less  than  in  community  pharmacies,  since 
the  pharmacy  need  carry  only  those  products 
which  would  be  prescribed  by  the  group  physi- 
cians. Effective  cost  control  mechanisms  could  be 
applied.  The  shifting  of  costs  to  private  patients 
would  not  be  a  factor.  The  benefits  of  rational  drug 
therapy  would  be  available  under  this  alternative 
as  in  the  other  two  approaches. 

Under  this  plan,  the  patient  would  lose  his  right 
to  select  his  own  pharmacist.  Several  State  laws 
may  raise  barriers  to  such  an  approach.  Where 
possible,  however,  experimentation  with  the  in- 
clusion of  pharmacists  as  members  of  the  medical 
group  deserves  consideration. 

Cavitation  to  Pharmacies.  Lump  sum  payments 
to  cover  the  estimated  yearly  drug  expenses  for 
each  program  beneficiary  could  be  made  to  selected 
pharmacies  which  choose  this  method  of  reim- 
bursement. Such  an  approach  is  now  used  in  the 
Belgian  national  drug  program.49  Such  a  method, 
however,  could  not  be  applied  to  the  small-scale 
independent  pharmacy,  since  drug  expenses  can 
vary  greatly  for  the  elderly,  and  the  typical  small 
independent  pharmacy  would  probably  be  unable 
to  withstand  the  losses  that  would  result  if  its 
patients  have  unusually  high  utilization  rates. 
Capitation  would  be  more  feasible  for  large  chain 
store  pharmacies,  in  which  the  risk  can  be  spread 
over  a  large  number  of  outlets  in  many  geographi- 
cal areas. 

This  type  of  capitation  might  be  used  to  pro- 
mote the  establishment  of  group  practice  pharma- 
cies or  pharmacy  groups.  Such  practices  have  been 
under  study  by  pharmacists  during  the  past  few 
years  as  a  means  of  providing  high  quality  phar- 
maceutical services  at  low  cost.50  Combining 
several  small  pharmacies  into  one  pharmacy  pro- 
viding only  pharmaceutical  services  could  achieve 
improved  efficiency  in  three  areas :  first,  the  invest- 
ment in  inventory  would  be  lower  than  the  total 
investment  of  several  smaller  outlets;  second, 
operating  expenses  would  be  less  than  the  total 
expenses  of  several  smaller  pharmacies ;  and  third, 
the  pharmacists'  time  could  be  more  effectively 
utilized. 

46  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  180-183. 

50  Dee,  Donald  A. :  "Group  Practice  in  Pharmacy," 
Journal  of  the  American  Pharmaceutical  Association 
(NS)  8:  298-295  (1968). 


Although  capitation  for  group  pharmacy  prac- 
tice would  offer  incentives  for  greater  efficiency, 
it  would  not  provide  incentives  for  rational  drug 
prescribing  by  physicians.  It  is  possible — and  has 
been  recommended 51 — that  pharmacists  in  a  com- 
munity could  work  in  conjunction  with  physicians 
to  develop  a  local  formulary.  Physicians  would 
authorize  pharmacists  to  dispense  a  therapeuti- 
cally equivalent  drug  listed  in  the  formulary  in 
place  of  a  brand-name  item — a  practice  now  used 
in  many  hospitals.  The  pharmacists'  investment  in 
inventories  would  thus  be  reduced,  with  high 
quality  drugs  available  to  patients. 

The  Delaware  Pharmaceutical  Association  and 
the  Delaware  Medical  Association  have  recently 
joined  to  establish  such  a  formulary  system  for 
use  throughout  the  State.52  As  a  start,  a  formulary 
containing  between  10  and  40  drugs  will  be  pre- 
pared by  a  committee  composed  of  four  phar- 
macists, four  physicians,  one  dentist,  and  one 
osteopath,  under  the  chairmanship  of  a  public 
member.  The  committee  will  submit  the  list  of 
acceptable  brands  to  the  local  wholesalers,  who 
will  then  seek  bids  on  the  products  from  manu- 
facturers. Those  manufacturers  submitting  the 
accepted  bids  will  provide  the  drugs  for  a  six- 
month  period,  whereupon  new  bids  will  be  sought. 
A  physician  will  indicate  on  the  prescription  that 
the  accepted  formulary  drug  may  be  used  in  place 
of  the  brand-name  drug  he  has  prescribed.  Sav- 
ings resulting  from  the  lower  acquisition  cost  will 
be  passed  on  to  the  patients,  both  public  and 
private. 

Other  steps  leading  to  rational  drug  therapy 
under  a  capitation  program  could  be  taken 
through  joint  pharmacist- physician  utilization 
review  committees.  The  capitation  method,  how- 
ever, is  not  likely  to  generate  prompt  or  complete 
claims  data  essential  for  effective  review. 

Administrative  costs  under  any  of  the  capita- 
tion systems  discussed  here  would  be  relatively 
low.  Individual  drug  claims  would  not  have  to 
be  processed  by  the  government.  Yearly  reviews 
of  cost  and  utilization  would  be  required  in  order 
to  determine  the  proper  capitation  sum.  Verifica- 
tion of  services  rendered  would  not  be  necessary, 
and  vendor  audits  would  be  held  to  a  minimum. 


G1Kunin,  Calvin  M. :  Statement  in  U.S.  Senate,  Select 
Committee  on  Small  Business,  Subcommittee  on  Mo- 
nopoly :  "Competitive  Problems  in  the  Drug  Industry," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1967, 
Part  2,  p.  730. 

62  Anderson,  Mary  Louise  (Delaware  State  Pharmaceu- 
tical Association)  :  Personal  Communication,  December 
1968. 
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OTHER  FACTORS 


All  of  the  reimbursement  systems  considered 
here  have  two  limitations  which  require  further 
study  and  action  in  order  to  improve  the  quality 
of  care  and  enhance  vendor  efficiency.  Although 
these  factors  are  in  large  part  out  of  the  control 
of  vendors,  they  are  critical  to  an  efficient  drug 
program. 

Rational  Drug  Therapy.  None  of  these  reim- 
bursement formulas  will  in  themselves  greatly 
improve  the  drug  therapy  of  recipients,  since  this 
factor  remains  almost  exclusively  in  the  domain 
of  the  prescriber,  who  is  usually  not  the  dispenser. 
No  reliable  incentives  can  be  developed  in  these 
systems,  for  example,  to  reduce  the  quantities  of 
drugs  prescribed  by  physicians  for  patients  receiv- 
ing drug  insurance  benefits. 

Although  physicians  have  the  major  responsi- 
bility for  developing  rational  drug  therapy,53 
there  appears  to  be  much  that  can  be  accomplished 
by  physicians  and  pharmacists — working  in  co- 
operation— to  minimize  such  types  of  irrational 
drug  therapy  as  these : 

•  The  use  of  drugs  in  excessive  amounts,  or  for 
excessive  periods  of  time,  or  inadequate 
amounts  for  inadequate  periods. 

•  The  simultaneous  use  of  two  or  more  drugs 
without  appropriate  consideration  of  their 
possible  interaction. 

•  Multiple  prescribing,  by  one  or  several  physi- 
cians, of  drugs  which  may  be  unnecessary, 
cumulative,  interacting,  or  needlessly  ex- 
pensive. 

•  The  use  of  a  costly  product  when  an  equally 
effective  but  less  expensive  drug  is  available. 

Manufacturers'1  Packaging  Policies.  Pharmaceu- 
tical products  in  the  form  of  tablets  and  capsules 
are  generally  packaged  by  the  manufacturer  in 
100's,  and  in  the  case  of  fast-selling  items,  in  500!s, 
1,000's  and  even  5,000's.  These  packaging  sizes 
usually  reflect  the  needs  of  the  pharmacist  in  terms 
of  accessibility,  storage  space,  and  the  prescribing 
habits  of  physicians.  Considering  the  variety  of 
dosage  forms  and  the  multiplicity  of  drug  prod- 
ucts on  the  market  today,  the  pharmacist  appar- 
ently cannot  afford  to  stock  thousands  of  contain- 
ers of  prescription  drugs. 

A  cost-saving  factor  is  clearly  involved.  If  the 
price  of  a  larger  quantity  of  a  drug  product  is 
less  per  unit,  the  pharmacist  may  purchase  the 
larger  amount,  even  if  this  means  that  it  will  take 


"The  Drug  Prescribers,"  op.  cit.,  p.  3. 


somewhat  longer  to  sell.  This  practice  is  especially 
common  in  the  case  of  "standard  drugs,"  i.e.,  the 
well-known  or  widely-used  maintenance  drugs. 

Another  cost  factor  may  also  be  involved.  Many 
physicians  write  prescriptions  for  numbers  of 
tablets  or  capsules  that  may  have  no  relation  to 
the  numbers  currently  packaged  by  manufacturers. 
For  example,  where  a  standard  package  contains 
100  tablets,  the  prescriptions  call  for  dispensing 
them  to  individual  patients  in  such  numbers  as  6, 
21,  35,  50,  or  even  105.  To  fill  such  prescriptions, 
the  pharmacist  must  take  the  time  to  count  out  the 
required  number  of  units,  put  them  in  an  appro- 
priate container,  and  label  the  container — an  oper- 
ation which  obviously  represents  a  major  expense, 
and  which  also  presents  at  least  a  chance  for  error. 

To  cojDe  with  this  situation,  some  manufacturers 
have  agreed  to  prepackage  their  products — espe- 
cially their  fast-moving  items — in  sealed,  labeled 
containers  holding,  for  example,  10,  20  and  100 
units,  respectively.  In  filling  a  prescription,  the 
pharmacist  dispenses  the  requisite  number  of  each 
of  these  prepackaged,  prelabeled  containers  to  give 
a  total  most  closely  approximating  the  number 
specified  in  the  prescription.  (In  the  case  of  cer- 
tain critical  drugs,  such  as  narcotics,  it  may  be 
necessary  for  the  pharmacist  to  count  out  and  dis- 
pense only  the  prescribed  number  of  units.) 

This  technique  is  now  being  used  by  some  Euro- 
pean drug  manufacturers.  For  several  years,  some 
of  these  manufacturers  have  followed  the  "unit- 
dose"  system  of  providing  such  prepackaged  drugs 
for  patients  in  hospitals,  clinics  and  other  mass- 
dispensing  outlets.  In  the  United  States,  the  "unit- 
dose"  system,  the  use  of  disposable  syringes,  and 
similar  techniques  to  save  personnel  time  and  cost 
have  been  perfected  for  hospitals  by  a  number  of 
major  drug  companies.  Even  pharmacies  have 
benefited  to  some  extent  through  the  acquisition 
and  dispensing  of  labeled  single-dose  drug  prod- 
ucts, manufactured  in  continuous  strips  and  her- 
metically sealed  in  foil. 

The  use  of  these  smaller  packages  would  increase 
the  cost  per  tablet  or  other  unit;  however,  the 
higher  acquisition  costs  should  be  more  than 
balanced  by  savings  in  time  and  manpower  for- 
merly used  in  preparing  small-unit  prescriptions 
from  large-unit  bulk  storage,  and  in  labeling  the 
containers.  Program  savings  would  result  from 
such  techniques,  and  dispensing  errors  could  be 
minimized. 
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CHAPTER  5 

METHODS  OF  PATIENT  COST-SHARING 


Traditionally,  several  techniques  have  been  ap- 
plied in  insurance  programs  to  assure  that  those 
actually  receiving  the  benefits  will  share  in  the 
costs.  Among  these  are  deductibles,  co-insurance, 
and  a  form  of  the  latter,  co-payment — sometimes 
used  alone,  sometimes  applied  in  combination. 

In  addition  to  their  usefulness  as  cost-sharing 
methods,  and  as  approaches  to  reduce  program 
costs  in  general,  these  techniques  are  believed  by 
some  to  have  value  in  preventing  needless  abuse  of 
the  program,  and  in  instilling  a  "sense  of  responsi- 
bility" among  the  potential  users. 

Deductibles 

Customary  in  many  types  of  insurance. — health, 
automobile  collision,  fire  and  others — is  a  provision 
requiring  the  policy  holder  to  absorb  a  certain 
amount  of  loss  during  a  given  period  of  time  be- 
fore benefits  are  available.8  The  number  of  dollars 
he  must  pay  represents  the  so-called  deductible. 

If  a  deductible  were  to  be  incorporated  in  a  drug 
insurance  program,  it  would  mean  that  the  patient 
would  have  to  incur  the  total  cost  of  prescription 
expenses  up  to  a  certain  point  before  insurance 
benefits  would  provide  financial  assistance.  If,  for 
example,  a  deductible  of  $60  per  year  were  estab- 
lished and  the  average  prescription  cost  were  $4, 
the  typical  patient  would  pay  the  total  cost  of  15 
prescriptions  from  his  own  resources  before  he 
obtained  any  aid  from  insurance  coverage.  In- 
dividuals purchasing  fewer  than  16  typical  pre- 
scriptions annually  would  receive  no  benefits. 

It  should  be  noted  that  the  use  of  deductibles 
in  a  drug  insurance  program  would  be  markedly 
different  from  their  use  in  such  programs  as  so- 
called  major  medical  policies.  In  the  latter,  where 
the  deductible  amount  is  set  at  $100,  $250,  or  $500, 
the  patient  may  exceed  the  deductible  in  one  serious 
illness  or  one  hospital  stay,  and  would  need  to 
produce  only  one  or  two  receipted  bills  as  evidence. 
In  a  drug  program,  however,  he  may  be  required — 
depending  on  the  size  of  the  deductible — to  main- 
tain records  on  perhaps  12  to  25  bills. 

Similarly,  the  carrier's  expenses  of  handling 
such  bills  may  not  be  insignificant.  In  general,  the 
cost  of  reviewing  12  bills,  each  for  a  $4  prescrip- 
tion— to  demonstrate  that  the  deductible  require- 


"  The  patient  obligation  in  these  commercial  applications 
may  be  closer  to  a  co-payment  provision  than  a  deductible, 
since  the  factor  of  time  may  not  be  related  to  the  amount 
paid  by  the  policy  holder. 


ment  has  been  met — may  be  12  times  as  high  as 
processing  a  single  hospital  bill  for  $500. 

"High  Deductible"  Approach.  For  a  Medicare 
program,  consideration  has  been  given  to  a  pro- 
posal under  which  virtually  all  legend  drugs 
would  be  covered,  subject  to  a  $100  annual  deduc- 
tible, and  with  a  co-insurance  of  20  percent  to  be 
paid  by  the  beneficiary  on  drug  expenses  above 
that  amount.  Beneficiaries  would  be  responsible  for 
keeping  records  and  submitting  claims  for  reim- 
bursement, and  would  be  permitted  to  submit 
claims  only  after  accumulating  charges  which 
equal  the  deductible  amount. 

Under  this  approach,  the  pharmacist  would  be 
asked  to  certify  that  a  drug  was  available  only 
on  prescription  and  was  provided  for  the  use  of 
the  named  beneficiary.  The  pharmacist's  certifica- 
tion would  appear  on  each  receipt  for  a  covered 
drug. 

The  beneficiary  would  collect  and  submit  his 
receipts  for  covered  dings  in  a  pre-addressed  en- 
velope furnished  by  the  Social  Security  Adminis- 
tration. Reimbursement  would  be  made  directly 
to  the  beneficiary,  on  an  indemnity  or  "reasonable 
charge"  basis. 

In  comparison  with  comprehensive  coverage, 
this  "high  deductible"  proposal  would  result  in 
substantial  reductions  in  both  program  costs  and 
claims  levels.  Under  one  set  of  assumptions,b  it  is 
estimated  that  the  cost  of  the  proposal  would  be 
$405  million  in  the  first  year  of  operation,  and 
that  reimbursement  would  be  made  for  about  100 
million  claims  in  that  year — rather  than  $1.6  bil- 
lion and  443  million  claims  with  a  comprehensive 
approach  without  deductibles.  If  the  benefit  were 
provided  under  Part  A,  it  is  estimated  that  the 
level-cost  of  the  proposal  would  be  0.14  percent 
of  taxable  payroll  (based  on  the  "high-cost"  esti- 
mate and  exclusive  of  administrative  costs.  As 
shown  below,  however,  using  different  assump- 
tions,0 the  insurance  program  administrator  would 
have  to  process  more  than  twice  as  many  prescrip- 
tions as  would  be  required  under  such  a  high 
deductible. 

Of  the  various  methods  of  limiting  the  adminis- 
trative burden  of  a  drug  benefit,  this  proposal 
could  be  designed  in  a  way  that  would  permit  the 
highest  degree  of  administrative  simplicity.  Not 

"  See  Appendix  A. 
c  See  Chapter  9. 


only  avouIcI  claims  levels  be  greatly  reduced,  but 
a  large  part  of  the  recordkeeping  burden  would 
rest  with  the  beneficiary,  rather  than  with  the  So- 
cial Security  Administration.  Moreover,  the  Ad- 
ministration would  not  necessarily  have  to  enter 
into  agreement  with  the  54,000  community  phar- 
macies or  with  the  approximately  3,000  other  dis- 
pensers of  drugs.  The  process  of  negotiating  such 
agreements  and  of  maintaining  ongoing  relation- 
ships with  participating  drug  vendors  would  ob- 
viously result  in  a  substantial  workload.  An 
additional  consideration  is  that  drug  vendors 
would  not  be  required  to  keep  records  for  reim- 
bursement purposes. 

The  main  drawback  to  an  approach  involving  a 
$100  deductible  is  that,  for  a  beneficiary  with 
heavy  drug  expenses  and  limited  resources,  $100 
is  a  very  large  amount  of  money,  and  a  deductible 
of  this  size  would  mean  that  drug  expenses  would 
remain  a  real  hardship  to  many  beneficiaries. 
While  a  lower  deductible  amount  could  be  estab- 
lished, this  would  result  in  increased  workloads 
and  program  costs. 

For  example,  a  $75  annual  deductible  with  a 
20  percent  co-insurance,  provided  under  Part  A, 
would  involve  benefit  costs  of  about  $535  million 
in  the  first  year  of  operation,  with  reimbursement 
being  made  for  an  estimated  140  million  prescrip- 
tions, and  an  estimated  level-cost,  exclusive  of  ad- 
ministrative expenses,  of  0.18  percent  of  taxable 
payroll. 

If  the  deductible  were  $50,  assuming  no  other 
changes  in  the  provisions  just  listed,  benefit  costs 
would  be  $710  million,  reimbursement  would  be 
made  for  an  estimated  190  million  claims,  and  the 
level-cost  would  be  0.25  percent  of  taxable  pay- 
roll."1 

Another  drawback  to  a  high  deductible  approach 
is  the  difficulty  that  beneficiaries  would  have  in 
keeping  track  of  their  drug  expenses.  Under  this 
approach,  assuming  an  average  cost  of  $4  per 
prescription,  the  beneficiary  might  have  to  ac- 
cumulate as  many  as  26  prescriptions  before  he 
could  be  reimbursed  for  any  of  his  drug  expenses. 
Experience  with  the  present  $50  annual  deductible 
under  Part  B  indicates  that  Medicare  beneficiaries 
have  great  difficulty  keeping  track  of  their  medical 
bills,  especially  those  for  small  amounts,  and  sup- 
ports the  inference  that  the  higher  the  deductible 
amount,  the  more  serious  the  problems. 

Furthermore,  to  a  great  extent  the  administra- 
tive and  cost  advantages  of  such  an  approach  are 
based  on  the  assumption  that  the  administering 

a  See  Appendix  A. 


agency  would  be  engaging  in  only  a  minimum 
amount  of  claims  administration.  For  example, 
since  validity  of  a  claim  would  rest  primarily  on 
a  pharmacist's  certification  that  the  receipt  was 
for  payment  of  a  prescription  drug  dispensed  to  a 
given  beneficiary,  there  would  be  opportunity  for 
abuse  of  the  benefit — such  as  beneficiaries  procur- 
ing drugs  for  other  members  of  their  families  or 
for  their  neighbors.  The  additional  expenses  in- 
volved in  preventing  such  abuse  would  detract 
from  the  administrative  and  cost  advantages  of 
the  proposal. 

Co-Insurance 

If  the  patient  is  required  to  pay  a  portion  of 
the  cost  of  each  benefit,  the  term  "co-insurance" 
is  used  to  designate  the  obligation.  For  drug  in- 
surance, the  beneficiary  would  be  expected  to  pay 
a  specified  percentage  of  the  cost  of  each  prescrip- 
tion. In  health  insurance,  proportions  of  20,  25,  or 
even  50  percent  have  generally  been  used,  and  such 
percentages  could  be  considered  under  a  drug 
program. 

Another  widely-used  variation  of  co-insurance  is 
"floating  co-insurance,"  accomplished  simply 
through  the  establishment  of  an  indemnity  fee 
schedule,  with  the  reimbursement  specified  for  each 
drug  product  or  prescription.  The  levels  of  benefit 
payment  could  be  set  so  that,  in  effect,  an  average 
co-insurance  charge  (for  example,  20,  25,  or  50 
percent)  would  be  met  by  all  claimants  together. 
In  specific  instances,  patients  might  find  that  their 
out-of-pocket  expense  could  range  from  nothing 
(with  the  indemnity  schedule  covering  the  full 
amount)  to  more  than  half  (even  under  the  20- 
percent  assumption)  of  the  actual  price. 

An  indemnity  schedule  thus  makes  it  possible 
to  (1)  fix  the  program's  liability  in  relation  to  the 
cost  of  each  drug  product  or  prescription,  and  (2) 
ignore  actual  price  by  making  the  patient  cover 
any  difference  between  the  scheduled  benefit  and 
the  specific  price  charged.  Floating  co-insurance  of 
the  indemnity  allowance  type  concentrates  the  risk 
of  varying  or  excessive  market  prices  entirely  on 
the  patient. 

Co-Payment b 

Another  variation  of  cost-sharing  per  benefit 
received  is  co-payment.  This  involves  a  flat 
charge— for  example,  $1.00,  $1.50,  or  $2.00— which 

"Although  co-payment  may  be  viewed  as  one  form  of 
co-insurance,  the  two  will  be  considered  separately  here, 
with  co-insurance  referring  to  cost-sharing  on  a  percent- 
age basis  and  co-payment  referring  to  a  flat  dollar-and- 
cents  charge. 


must  be  paid  by  the  patient  on  the  price  of  each 
prescription.  This  approach  has  been  used  at  one 
time  or  another  in  such  national  drug  programs  as 
those  in  Australia,1  Germany,2  and  Great  Britain.3 
The  relative  impacts  of  co-insurance  and  co- 
payment  are  illustrated  in  the  following  table: 


Retail  Drug 
Price 

20%  Co-Insurance 

Co-Payment  of  $1.50 

Program 
Expense 

Patient 
Obligation 

Program 
Expense 

Patient 
Obligation 

$1.  50 

$1.  20 

$0.  30 

SI.  50 

3.  00 

2.  40 

0.  60 

$1.  50 

1.  50 

4.  75 

3.  80 

0.  95 

3.  25 

1.  50 

6.  00 

4.  80 

1.  20 

4.  50 

1.  50 

8.  29 

6.  63 

1.  66 

6.  79 

1.  50 

10.  00 

8.  00 

2.  00 

8.  50 

1.  50 

If  the  primary  goal  of  drug  insurance  is  to  help 
those  persons  with  large  drug  expenses — usually 
involving  many  prescriptions — then  the  co-pay- 
ment factor  would  probably  be  low,  say  $1.00  per 
prescription.  If  the  primary  goal,  however,  is  to 
concentrate  the  out-of-pocket  financial  burden 
more  directly  on  heavy  users,  then  the  co-payment 
could  be  set  higher,  such  as  $1.50  or  $2.00. 

A  flat  co-payment  charge  levied  against  each 
prescription  order  has  two  possible  limitations : 
1.  The  percentage  of  total  drug  cost  paid  by  the 
consumer  falls  sharply  as  the  price  of  the 
prescription  rises.  For  example,  a  $1.50  co- 
payment  charge  on  a  $3.00  item  represents  a 
50-percent  patient  contribution,  while  on  a 
$15  item  it  represents  only  a  10-percent  con- 
tribution. It  may  be  observed  that  vendor 
reimbursement  according  to  a  percentage 
markup4  would  exaggerate  this  character- 
istic, while  reliance  on  a  flat  dispensing  fee 5 
would  minimize  it.  Consequently,  from  the 
point  of  view  of  assuring  a  more  equitable  eco- 
nomic burden  on  all  drug  users,  it  may  be  ex- 
pected that  a  flat  co-payment  charge  per 
prescription  order  would  be  used  in  conjunc- 
tion with  a  flat  dispensing  fee.  Similarly,  a 
percentage  co-insurance  charge  would  tend 
to  be  more  appropriate  if  pharmacists'  serv- 
ices were  paid  for  through  a  percentage 
markup  over  cost. 

1  Task  Force  on  Prescription  Drugs :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  pp.  137  et  seq. 

2  Ibid.,  pp.  193  et  seq. 

3  Ibid.,  pp.  175  et  seq. 

4  Task  Force  on  Prescription  Drugs :  "The  Drug  Makers 
and  the  Drug  Distributors,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  p.  63. 

6  Ibid.,  pp.  63,  66-67. 


2.  If  the  program  uses  a  flat  co-payment  charge, 
a  physician  could  attempt  to  help  a  patient 
by  ordering  a  drug  in  larger  quantities  than 
actually  needed,  and  thereby  increase  pro- 
gram cost.  This  tendency  would  be  present  if 
the  drug  program  used  a  percentage  markup 
formula  to  cover  vendor  overhead  expenses. 
With  a  flat  dispensing  fee,  however,  the  re- 
verse effect  would  occur,  especially  in  the  case 
of  maintenance  drugs  needed  for  chronic  ill- 
ness; program  costs  would  tend  to  fall,  and 
patient  out-of-pocket  expenses  would  be  held 
at  a  minimum.  For  elderly  patients,  this  lat- 
ter approach  would  be  especially  important.6 

Other  Methods 

Deductibles,  co-insurance,  and  co-payment  are 
not  the  only  cost-restricting  methods  that  can  be 
used  in  a  drug  insurance  program.  An  annual 
maximum  on  reimbursement  is  another  such  de- 
vice. Moreover,  a  variety  of  controls  may  be  found 
in  some  of  the  current  programs  used  in  this  coun- 
try and  abroad.7  For  example,  the  doctor  may  be 
precluded  from  prescribing  a  quantity  of  any  drug 
that  costs  more  than  a  fixed  sum,  such  as  $10.00. 
A  variation  of  this  restriction  takes  the  form  of 
requiring  the  physician  to  obtain  prior  approval 
on  an  expensive  prescription  before  it  will  be  cov- 
ered by  the  insurance  program. 

These  approaches  are  not  treated  in  this  chapter 
because:  (1)  they  seem  to  place  unscientific  bar- 
riers before  the  physician  attempting  to  treat  a 
patient  with  appropriate  drug  therapy,  (2)  they 
tend  to  thwart  the  development  of  more  appropri- 
ate techniques  for  controlling  the  qualitative  prob- 
lems associated  with  prescribing,  and  (3)  they  as- 
sign a  role  to  financial  constraints  that  presumably 
should  be  borne  by  the  revenue  sources  of  the  in- 
surance program. 

Relative  Advantages 

Numerous  advantages  have  been  attributed  to 
the  use  of  deductibles,  co-insurance  and  co-pay- 
ment in  health  insurance  in  general.  The  more 
important  are  discussed  below. 

1.  Limitation  of  Program  Cost.  A  primary  ef- 
fect of  deductibles,  co-insurance,  and  co-payment 
would  be  reduction  in  the  total  value  of  claims, 

6  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
p.  35. 

7  "Current  American  and  Foreign  Programs,"  op.  cit. 


35 


and  thus  a  reduction  in  patient  premium  or  tax 
contributions.  The  corollary,  however,  is  that  more 
of  the  cost  must  be  borne  by  the  patient  who  re- 
quires treatment. 

2.  Control  for  Unknowns.  Deductibles,  co- 
insurance and  co-payment  could  be  applied  on  a 
temporary  basis  to  control  expenses  during  the 
early  years  of  a  program,  when  utilization  and 
charges  may  not  be  predictable  with  adequate 
accuracy. 

One  of  the  important  factors  here  is  the  lack  of 
experience  with  drug  insurance  coverage  for  use 
as  a  basis  for  predictions.  The  adaptation  of  bene- 
ficiaries to  a  new  method  of  financing  is  likely  to 
bring  adjustments  which  cannot  be  accurately  fore- 
told. Utilization  may  be  far  greater  than  expected. 
Appropriate  cost-sharing  approaches  could  cush- 
ion the  effect  of  such  utilization  during  the  first 
few  years  of  a  program. 

3.  Incentive  to  Proper  Utilization.  It  is  widely 
held  that  cost-sharing  would  give  patients  an  in- 
centive to  use  the  program  prudently,  avoiding 
excessive  services  and  seeking  low-cost  alternatives. 
For  example,  in  an  extensive  review  of  deducti- 
bles, Charles  Hall  has  reported  on  the  almost 
universal  feeling  that  a  deductible  will  reduce  utili- 
zation and  thus  serve  to  control  the  pressure  on 
premium  charges.  He  has  noted  the  paucity  of 
data  to  support  this  position.8 

Implicit  in  the  control  function  philosophy  is 
an  assumption  that  cost-sharing  discourages  "un- 
necessary" utilization  without  impeding  "neces- 
sary" utilization.  There  is  no  available  empirical 
or  theoretical  evidence  to  support  such  a  conten- 
tion. Moreover,  if  necessary  treatment  is  postponed 
because  of  financial  constraints,  health  care  will  be 
inadequate  and  eventual  claims  upon  the  drug  pro- 
gram or  a  related  health  insurance  program  may 
be  larger  than  if  care  had  been  received  when 
originally  indicated. 

It  should  also  be  noted  that  use  of  a  deductible 
alone — that  is,  without  co-insurance — may  induce 
the  beneficiary  to  increase  his  utilization  in  order 
to  "get  his  money's  worth"  out  of  his  premium 
expenditure.3-  Thus,  once  he  has  hurdled  the  de- 


8  Hall,  Charles  P.,  Jr. :  "Deductibles  in  Health  Insur- 
ance :  An  Evaluation,"  Journal  of  Risk  and  Insurance  33 
(No.  2)  :257  (June  1966). 

a  This  is  illustrated  by  the  experience  of  one  very  large 
carrier  in  the  health  insurance  field.  The  lowest  loss-ratio 
was  found  among  those  groups  where  the  employer  paid 
the  entire  premium  charge  and  the  highest  ratio  was 
found  among  groups  where  the  employee  paid  the  entire 
premium.  An  intermediate  ratio  characterized  those 
groups  where  the  employers  and  employees  shared  in 
meeting  the  premium  expenses. 


ductible  barrier,  the  patient  may  feel  that  he  can 
use  the  program  freely  without  any  limitation. 

A  deductible  may  provide  an  incentive  for  the 
patient  and  the  vendor  to  collaborate  in  falsifying 
records.  Some  claims,  for  example,  could  be  sub- 
mitted to  show  a  larger  value  than  the  actual  cost 
of  the  service,  thus  signaling  that  the  deductible 
had  been  met.  The  administrator  of  a  drug  pro- 
gram would  have  to  examine  the  charge  for  each 
claim  associated  with  the  deductible  if  he  were  to 
ascertain  whether  such  inflated  figures  had  been 
submitted.  "Where  a  relatively  small  deductible  is 
involved,  most  patients  could  predict  beforehand 
that  they  were  likely  to  break  the  deductible  limit, 
and  might  be  tempted  to  indulge  in  this  kind  of 
fraud.  Furthermore,  a  patient  might  be  more  in- 
clined to  apply  pressure  on  his  local  pharmacist 
to  engage  in  such  falsification  than,  for  instance, 
to  induce  a  hospital  administrator  to  alter  a  bill 
for  hospital  services. 

The  extent  to  which  co-insurance  will  motivate 
patients  to  seek  low-priced  drug  products  may  be 
influenced  by  a  number  of  possible  conditions.  If 
the  insurance  program  pays  the  vendor  according 
to  a  fee  schedule,  co-insurance  would  not  provide 
much  inducement  to  the  patient  to  search  for  dis- 
count prices.  If  the  program  sets  reimbursement 
in  terms  of  "reasonable  charges,"  co-insurance 
might  perform  an  economizing  function  when  (1) 
the  buyer  feels  that  he  has  some  discretion  con- 
cerning the  purchase  of  the  prescription,  (2)  he 
knows  of  alternative  retail  outlets  where  lower 
price  differentials  are  available,  and  (3)  he  is  will- 
ing to  base  his  decisions  on  the  economic  distinction 
created  by  the  co-insurance.  On  the  other  hand,  if 
the  purchaser  selects  a  vendor  for  reasons  that  do 
not  give  much  weight  to  product  prices,  co-insur- 
ance is  likely  to  exert  little  influence. 

Moreover,  the  size  of  the  co-insurance  as. related 
to  prescription  price  can  be  expected  to  influence 
the  willingness  of  a  patient  to  shop  for  the  lowest- 
priced  item.  For  example,  with  a  20-percent  co- 
insurance rate  and  the  existence  of  a  prescription 
price  of  $4.00  in  one  outlet  and  $5.00  in  another, 
the  difference  in  patient  cost — 20  cents — would 
probably  not  induce  many  patients  to  shop  for  low 
prices.  Only  where  the  charge  is  large — e.g.,  $50 
or  more — and/or  where  the  co-insurance  is  set  at 
least  as  high  as  50  percent,  where  alternative  ven- 
dors are  available,  where  the  prescription  is  not 
needed  urgently,  where  prices  do  indeed  vary  sig- 
nificantly, and  where  the  patient  is  prone  to  act 
rationally — only  then  does  the  economizing  fea- 
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ture  of  co-insurance  seem  to  have  any  potential  for 
controlling  program  cost. 

4.  Payment  of  Larger  Bills.  With  application 
of  a  deductible,  insurance  funds  presumably  would 
be  used  to  pay  only  for  large  health  care  bills,  thus 
concentrating  the  benefit  where  it  is  most  needed. 
The  burden  of  any  particular  deductible  or  non- 
insured  amount  would,  of  course,  be  greater  for 
beneficiaries  with  low  incomes. 

5.  Avoidance  of  Small  Claims.  One  basis  for 
supporting  the  use  of  a  deductible  is  the  possibility 
that  it  would  enable  the  carrier  to  avoid  processing 
many  small  claims — for  instance,  those  under 
$10 — which  otherwise  would  flow  through  the  in- 
surance mechanism.  Since  the  cost  of  claims  proc- 
essing often  bears  little  relationship  to  the  dollar 
value  per  claim,  overall  administrative  expenses 
could  be  kept  at  a  minimum  if  the  large  volume  of 
small  claims  were  handled  by  the  patient  himself. 
The  patient  would  sustain  these  expenses,  which 
presumably  he  could  meet  best,  and  insurance — 
utilizing  a  deductible  or  a  high  flat  co- 
payment — would  be  reserved  for  the  larger 
obligations. 

In  the  case  of  drugs,  however,  essentially  all 
claims  would  be  small,  as  indicated  by  the  dis- 
tribution of  probable  charges  for  prescription 
orders  shown  below  :  a 


Percentage  Distribution  of  All 
Prescriptions 

Prescription  Price  If  retail  price  estab-  If  retail  price  estab- 

lished on  basis  of  40    lished  on  basis  of 
percent  markup     $1.75  dispensing  fee 


Total   100  100 


Under  $2.00   24  1 

$2.00  to  2.99   24  26 

3.00  to  3.99   19  36 

4.00  to  4.99   12  21 

5.00  to  5.99   9  9 

6.00  to  7.99   7  5 

8.00  to  9.99   3  1 

$10.00  and  above   2  1 


Relative  Disadvantages 

There  are  a  number  of  reasons  for  questioning 
heavy  reliance  on  deductibles  and  co-insurance. 
Some  of  these  have  been  suggested  above  in  the 
analysis  of  the  advantages. 

a  Derived  from  basic  data  supplied  by  Joseph  McEvilla, 
University  of  Pittsburgh,  1968. 


1.  Economic  Burden  on  Users.  With  cost-shar- 
ing, the  economic  burden  would  be  concentrated 
particularly  on  those  utilizing  substantial  amounts 
of  prescription  drugs.  Deductibles,  co-insurance 
and  co-payment  would  tend  to  shift  health  care 
expenses  from  an  insurance  program — which  is 
an  effective  means  of  spreading  the  risk — to  the 
patient  using  the  service,  who  would  thus  absorb 
more  of  the  risk. 

It  is  possible  to  provide  special  relief  from  co- 
payment  (but  not  from  deductible)  provisions  to 
persons  with  large  drug  bills.  For  example,  the 
program  could  include  "catastrophic  coverage"  or 
a  maximum  co-payment  feature — say,  $150  per 
year — beyond  which  the  patient  would  either  be 
exempt  from  any  subsequent  co-payment  charges 
during  the  remainder  of  the  year,  or  be  reimbursed 
directly  by  the  program  at  the  end  of  the  year. 

Another  but  more  complicated  approach  would 
be  sliding-scale  co-insurance  which  would  vary 
the  proportion  of  user  responsibility  with  the 
amount  of  total  cost.  This  is  a  common  approach 
in  casualty  insurance,  where  in  some  instances 
underwriters  may  reimburse  even  more  than  100 
percent  of  losses  in  excess  of  a  given  amount.  For 
a  drug  program,  proportions  might  be  set  at  50 
percent  of  the  first  "x"  dollars,  and  75,  80,  or  100 
percent  of  additional  amounts.  Again,  this  extra 
benefit  could  be  administered  using  temporary 
eligibility  devices,  or  separate,  periodic  beneficiary 
reimbursements.  All  such  variations  would  in- 
crease the  complexity  of  administration. 

2.  Unequal  Economic  Burden  on  Users.  The 
problem  of  paying  deductible,  co-insurance  and 
co-payment  charges  cannot  be  met  with  equal  ease 
by  all  participants  in  an  insurance  plan.  Moreover, 
especially  for  those  requiring  treatment  for  acute 
conditions,  the  economic  burden  is  likely  to  be  con- 
centrated in  a  short  period  of  four  to  six  weeks. 
Only  if  all  medically  indigent  persons  were  pro- 
tected fully  by  Title  XIX  coverage  would  this 
factor  cease  to  be  important. 

In  his  comprehensive  analysis  of  health  eco- 
nomics, Klarman  has  called  attention  to  the  fact 
that  "co-insurance  is  not  a  deterrent  to  extrava- 
gent  spending  by  the  well-to-do  while  it  imposes 
excessive  burdens  on  the  average  family."  9 

3.  Under-Utilization.  As  suggested  above,  nec- 
essary drug  utilization  may  be  curtailed  as  a  by- 
product of  efforts  to  discourage  unnecessary  drug 
consumption  through  deductibles,  co-insurance, 

9  Klarman,  Herbert :  "The  Economics  of  Health."  Co- 
lumbia University  Press,  New  York,  1965,  p.  37. 
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and  co-payments.  Thus,  cost-sharing  could  serve 
to  counteract  one  of  the  presumed  goals  of  the 
program — that  is,  to  help  individuals  recover  from 
illness  by  removing  economic  barriers.  This  under- 
utilization  would  probably  result  in  higher  ex- 
penses at  a  later  date  under  either  or  both  hospital 
insurance  or  supplementary  medical  insurance. 

4.  Incomplete  Records.  The  deductible  or  a  high 
co-payment  would  permit  certain  claims  to  by-pass 
the  system,  and  accordingly  all  utilization  records 
would  be  incomplete,  making  needed  utilization  re- 
view difficult  or  impossible.  Co-insurance,  "float- 
ing co-insurance,"  or  a  moderate  co-payment 
without  the  deductible,  however,  would  permit  col- 
lection and  processing  of  all  claims,  thereby  pro- 
viding more  reliable  program  statistics. 

5.  Incentive  for  Fraud.  Both  deductibles  and 
co-insurance  could  provide  an  incentive  for  pa- 
tients and  vendors  to  collaborate  in  submitting  in- 
flated bills.  Co-insurance  coupled  with  inadequate 
consumer  knowledge  would  also  permit  dispensers 
to  "overcollect"  the  beneficiaries'  share. 

6.  Bad  Debts.  Certain  vendors  may  encounter 
a  problem  in  collecting  deductible  and  co-insur- 
ance charges  unless  other  controls  were  established. 
The  cost  of  collecting  unpaid  debts  resulting  from 
the  application  of  co-insurance  in  particular  may 
inflict  an  expense  on  the  vendor  that  would  be 
greater  than  the  value  of  the  obligation. 

7.  Wrap-Around  Coverage.  The  use  of  com- 
plementary coverage  to  fill  gaps  created  by  deduct- 
ibles, co-insurance  and  co-payment  may  defeat 
the  purpose  of  controlling  utilization,  while  at  the 
same  time  creating  other  problems.  If  elderly  pa- 
tients should  be  confronted  with  many  comple- 
mentary contracts  sold  by  private  carriers,  they 
would  find  it  difficult — and  most  would  find  it  im- 
possible— to  evaluate  the  relative  merits  of  the 
various  packages.  If  the  elderly  person  should 
purchase  such  an  insurance  contract,  he  may  find 
that  he  can  do  so  only  at  nongroup  rates,  and 
would  probably  pay  rates  that  are  higher  by  some 
20  to  50  percent  than  if  such  coverage  had  been 
available  on  a  group  or  governmental  basis. 

8.  Vendor  Reimbursement  and  Patient  Respon- 
sibility. Either  co-insurance  or  co-payment  can 
be  combined  with  either  patient  or  vendor  reim- 
bursement, but  the  use  of  an  annual  deductible 
would  probably  preclude  a  system  of  vendor 
reimbursement. 

"With  beneficiary  reimbursement  and  use  of  a 
deductible,  the  patient  would  need  to  keep  records 
on  his  drug  expenses  until  the  deductible  is  ex- 


ceeded. An  implicit  cost  of  some  magnitude  would 
be  involved,  both  on  the  part  of  the  patient  and 
on  that  of  any  agency  that  from  time  to  time  must 
give  patients  an  explanation  of  the  nature  of  the 
deductible  requirement.  In  addition,  considerable 
time  would  be  required  on  the  part  of  the  pharma- 
cist to  furnish  claim  information  to  the  patients, 
many  of  whom  would  not  exceed  the  deductible 
level.  This  burden  on  the  vendor  could  also  con- 
tribute to  higher  drug  prices. 

9.  High  Administrative  Expense.  In  addition 
to  precluding  vendor  reimbursement,  use  of  a  de- 
ductible could  result  in  high  administrative  costs 
because  of  the  additional  expenses  associated  with 
review  of  deductible  claims.  Less  burdensome  ad- 
ministrative expenses  would  presumably  be  re- 
quired in  reviewing  claims  involving  co-insurance 
or  co-payment. 

Arbitrary  Program  Goals 

In  the  design  of  any  drug  insurance  program, 
consideration  would  obviously  be  directed  toward 
(1)  whether  or  not — in  view  of  the  relative  advan- 
tages and  disadvantages — such  cost-sharing  fea- 
tures as  deductibles,  co-insurance,  and  co-payment 
should  be  employed,  and  (2)  whether  the  deducti- 
ble level  should  be  set,  for  example,  at  $25,  $50,  $75, 
or  $100  a  year,  the  co-insurance  percentage  at  10, 
20,  25,  or  50  percent,  or  the  co-payment  at  $1.00, 
$1.50,  $2.00,  or  some  other  figure. 

At  the  same  time,  consideration  would  be  needed 
to  determine  whether  the  primary  goals  of  such 
cost-sharing  approaches  should  be  reduction  of 
program  expenses  and  maximum  administrative 
simplicity,  or  the  improvement  of  health  care  and 
the  provision  of  the  highest  quality  of  care  at  the 
lowest  practical  cost. 

Carrier  Experience 

The  experiences  of  organizations  in  the  health 
insurance  field  that  have  applied  deductibles,  co- 
insurance, and  co-payments  to  their  operations 
may  be  of  some  importance.  Probably  the  most 
comprehensive  and  current  evaluation  of  this  sub- 
ject was  published  by  Hall  in  1966.  He  concluded 
that  the  effect  of  these  "provisions  in  health  insur- 
ance contracts  on  the  utilization  of  health  care 
services  and  facilities  is  extremely  difficult  to  quan- 
tify." 10  Reference  was  made  to  a  number  of  other 

10  Hall,  op.  ext.,  p.  262- 
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factors  that  could  influence  the  outcome,  including 
the  breadth  of  the  underlying  coverage  and  the 
range  of  applicability  of  the  deductible  and  per- 
centage participation  provisions. 

A  number  of  carriers  have  initiated  programs 
providing  general  coverage  and  subsequently  have 
introduced  deductible  and/or  co-insurance  fea- 
tures to  help  control  rising  costs.  If  utilization  is 
reduced,  however,  a  scientific  basis  is  seldom  avail- 
able to  support  the  conclusions  and  inferences  that 
are  made.  For  example,  such  studies  fail  to  take 
account  of  the  fact  that  the  early  years  of  an  insur- 
ance plan  are  frequently  unique.  Only  when  a  pro- 
gram matures  and  utilization  stabilizes  can  an 
assessment  of  co-insurance  and  deductibles  be 
undertaken.  Often  such  factors  as  inadequate  sup- 
plies of  goods  or  services,  rising  prices,  changes  in 
patient  needs,  and  the  like  may  not  be  adequately 
recognized.11 

Because  of  the  importance  of  intervening  vari- 
ables, it  may  never  be  possible  to  make  a  complete 
interpretation  of  these  cost-sharing  devices.  In 
order  to  conduct  a  cross-sectional  study,  it  would 
be  necessary  to  set  up  control  groups  and  experi- 
mental groups  as  determined  by  scientific  selection 
techniques.  The  research  design  would  have  to 
take  account  of  such  factors  as  the  number  and 
type  of  drug  outlets,  the  type  of  specialists  in  the 
area,  and  economic  characteristics  of  the  patients. 

It  would  have  to  be  assumed  further  that  the 
general  distribution  of  illnesses  by  number  and 
type,  the  attitudes  toward  prevention  and  treat- 
ment, and  so  on,  would  be  similar  from  one  group 
to  the  other.  None  of  the  studies  regarding  deduct- 
ibles, co-insurance,  and  co-payment  has  endeav- 
ored to  provide  control  of  such  variables,  and 
therefore  none  can  properly  attribute  changes  in 
utilization  to  these  fiscal  measures  alone. 

The  predictability  associated  with  the  use  of 
deductibles,  co-insurance,  and  co-payments  is  not 
high.  For  example,  the  Province  of  Saskatchewan 
levied  a  20  percent  co-insurance  charge  on  prescrip- 
tion drugs  furnished  to  welfare  patients  in  1948, 
and,  because  of  increasing  program  cost,  raised  the 
figure  to  50  percent  in  1959.  The  Royal  Commission 
on  Health  Services  noted  that  "it  is  worth  record- 
ing that  these  co-charges  have  not.  had  the  de- 
terrent effect  originally  hoped  for,  even  though 
they  were  followed  by  an  overall  reduction  in 

a  Also  see  Blue  Cross  Reports,  October  1968,  for  a  dis- 
cussion of  the  effects  of  deductibles  upon  hospital 
utilization. 


drug  utilization."  11  Variations,  moreover,  did  oc- 
cur in  relation  to  age,  sex,  and  degree  of  urbaniza- 
tion. In  one  group — males,  aged  25-44 — utilization 
actually  rose  despite  the  sharp  increase  in  co- 
insurance. 

One  large  business  organization,  after  lowering 
the  deductible  for  one  group  of  its  employees,  while 
maintaining  it  for  another  similar  group,  con- 
cluded that  "utilization  is  importantly  affected 
by  factors  other  than  deductibles."  12  Further,  the 
experience  of  an  insurance  firm  that  had  instituted 
co-insurance  and  deductibles  for  five  of  its  clients 
was  summarized  as  follows:  "The  results  were 
inconclusive.  Two  cases  showed  a  more  favorable 
financial  experience,  two  showed  continued  de- 
terioration, and  one  little  if  any  change."  13 

In  North  Carolina,  a  $1.00  co-payment  was  ap- 
plied to  each  prescription  in  the  State's  welfare 
drug  program.14  In  a  nine-month  period  before 
use  of  the  co-payment,  with  an  average  of  171,000 
persons  at  risk,  393,433  drug  claims  were  presented 
for  a  total  cost  of  $4.9  million.  In  a  comparable 
nine-month  period  after  the  change,  with  169,400 
persons  at  risk,  the  number  of  claims  rose  to  398,439 
but  the  total  cost  dropped  to  $4.1  million. 

In  another  effort  to  control  drug  program  out- 
lays, the  British  Government  instituted  a  flat 
charge  of  one  shilling  (14  cents)  for  each  prescrip- 
tion.15 Costs  continued  to  rise  because  many  phy- 
sicians offset  the  intended  effect  by  including  two, 
three,  or  four  drugs  on  each  prescription,  and  the 
flat  charge  was  thus  spread  over  several  items  in- 
stead of  one.  (It  is  well  to  note  that  the  physician 
may  change  his  prescribing  habits  even  though  a 
financial  deterrent  is  applied  not  to  him  but  to  the 
patient.) 

The  government  then  attempted  to  gain  control 
over  the  situation  by  levying  the  co-payment 
charge  against  each  item  on  the  prescription.  This 
had  less  than  the  desired  effect,  since  again  many 
physicians — instead  of  prescribing  their  custo- 
mary dosages — wrote  orders  for  much  larger  quan- 
tities, such  as  200  or  400  units.  The  flat  charge  tech- 
nique was  again  circumvented. 


u  Royal  Commission  on  Health  Services :  "Provision, 
Distribution  and  Cost  of  Drugs  in  Canada,"  Department 
of  National  Health  and  Welfare,  Ottawa,  Canada,  1964, 
p.  80. 

12  Hall,  Charles  P.,  Jr.,  op,  cit.  p.  260. 

13  Ibid. 

14  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  84-86. 

15  Ibid.,  pp.  178-179. 
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On  February  1,  1965,  the  government  abolished 
the  co-payment  levy.  Analysis  of  the  experience 
just  before  and  after  this  change  in  policy  led  the 
actuary  of  the  U.S.  Social  Security  Administra- 
tion to  observe  that  "there  has  been  an  increase  of 
15  percent  in  the  number  of  prescriptions,  appar- 


ently because  of  the  elimination  of  the  cost-sharing 
payment."  16  Whether  this  trend  might  have  con- 
tinued is  unknown,  since  co-payment  (2  shilling 
6  pence)  was  reintroduced  in  January  1968. 

16 Myers,  Robert  J.  (Social  Security  Administration)  : 
Personal  Communication,  1968. 
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CHAPTER  6 

PROGRAM  ADMINISTRATION 


Because  of  the  high  volume  of  claims  that  would 
occur  in  almost  any  type  of  Medicare  drug  insur- 
ance program,  administrative  costs  could  be  very 
large  in  comparison  with  benefits.  Some  of  the  re- 
lated administrative  goals  and  problems  are  dis 
cussed  in  this  section. 

General  Considerations 

Under  any  type  of  program,  the  major  admin- 
istrative cost  element  would  be  that  directly  related 
to  claims  processing.  Claims  processing  costs  may 
be  defined  to  include  all  expenses  of  (1)  recording 
claims  information,  (2)  claims  submission,  (3) 
the  administrator's  claims-receiving  and  control 
activities,  (4)  determination  of  product,  vendor 
and  prescriber  eligibility,  (5)  determination  of 
benefits  payable,  and  (6)  production  and  distribu- 
tion of  the  proper  payment  forms  and  equipment. 

The  non-claims-processing  or  general  overhead 
expenses  that  are  also  part  of  administrative  costs 
include  those  involved  in  determination  of  patient 
eligibility,  field  audits,  utilization  review,  statis- 
tics, program  evaluation,  continuing  public  and 
professional  relations  and  education,  and  other 
activities  required  for  effective  and  conscientious 
administration. 

If  the  average  drug  benefit  should  be  $4.00  per 
prescription,  an  administrative  expense  goal  of  5 
percent  would  imply  total  administrative  costs  of 
20  cents  per  claim  processed.  Perhaps  two-thirds — 
about  13  or  14  cents  per  prescription — might  be 
needed  for  direct  claims  processing  costs,  one-third 
for  general  overhead  administrative  costs.  Experi- 
ence in  at  least  one  of  the  State  drug  programs  1 
suggests  that,  at  recent  price  levels,  a  goal  of  ap- 
proximately 13  cents  per  claim  for  processing 
would  not  be  unrealistic  after  the  initial  period 
of  operation. 

Control  of  Claims  Processing  Costs.  Claims 
processing  costs  would  almost  certainly  be  higher 
if  beneficiaries  rather  than  vendors  were  reim- 
bursed. A  beneficiary  reimbursement  system  would 
need  to  recognize  the  postage  and  other  costs  of 
the  more  numerous  benefit  checks  which  would  be 

1  Task  Force  on  Prescription  Drugs  :  "Current  American 
and  Foreign  Programs,"  U.S.  Government  Printing  Office, 
Washington,  D.C.,  1968,  pp.  61,  67. 


involved  if  the  program  dealt  directly  with  a  po- 
tential 20  million  beneficiaries  instead  of  perhaps 
60,000  pharmacies  and  other  vendors.  In  addition, 
reporting  of  claims  by  beneficiaries  would  not  only 
prohibit  application  of  source  data  automation  but 
also  complicate  any  administrative  efforts  to  pre- 
dict and  manage  the  volume  of  claims. 

Should  a  co-payment  charge  be  levied  on  each 
prescription  dispensed,  the  ratio  of  administrative 
cost  to  benefits  paid  would  rise  as  the  size  of  the 
average  payment  falls,  with  no  change  in  total  ad- 
ministrative costs.  For  example,  if  a  $1.00  co-pay- 
ment were  established,  and  the  average  prescrip- 
tion price  were  $4.00,  as  assumed  above,  an 
administrative  expense  of  20  cents  per  prescription 
would  represent  an  administrative  cost  of  6%  per- 
cent rather  than  5  percent.  If  both  deductible  and 
co-insurance  features  were  included,  the  actual  ad- 
ministrative cost  per  claim  processed  would  also 
be  higher. 

Expenses  would  also  be  higher  if  many  prescrip- 
tions required  checking  to  determine  if  the  drugs 
were  covered  by  the  program — especially  if  a  man- 
datory formulary  were  used.  In  the  same  way, 
restrictions  based  on  such  factors  as  diagnosis,  dis- 
ability status,  and  quantities  dispensed  would  add 
to  administrative  expense. 

Control  of  General  Overhead  Costs.  One  of  the 
most  difficult  and  costly  aspects  of  operating  a 
drug  program  is  determination  of  patient  eligi- 
bility.* It  is  exceedingly  expensive,  for  example, 
to  check  eligibility  at  the  time  each  drug  service 
is  received.  Further,  under  a  system  based  on  ven- 
dor reimbursement,  either  the  program  or  the  ven- 
dor must  sustain  the  cost  whenever  a  prescription 
is  dispensed  to  an  ineligible  recipient. 

Under  any  reimbursement  approach,  patient  eli- 
gibility problems  could  be  minimized  if  individu- 
als were  permanently  certified  as  eligible  for  drug 
benefits.  This  could  be  readily  accomplished  for 
all  insured  elderly  individuals  if  drug  benefits  were 
provided  under  Part  A  of  the  Medicare  program, 
although  there  would  still  be  need  for  continuing 
spot  checks  to  ensure  that  the  dispensed  prescrip- 
tions were  actually  for  the  use  of  the  eligible 
beneficiary. 

a  See  pp.  10, 11. 
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Automated  Data  Processing  System.  It  appears 
evident  that  maximum  efficiency  in  claims  handling 
can  be  best  achieved  through  use  of  an  automated 
claims  processing  system. 

Most  insurance  programs  are  plagued  by  a  wide 
discrepancy  between  claim  liability  calculated  on 
a  paid  basis  and  program  expenses  calculated  on 
an  incurred  basis.  This  problem  would  be  mini- 
mized under  a  system  in  which  the  dispensing  of 
the  drug  and  the  receipt  of  the  completed  claim  by 
the  central  computer  would  occur  without  delay. 
With  the  use  of  electronic  devices  now  on  the  mar- 
ket, or  capable  of  being  produced,  the  vendor 
could  be  tied  into  a  system  making  it  possible  for 
central  computers  to  receive  drug  claim  informa- 
tion in  machine-readable  language  within  a  few 
hours — possibly  within  a  few  minutes,  or  even 
seconds — after  completion  of  the  transaction. 

Operation  of  an  input  device  could  require  that 
the  patient's  identification  card  must  be  inserted 
into  the  unit,  along  with  a  comparable  identifica- 
tion card  for  the  drug  product,  thus  helping  to 
speed  claim  submission  as  well  as  to  ensure 
accuracy. 

With  an  appropriate  automated  claims  process- 
ing system,  prompt  vendor  payment  would  be  pos- 
sible. Such  a  system  would,  for  example,  permit 
the  reimbursement  of  low-claim-volume  vendors 
every  15  days,  and  of  high-volume  vendors  every 
10  days.  The  program  administrator  could  further 
speed  reimbursement  by  forwarding  the  vendor's 
check  directly  to  his  designated  banking  account, 
while  simultaneously  sending  directly  to  him  the 
itemized  voucher  covering  all  paid  claims. 

(If  reimbursement  were  to  be  made  to  the  bene- 
ficiary rather  than  the  vendor,  it  would  be  prefer- 
able from  the  point  of  view  of  administrative  costs 
to  make  infrequent  payments,  thus  having  lengthy 
periods  between  expenditure  and  reimbursement.) 

It  is  even  possible  that  electronic  devices  might 
be  used  to  print  the  prescription  label  as  a  by- 
product of  preparing  the  drug  claim.a 

The  system  should  ideally  be  designed  to  mini- 
mize the  amount  of  time  that  the  vendor  must 
spend  in  preparing  the  drug  claim.  An  insurance 
program  presenting  an  additional  responsibility  of 
any  magnitude  for  some  25  percent  of  the  typical 
pharmacist's  business  would  require  the  pharma- 

a  For  a  description  of  a  successful  project  of  this  nature, 
see  Seibert,  Stanley  ;  Brunjes,  Shannon  ;  Soutter,  John  C. ; 
and  Maronde,  Robert  F. :  "Utilization  of  Computer  Equip- 
ment and  Techniques  in  Prescription  Processing,"  Drug 
Intelligence  1:342-350  (November,  1967). 


cist  to  find  a  reasonably  efficient  method  of  han- 
dling the  claims  process.  The  paperwork  problem 
would  be  further  aggravated  if  as  much  as  70  per- 
cent of  the  pharmacist's  business  involved  third- 
party  payment,  and  if  the  polyglot  of  traditional 
claims  forms  were  still  used. 

A  beneficiary  reimbursement  system  would  re- 
quire pharmacists  to  supply  beneficiaries  with  a 
"proof  of  purchase"  in  a  form  suitable  for  insur- 
ance administration  with  each  prescription  dis- 
pensed. Costs  of  this  additional  paperwork  would 
have  to  be  recovered  by  the  pharmacist. 

Coordinated  Systems  Design.  Maximum  effi- 
ciency in  claims  handling  would  probably  be 
achieved  if  any  automated  data  processing  system 
designed  for  use  under  Medicare  would  reflect  the 
needs  of  Medicaid,  CHAMPUS,  the  Veterans  Ad- 
ministration, the  Public  Health  Service,  and  pri- 
vate drug  insurance  programs.  Accordingly, 
appropriate  consideration  should  be  given  to  the 
compatibility  of  a  Medicare  system  with  the  sys- 
tems used  by  other  organizations. 

The  need  for  an  overall  systems  approach  has 
been  stressed  by  William  R.  Larson,  who  has  con- 
tended that  the  "major  element  lacking  thus  far  in 
dealing  with  the  special  health  problems  of  the 
aged  seems  to  be  the  failure  to  develop  an  overall 
systems  aproach  to  health  information."  He  out- 
lined the  broad  implications  for  an  adequate  infor- 
mation base  as  follows : 2 

"By  providing  health  data  on  a  broad,  commu- 
nity-wide scale,  and  using  computer  data 
storage  techniques,  such  a  system  could  allow 
physicians  to  get  a  far  greater  exposure  to  vital 
information  on  physiological,  psychological,  and 
social  characteristics.  By  the  use  of  an  educa- 
tional system  controlled  by  the  data  bank 
computers,  physicians  could  participate  in  a 
learning  experience.  Community  and  public 
health  organizations  and  personnel  would  have 
direct  access  to  computer-based  health  informa- 
tion systems,  allowing  them  to  better  plan  for 
their  involvement  with  those  needing  services." 

The  use  of  an  integrated,  sophisticated  systems 
approach  for  meeting  the  requirements  of  various 
agencies  is  implied  in  several  of  the  recommenda- 
tions submitted  by  the  U.S.  Senate  Committee  on 
Government  Operations  in  its  study  of  interagency 
drug  coordination.  The  Committee  noted  the  need 


2  U.S.  Senate,  Subcommittee  on  Health  of  the  Elderly, 
Special  Committee  on  Aging:  "Costs  and  Delivery  of 
Health  Services  to  Older  Americans,"  U.S.  Government 
Printing  Office,  Washington,  D.C.,  1967,  Part  1,  p.  276. 
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for  (1)  modernized  files  on  drug  information  es- 
tablished on  a  flexible  "building  block"  basis,  (2) 
electronically  stored  and  retrieved  patient  records 
in  the  three  Federal  hospital  systems,  and  (3) 
"maximum  use  of  patient  records  for  all  Federal 
programs — research,  regulation,  purchase  of  sup- 
plies, education  and  clinical  improvement."  3 

In  addition,  in  overall  systems  design,  consider- 
ation should  be  given  to  compatibility  with  any 
systems  used  in  drug  recall  and  poison  control 
programs. 

Certainly,  it  would  appear  that  any  system  de- 
veloped to  handle  drug  claims  should  be  able  to 
forward  data  to  more  than  one  central  computer. 
This  flexibility  seems  to  be  mandatory  if  a  multi- 
plicity of  governmental  and  nongovernmental 
drug  programs  are  to  have  the  cooperation  of 
community  pharmacists.4  Just  as  the  pharmacist 
cannot  practically  use  12  telephones  each  connected 
exclusively  to  one  of  12  physicians'  offices,  it  would 
not  be  feasible  for  him  to  have  a  separate  terminal 
for  every  drug  insurance  program  that  may  exist. 
It  seems  evident  that  the  use  of  a  single,  sophisti- 
cated, fully  compatible  system  would  contribute 
to  lower  administrative  costs  for  most  or  all  of  the 
potential  users  of  the  system. 

Data  Requirements 

The  decision  on  which  kinds  of  administrative 
data  are  required  for  a  drug  program  will  depend 
upon  the  exact  nature  of  the  program  as  estab- 
lished by  legislation  and  regulations. 

Under  virtually  any  approach,  certain  items 
would  probably  be  needed  on  each  prescription 
claim. 

Drug  Identification.  Identification  of  the 
drug  product  would  be  essential  in  any  reim- 
bursement system  that  is  highly  automated  or 
that  depends  on  some  measure  of  reasonable 
charges  or  costs.  This  identification  would  be 
facilitated  by  use  of  the  National  Drug  Code 
Directory ',  which  is  scheduled  for  publication 
during  the  spring  of  1969.  The  Directory  will 
list  essentially  all  prescription  drug  products, 
together  with  selected  over-the-counter  items, 

3  U.S.  Senate,  Committee  on  Governmental  Operations, 
Subcommittee  on  Reorganization  and  International  Or- 
ganizations: "Interagency  Drug  Coordination,"  U.S.  Gov- 
ernment Printing  Office,  Washington,  D.C.,  1966,  p.  6. 

4  Woods,  William  E. :  "A  Computer  Terminal  May  Be 
Solution  to  Pharmacists'  Recordkeeping  Chores,"  National 
Association  of  Retail  Druggists  Journal  89:  14-15  (March 
20,  1967). 


and  will  identify  each  with  a  nine-digit  code.a 
The  first  three  characters  will  identify  the  final 
labeler  (who  in  most  cases  will  be  the  manu- 
facturer) ,  the  next  four  will  identify  the  par- 
ticular drug  product,  and  the  last  two  characters 
will  designate  the  package  size  in  which  the 
vendor  purchased  the  product  (and  thus  will 
help  indicate  the  quantity  discount).  If  the 
last  item  is  not  necessary  for  purposes  of 
reimbursement,  it  can  be  disregarded.  Pharma- 
cist reference  to  the  code  would  be  aided  if  all 
manufacturers  print  the  relevant  code  number 
in  a  standard  position  on  the  label  of  each 
container. 

Under  a  vendor  reporting  system,  the  vendor 
could  be  expected  to  report  the  standard  code 
numbers ;  under  a  beneficiary  reporting  system, 
however,  the  general  lack  of  knowledge  of  drug 
terminology  would  probably  preclude  encod- 
ing by  the  patient,  and  the  administrator  would 
thus  be  required  to  undertake  costly  manual 
coding. 

Quantity  Dispensed.  Since  drug  price  is 
determined  by  both  the  product  and  the  amount 
prescribed,  the  latter  would  be  needed  to  estab- 
lish a  basis  for  reimbursement. 

Vendor  Identification.  The  vendor  could  be 
designated  easily  by  a  code  number.  The  ven- 
dor code  could  be  used  as  an  index  to  a  master 
file  which  would  contain  addresses  and  other 
data  needed  for  disbursement  and  other  admin- 
istrative purposes. 

Patient  Identification.  Since  the  patient  could 
also  be  identified  easily  by  a  code  number,  there 
would  be  no  need  to  process  data  in  addition  to 
the  number  on  his  identification  card.  If  more 
than  one  drug  program  should  be  handled 
through  the  same  system,  patient  identification 
would  need  to  be  supplemented  with  an  addi- 
tional item  to  specify  which  program  assumed 
liability.  Associated  with  patient  eligibility 
determination  are  a  number  of  other  problems; 
these  are  discussed  below. 

Dispensing  Date.  This  would  be  needed  to 
satisfy  the  usual  administrative  responsibilities 
related  to  verification  of  service. 

Prescriber  Identification.  A  code  number 
could  be  used  to  identify  each  physician  or 
other  prescriber  who  might  be  expected  to 
originate  a  prescription  order  for  eventual  sub- 
mission to  the  drug  program.  Additional  data 
on  these  prescribers — such  as  type  of  practice, 


See  p.  52. 
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training,  and  the  like — could  be  stored  in  a 
central  file  so  that  the  claims  transmittal  would 
not  be  encumbered  by  data  that  could  be 
obtained  more  efficiently.  Such  information 
would  be  needed  particularly  in  utilization 
review  studies. 

Patient's  Medical  Condition.  Legislation  may 
limit  coverage  to  drugs  needed  for  certain  speci- 
fied diseases  or  conditions,  and  such  information 
would  clearly  be  needed  for  utilization  review. 
A  one-  to  three-digit  code  could  be  designed  to 
permit  the  physician  to  indicate  on  the  prescrip- 
tion form  either  (1)  diagnosis,  (2)  intended 
therapeutic  effect,  or  (3)  simple  indication  of 
patient  condition.  Further  research  is  needed 
to  establish  which  approach  is  likely  to  be  most 
meaningful. 

Duration  of  Drug  Supply.  Data  on  prescrip- 
tion duration — that  is,  the  number  of  days'  sup- 
ply— may  be  required  under  legislation,  and 
would  enhance  utilization  control  and  review. 
Although  the  vendor  might  be  requested  to  in- 
dicate the  date  on  which  the  contents  of  the  pre- 
scription would  be  exhausted,  it  would  probably 
be  more  efficient  to  indicate  the  supply  in  num- 
ber of  days  (5  days,  100  days,  etc.)  as  indicated 
by  the  prescription.  Under  such  conditions,  the 
central  computer  could  calculate  the  interval 
during  which  another  prescription  for  the  same 
drug  would  not  be  expected  to  be  received  as  a 
claim  against  the  program.  Alternatively,  dos- 
age instructions  might  be  codified  and  quantified, 
and  computer  determinations  made  of  the  in- 
tended duration  of  supply. 

Legislative  requirements  or  overall  administra- 
tive effectiveness  may  also  require  submission  of 
data  on  some  or  all  of  the  following  items  for  the 
government  to  discharge  its  total  program 
responsibilities : 

RefiTl  Status.  If  the  program  does  not  cover 
refills,  this  item  could  be  omitted.  If  refills  are 
covered,  two  alternative  data  requirements  are 
possible:  (1)  the  pharmacist  could  be  supplied 
with  a  code  to  designate  the  refill  status,  or  (2) 
refill  information  could  be  omitted  as  a  claims 
requirement  and  instead  checks  on  abuse  carried 
out  by  means  of  vendor  audit. 

Date  of  Prescription  Origination.  The  pro- 
gram may  include  an  effort  to  control  the  pro- 
curement of  unneeded  drugs  by  stipulating  that 
prescriptions  will  not  be  covered  when  the  order 
originated  more  than  a  certain  number  of  days 
before  the  patient  sought  to  obtain  the  product. 


Rules  of  this  nature  could  be  enforced  either  (1) 
by  requiring  that  the  date  of  origination  be 
furnished  as  part  of  the  claims  data,  or  (2) 
through  regulations  concerning  vendor  dis- 
pensing. If  the  latter  alternative  were  followed, 
the  auditing  of  pharmacies  would  be  more 
complex. 

Drug  Price.  Should  a  drug  program  rely  upon 
actual  market  prices,  "reasonable"  charges, 
"usual  and  customary"  charges,  or  similar  con- 
cepts, the  vendor  would  have  to  furnish  price 
data  on  each  prescription  for  the  administrator 
to  process  the  claim. 

If,  on  the  other  hand,  reimbursement  were 
based  on  factors  for  product  cost  plus  dispens- 
ing expense,  it  would  be  possible  to  design  the 
system  so  that  the  vendor  would  not  have  to 
supply  any  price  information  on  individual 
claims.  Under  such  approaches,  the  program 
administrator  could  determine  product  cost  by 
(1)  referring  to  the  package  size  code  which 
would  be  furnished  as  a  portion  of  the  product 
identification  number,  (2)  collecting  drug  price 
information  from  various  sources,  and  (3)  cal- 
culating the  reimbursement  amount  by  relating 
these  data.  Payments  due  for  dispensing  or  over- 
head expense  could  be  established  for  vendor 
categories,  with  appropriate  consideration  of 
such  factors  as  geographic  area,  size  of  commu- 
nity, and  average  daily  prescription  volume. 
Periodic  surveys  of  pharmacy  operations  would 
be  needed  to  collect  the  basic  cost  data  for  the 
different  categories. 

Prescription  Number.  In  order  to  meet  the 
recordkeeping  requirements  established  by  State 
laws,  each  pharmacist  in  the  United  States 
numbers  all  dispensed  original  prescriptions  in 
consecutive  sequence.  Most  drug  programs  con- 
sequently utilize  this  number  as  an  integral  part 
of  the  claim  record.  Since  the  insurance  mech- 
anism would  always  identify  date  of  service, 
patient,  drug  product,  drug  quantity,  etc.,  it 
may  not  be  necessary  to  have  the  full  prescrip- 
tion number — usually  involving  six  or  more 
digits — transmitted  as  a  part  of  the  claims  data. 
Both  the  vendor  and  the  drug  program  would 
benefit  if  a  way  could  be  found  to  bypass  or 
reduce  the  size  of  this  informational  item. 

In  order  to  control  the  internal  processing  of 
claims  cost,  insurance  carriers  assign  a  unique 
number  to  each  claim  received.  Under  drug  in- 
surance, such  a  number  could  be  generated  by 
combining  the  vendor  identification  code  with 
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the  prescription  number,  but  this  would  require 
transmittal  of  the  prescription  number.  Instead, 
it  would  be  possible  to  develop  a  unique  claim 
number  by  the  central  computer  on  a  dated,  se- 
quential basis,  without  regard  to  the  number 
assigned  by  the  pharmacist.  The  relative  advan- 
tages and  disadvantages  of  this  approach, 
especially  in  relation  to  effective  auditing  and 
utilization  review,  are  in  need  of  further  study. 

Telephone  Order.  Because  of  the  possible 
need  for  administrative  controls  on  prescrip- 
tions ordered  by  telephone,  it  may  be  appropri- 
ate to  require  indication  of  such  orders  on  drug 
claims.  On  the  other  hand,  it  may  be  possible  to 
review  such  information  during  field  audits. 

Other  Items.  Many  drug  programs  require 
the  pharmacist  to  furnish  special  detailed  data 
when  a  compounded  product  is  dispensed.  Since 
compounding  of  a  prescription  order  at  the 
pharmacy  accounts  for  only  about  2  percent  of 
all  prescriptions,  it  may  be  possible  to  define 
many  such  special  items  in  the  National  Drug 
Code  Directory  and  assign  them  a  unique  code 
number.  Such  standardizing  of  the  identifica- 
tion of  compounded  drugs  would  save  a  consid- 
erable amount  of  time  for  the  vendor.  In  any 
instances  in  which  such  a  simplification  proved 
to  be  impractical,  the  normal  details  concerning 
ingredients  and  perhaps  their  price  would  have 
to  be  submitted  manually  for  claims  purposes, 
but  these  would  be  expected  to  be  relatively 
infrequent. 

Identification  of  the  individual  actually  fill- 
ing the  prescription  would  be  a  valuable  addi- 
tion to  the  claims  record.  To  the  extent  that 


assistants  are  used  to  aid  the  professional  phar- 
macist, the  need  for  such  data  would  probably 
increase. 

Also  useful  would  be  information  to  indicate 
whether  the  prescription  was  dispensed  directly 
to  the  patient,  to  the  patient's  agent,  to  the  pa- 
tient via  the  vendor's  own  delivery  service,  via 
postal  service,  and  the  like. 

Where  the  use  of  electronic  terminals  becomes 
an  important  means  of  claims  transmission,  a 
method  will  have  to  be  found  to  demonstrate 
that  the  patient  actually  received  the  drug.  Cur- 
rent procedures  simply  require  him  to  sign  the 
claim  form.  Since  the  pharmacist  keeps  the 
original  prescription  order  on  file,  it  is  likely 
that  the  patient — or  his  agent — could  sign  the 
order  to  signify  that  a  bonafide  insurance  claim 
had  been  created.  Verification  could  be  a  func- 
tion of  the  auditors. 

/Summary  of  Data  Requirements.  A  tentative 
summary  of  the  data  requirements  which  would 
be  involved  in  the  use  of  one  kind  of  electronic 
terminal  is  illustrated  below.  Included  are  identi- 
fication entries  that  would  be  introduced  into  the 
terminal  by  the  use  of  identification  cards  (per- 
haps similar  to  those  now  used  as  gasoline,  bank, 
or  department  store  credit  cards)  together  with 
essential  keyboard  entries  that  would  be  re- 
quired for  almost  any  drug  insurance  program. 
Also  shown  are  elective  keyboard  entries  that 
might  or  might  not  be  required,  depending  on  the 
program  legislation  and  regulations.  For  the  key- 
board entries,  the  number  of  X's  indicates  the 
number  of  characters — numbers,  letters,  or  both — 
which  presumably  would  be  concerned. 


Data  Requirement  Summary 


Card  Entries 


Vendor  Identification  ■ 


Patient  Identification 


Physician  Identification 


Drug  Identification 


Essential  Keyboard  Entries 
XXX    Reason  for  taking  drug  (code) 
XXX    Quantity  dispensed 
XXX    Duration  of  drug  supply 
XX    Date  dispensed  6 

Elective  Keyboard  Entries  c 
X    Refill  status 
XX    Date  prescription  originated 
XXXX    Drug  price 
XXXXXX    Prescription  number 
X    Telephone  order 


"  Identification  of  the  vendor  could  be  built  into  the 
terminal. 

b  Three  alternatives  are  possible:  (1)  if  the  station 
were  polled  at  the  close  of  each  business  day,  this  item 
could  be  omitted;  (2)  day  of  the  week  could  be  indicated 
by  a  one-character  code,  or  day  of  the  month  by  a  two- 


character  code;  (3)  a  special  unit  to  record  the  date  could 
be  built  into  the  terminal,  with  the  vendor  required  to 
set  this  unit  at  the  start  of  each  business  day. 

c  As  may  be  required  by  program  legislation  or  regula- 
tions. 
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In  addition  to  the  foregoing,  the  program  ad- 
ministrator would  be  expected  to  record  and  be 
able  to  retrieve  such  data  as  (1)  date  of  claim  re- 
ceipt, (2)  date  of  claim  payment,  (3)  amount  of 
payment,  (4)  basic  statistics  on  program  partici- 
pants— prescribers,  vendors,  and  beneficiaries — 
and  (5)  any  additional  information  required 
under  the  actual  legislative  features  of  the 
program. 

Program  Regulations 

In  a  number  of  existing  domestic  and  foreign 
drug  programs,5  it  has  been  found  desirable  or 
essential  to  establish  regulations  aimed  at  reduc- 
ing program  costs  or  improving  program  adminis- 
tration. In  designing  a  drug  insurance  program 
under  Medicare,  these — and  other  possible  alter- 
natives— deserve  consideration. 

Amount  of  Drug  Supplied.  In  order  to  con- 
trol various  problems  that  may  arise  under  a 
prescription  drug  program,  the  amount  of  the 
drug  supplied — whether  for  acute  or  chronic 
illness — may  be  restricted  by  regulations.  At 
least  five  possible  alternatives  may  be  discussed. 

The  program  could  stipulate  no  restrictions 
on  quantity,  and  provide  reimbursement  for  any 
amount  of  the  drug  supplied.  Such  an  approach 
would  presumably  be  endorsed  by  most  prescrib- 
ers, vendors  and  beneficiaries.  The  experience  of 
State  Medicaid  drug  programs,  however,  sug- 
gests that  unrestrictive  drug  prescribing  without 
effective  peer  review  leads  to  excessive  quanti- 
ties of  prescribed  drugs  and  to  increasing  pro- 
gram costs  which  may  not  be  justified  by  clini- 
cal needs. 

The  program  could  allow  the  quantity  to  be 
determined  at  the  discretion  of  the  patient,  thus 
allowing  him  to  purchase  smaller  amounts  than 
the  prescribed  quantity  (presumably  conserving 
his  own  funds)  or  to  purchase  larger  than  the 
prescribed  amount  (presumably  to  take  advan- 
tage of  a  possible  quantity  discount).  Aside 
from  the  obvious  clinical  hazards  in  such  an 
approach,  and  the  equally  obvious  incentives  to 
fraud,  this  method  is  prohibited  by  Federal  and 
State  laws.  These  laws  allow  the  patient  to  de- 
cide only  to  purchase  or  not  to  purchase  the 
drug  in  the  quantity  ordered  by  his  physician. 

Some  programs  refuse  to  pay  for  a  drug  sup- 
ply (except  for  some  maintenance  drugs)  that 

6  "Current  American  and  Foreign  Programs,"  op.  oit., 
passim. 


exceeds  a  limit  of  5,  12,  34  or  other  fixed  num- 
ber of  days.  This  maximum-amount  restriction 
has  apparently  been  instituted  to  prevent  ex- 
cessive use,  and  to  restrain  beneficiaries  who 
might  be  inclined  to  share  the  drug  benefits  with 
ineligible  persons.  It  should  also  be  recognized, 
however,  that  this  approach  neglects  the  medi- 
cal and  economic  needs  of  those  patients  who 
should  receive  a  supply  of  drugs  larger  than 
that  allowed  by  some  arbitrary  regulation.  A 
more  logical  alternative  would  be  controlling 
patient  abuse  as  a  function  of  the  claims  proc- 
essing method,  with  the  computer  used  to  cal- 
culate when  the  drug  supply  is  likely  to  be  ex- 
hausted and  to  identify  deviant  cases  for  in- 
vestigation. 

Instead  of  limiting  the  drug  supply  to  a 
maximum  amount,  regulations  could  be  estab- 
lished to  encourage  physicians  to  write  prescrip- 
tions for  large  amounts — such  as  for  a  90-day 
supply  or  more.  Such  a  minimum- amount  re- 
striction would  be  inconsistent  with  (1)  the 
need  for  patient  adjustment  to  the  most  effec- 
tive dosage  form  and  strength  when  certain 
drugs  are  given,  (2)  the  need  to  change  medica- 
tions because  of  adverse  drug  reaction,  (3)  the 
use  of  a  limited  drug  supply  to  induce  a  patient 
to  return  to  his  physician  for  re-evaluation  of 
his  medical  condition,  and  (4)  the  possibility 
that  the  drug  may  deteriorate  after  a  relatively 
short  time.  In  addition,  this  minimum-amount 
restriction  would  aggravate  the  problem  of 
drug  wastage. 

It  appears  that  neither  an  arbitrary  maxi- 
mum-amount restriction  nor  a  minimum-amount 
restriction  could  be  expected  to  achieve  the  best 
results  in  improving  health  care  at  minimum 
cost.  The  variables  concerning  the  different  ben- 
eficiaries involved,  the  types  of  drugs  prescribed, 
and  the  nature  of  the  illnesses  under  treatment 
are  so  numerous  and  complex  that  no  single  ad- 
ministrative regulation  would  be  justified.  For 
example,  it  might  be  arbitrarily  decided  that 
such  drugs  as  digitalis,  thyroid  and  tolbutamide 
could  be  dispensed  for  any  patients  in  amounts 
appropriate  for  90  days  of  treatment  or  more, 
and — on  equally  arbitrary  grounds — that  such 
drugs  as  prednisone,  secobarbital  and  tetra- 
cycline could  be  dispensed  for  no  more  than  a 
30-day  period.  Because  of  the  many  variables 
involved,  however,  such  an  approach  with  either 
a  single  maximum  or  a  single  minimum  amount 
could  well  lead  to  serious  difficulties.  Further 
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study  would  obviously  be  required  to  establish 
any  regulations  or  guidelines  concerning  quanti- 
ties for  covered  drugs. 

Instead,  it  seems  that  only  an  organized,  sys- 
tematic professional  peer  review — based  upon 
solid  statistical  data,  and  including  analyses  of 
reports  on  the  medical  condition  of  individual 
patients — would  be  most  likely  to  be  meaningful 
in  any  evaluation  of  drug  quantity  problems. 
Such  an  approach  would  permit  a  variety  of 
solutions  to  be  used  at  different  levels  to  deal 
with  specific  problems  that  may  arise.  It  would 
permit  appropriate  assignment  of  responsibili- 
ties to  the  physician,  the  vendor,  and  the  patient, 
respectively,  as  may  be  required. 

Time  Lapse  After  Origination  of  Prescrip- 
tion. In  an  effort  to  minimize  the  dispensing  of 
prescriptions  which  are  no  longer  needed  by  a 
patient,  some  programs  provide  that  (1)  drugs 
for  acute  conditions  are  not  eligible  for  reim- 
bursement if  the  original  prescription  order  was 
filled  more  than  three  days  after  the  prescrip- 
tion was  written,  and  (2)  drugs  for  chronic 
conditions  are  ineligible  if  the  prescription  order 
was  presented  more  than  seven  days  after  origi- 
nation. Other  programs  impose  limitations  of 
up  to  10  days,  regardless  of  whether  the  drug 
is  for  an  acute  or  a  chronic  illness. 

These  approaches  deserve  further  study .a 
Refills  and  Renewals.  A  prudent  policy  on 
refills  and  renewals  can  influence  both  the  qual- 
ity of  patient  care  and  the  cost  of  a  drug  pro- 
gram. One  physician,  for  example,  has  noted  that 
unneeded  renewals  under  State  welfare  drug 
programs  are  "a  major  part  of  the  excess  cost 
problem."  G  Another  aspect  of  the  problem  has 
been  described  as  follows : 

".  .  .  Many  patients  are  required  to  return 
for  unnecessary  physician  visits  merely  to 
have  prescriptions  renewed  that,  had  they 
been  cared  for  in  the  private  sector,  would 
have  been  attended  to  without  the  need  for 
returning  to  see  a  physician.  Not  only  is  this 
a  costly  procedure  in  that  a  physician  fee  is 
developed  by  the  return  visit,  but  also  there 
is  a  very  significant  factor  in  emphasis  as 
regards  the  health  of  the  patient;  either  we 
make  the  patient  independent  and  therefore 


a  For  one  analysis  of  the  drug  wastage  problem,  see 
"A  Fortune  Wasted  on  Never  Taking  Drugs,"  Medical 
News  166 :  4  (Dee.  10,  1965) . 

8  Montgomery,  Burtis  E. :  "Drugs :  The  Medical  Care 
Program's  Biggest  Headache,"  Illinois  Medical  Journal 
128:  614  (Dec.  1965). 


health  conscious  regardless  of  what  disease  he 
has  or  we  develop  a  system  that  causes  de- 
pendency and  disease  orientation  on  his 
part."  7 

Still  another  aspect  of  the  problem  concerns 
the  role  of  pharmacists,  many  of  whom  appar- 
ently prefer  a  "no  refill"  policy  since  this  would 
free  them  from  the  obligation  of  discussing  with 
patients  why  the  number  of  refills  had  been  re- 
stricted by  the  physician.  Yet  where  restrictions 
have  been  placed  on  "refills"  by  State  drug  pro- 
grams, it  is  believed  that  pharmacists  often  by- 
pass such  regulations  by  means  of  "renewals." 

At  least  four  program  alternatives  seem 
possible : 

1.  Disregard  the  problem  and  let  current 
practice  prevail. 

2.  Establish  a  policy  of  no  refills  and  no 
renewals. 

3.  Require  that  every  prescription  eligible 
for  insurance  coverage  must  carry  an  in- 
dication from  the  physician  concerning 
the  number  of  authorized  refills,  if  any. 
Further,  the  program  could  take  the  po- 
sition of  refusing  to  pay  for  refills  when 
the  original  order  had  been  too  long  be- 
fore— for  example,  90  or  180  days.  Once 
the  time  limit  had  passed,  the  patient 
would  need  to  be  re-examined  by  the  phy- 
sician before  a  renewal  of  the  prescrip- 
tion could  be  issued.  Different  time 
periods  might  be  established  for  chronic 
and  acute  conditions. 

4.  A  fourth  alternative  might  rely  upon 
approach  (3)  above,  coupled  with  re- 
ferral of  any  problems  to  a  utilization 
review  committee.  Profiles  and  standards 
could  be  developed  on  drug  classification, 
the  use  of  specific  drugs,  and  similar  fac- 
tors, and  studies  could  then  be  conducted 
to  develop  refill  and  renewal  policies  best 
suited  to  yield  maximum  health  care  at 
the  lowest  practical  cost. 

Prescription  Blanks.  In  designing  a  Medicare 
drug  program,  special  attention  must  be  directed 
to  several  problems  concerning  prescription 
blanks. 

One  aspect  was  discussed  in  a  recent  report : 
"Furnishing  signed  prescription  pads  to 

7  Breslow,  Irwin  H. :  "Notes  on  a  Medical  Utilization 
Review  Procedure  Under  a  Drug  Insurance  Program." 
A  paper  especially  prepared  for  the  Social  Security  Ad- 
ministration, Oct.  9, 1967,  p.  8. 
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drugstores  constitutes  'unprofessional  con- 
duct,' the  Connecticut  State  Medical  Society 
warns  members,  and  could  lead  to  suspen- 
sion of  a  doctor's  license.  Several  physicians 
who  supplied  the  signed  pads  to  pharma- 
cists, reports  the  society,  defended  their  ac- 
tion on  the  ground  that  it  saved  time  with 
telephoned  prescriptions  and  in  welfare 
cases  where  duplicate  forms  are  required. 
The  Connecticut  society's  stand  was  backed 
by  an  AMA  spokesman.  There  can  be  no 
justification   for   pre-signed  prescription 
blanks,  says  the  AM  A,  because  of  the  danger 
of  their  misuse."  8 
Still  another  problem  arises  from  the  practice 
of  pharmacists  who  furnish  pre-printed  pre- 
scription forms  free  of  charge  to  physicians. 
Because  of  the  potential  abuse  of  this  advertis- 
ing scheme,  it  would  seem  that  any  insurance 
program  might  well  disallow  prescriptions  writ- 
ten on  such  forms. 

The  latter  difficulty — and  others — could  be 
resolved  if  the  administrator  for  a  Medicare 
drug  insurance  program  (or  other  organization) 
pre-printed  standard  prescription  forms,  sup- 
plied them  free  of  charge  to  physicians  and 
other  prescribers,  and  then  required  their  use 
for  program  beneficiaries.  It  is  possible  that  a 
well-designed  form,  meeting  the  requirements 
of  essentially  all  government  and  private  drug 
insurance  plans,  could  be  voluntarily  adopted 
and  used  by  physicians  for  all  their  patients. 

Such  a  form  could,  by  the  use  of  appropriate 
check-off  boxes,  enable  the  physician  to  authorize 
the  pharmacist  to  dispense  a  low-cost,  high- 
quality,  generic-name  drug  in  place  of  any  more 
costly  brand-name  drug  that  was  actually  pre- 
scribed. Such  authorization  is  widely  used  by 
some  governmental  drug  insurance  programs 
and  by  many  hospitals.9-10 

Vendor  Agreements.  If  substantial  reliance 
were  to  be  placed  on  drug  vendors  in  the  proc- 
essing of  drug  benefit  claims  and  in  reimburse- 
ment, it  is  contemplated  that  vendors — like  the 
providers  of  service  under  the  present  Medicare 
law — would  be  able  to  participate  in  the  drug 
program  only  if  they  entered  into  an  agreement 
to  do  so  with  the  Secretary  of  Health,  Educa- 


8  Medical  World  News  8 :81  ( September  22,  1967) . 

9  "Current  American  and  Foreign  Programs,"  op.  cit., 
passim. 

10  Task  Force  on  Prescription  Drugs :  "The  Drug  Pre- 
scribers," U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  p.  48. 


tion  and  Welfare.  They  would  have  to  agree  (1) 
to  accept  certain  limits  on  the  amounts  they 
would  charge  program  beneficiaries,  (2)  to  sub- 
mit bills  with  such  frequency  and  in  such  form 
as  may  be  specified,  (3)  to  make  available  drug 
and  prescription  records  for  drug  audits,  (4)  to 
keep  such  checks  on  the  accuracy  of  the  dis- 
pensing of  prescriptions  as  may  be  provided 
under  regulations,  and  (5)  to  meet  such  other 
conditions  of  health  and  safety  as  may  be  pro- 
vided in  regulations. 

As  drug  vendors  under  such  a  program,  it 
would  seem  feasible  to  include  community,  mail- 
order and  hospital  outpatient  pharmacies, 
clinics,  those  extended  care  facilities  which  de- 
sired to  act  as  drug  vendors,  and,  in  certain 
cases,  dispensing  physicians. 

Physicians  could  be  permitted  to  act  as  drug 
vendors  in  the  program  only  under  certain  con- 
ditions established  by  the  Secretary.  In  deter- 
mining reimbursement  of  such  a  dispensing 
physician,  consideration  would  be  given  among 
other  factors  to  the  extent  of  any  other  profes- 
sional sendees  he  performed  at  the  time  he  dis- 
pensed the  drug,  and  of  any  charges  he  made  for 
those  services;  that  is,  the  physician  would  not 
be  reimbursed  both  for  a  dispensing  charge  as 
part  of  his  "reasonable  charges"  as  defined  in 
the  present  Medicare  law  for  professional  serv- 
ices, and  also  for  a  dispensing  allowance  in  his 
capacity  as  a  drug  vendor.  Any  dispensing  phy- 
sician participating  in  the  drug  program  would 
be  required,  like  any  other  vendor,  to  make 
available  his  records  for  drug  audits. 

Use  of  Nongovernmental  Carriers.  If  a  new 
drug  benefit  is  added  to  the  Medicare  program, 
administrative  responsibility  would  presumably 
rest  with  the  Secretary  of  Health,  Education, 
and  Welfare,  with  a  primary  delegation  of  au- 
thority to  the  Social  Security  Administration. 
As  the  legislative  specifications  develop  for  the 
new  program,  and  as  the  many  complex  prob- 
lems of  designing  the  most  feasible  administra- 
tive methods  are  resolved,  it  may  prove 
desirable  to  enlist  the  assistance  of  private  in- 
surance groups  or  other  nongovernmental  orga- 
nizations to  serve  as  regional  or  nationwide 
carriers. 

The  possible  use  of  such  organizations  and 
their  specific  functions  would  depend  to  a  large 
extent  on  the  resolution  of  other  important  ad- 
ministrative questions.  For  example,  the  nature 
of  the  automated  data  processing  system  used  in 
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administering  the  drug  benefit  would  have  an 
important  bearing  on  the  delegation  of  func- 
tions to  outside  organizations.  Also  important 
would  be  the  experience  and  proficiency  devel- 
oped by  various  nongovernmental  organizations 
in  administering  drug-benefit  claims. 

Relation  to  Other  Drug  Programs 

In  designing  a  Medicare  drug  program,  major 
consideration  would  need  to  be  given  to  its  relation 
to  other  drug  insurance  programs,  and  to  other 
activities  involving  drug  use. 

As  noted  above, a  an  automated  claims  processing 
system  for  Medicare  should  be  developed  so  that 
it  would  be  compatible  with  systems  used  by  other 
drug  programs,  including  those  of  Medicaid  and 
other  Federal  programs,  and  perhaps  those  devel- 
oped for  nongovernmental  programs. 

In  addition,  it  would  be  beneficial  to  develop 
consistent  administrative  regulations  wherever 
feasible.  In  this  respect,  coordination  of  Medicare 
and  Medicaid  programs  would  be  particularly 
important,  both  to  minimize  costs  and  to  aid  par- 
ticipants in  understanding  their  respective  benefits 
and  responsibilities.  Major  factors  calling  for 
study  in  such  Medicare-Medicaid  coordination 
would  include  (1)  use  of  the  same  or  similar  auto- 
mated data  processing  system,  (2)  use  of  a  uniform 
reporting  system  and  standardized  language,  (3) 
use  of  the  same  or  similar  methods  for  determin- 
ing and  communicating  participant  eligibility,  (4) 
use  of  the  same  regulations  on  refills,  quantities  of 
drugs  supplied,  etc.,  (5)  use  of  the  same  formula 
for  vendor  reimbursement,  (6)  use  of  the  same 
or  similar  approaches  for  utilization  review,  (7) 
use  of  coordinated  field  audits,  and  (8)  use  of  the 
same  formulary. 

It  is  possible  that  other  drug  insurance  pro- 
grams— such  as  those  of  private  insurance  com- 
panies^— might  use  compatible  data  processing 
systems,  but  it  does  not  seem  likely  that  they 

*  See  p.  42. 


would  necessarily  utilize  administrative  regula- 
tions similar  to  those  for  government  programs. 

Another  value  of  a  Medicare  drug  insurance 
program,  especially  if  it  included  a  highly  sophis- 
ticated automated  claims  processing  system,  would 
be  its  use  to  attain  goals  not  directly  related  to 
drug  insurance.  Among  such  applications  are 
these. 

•  With  the  utilization  of  a  special  computer, 
the  systems  network  for  forwarding  drug 
claims  could  be  used  to  transmit  reports  on 
adverse  drug  reactions. 

•  The  system  could  likewise  be  used  to  facili- 
tate drug  recalls.6  The  coding  identification 
base  would  help  in  tracing  products  that 
must  be  returned  to  the  manufacturer,  while 
the  insurance  mechanism — taking  advantage 
of  the  same  code — would  help  identify  the 
products  and  pinpoint  the  locations  where 
they  have  been  dispensed.  With  an  appropri- 
ate system,  drug  recall  information  could  be 
sent  very  quickly  to  practically  every  vendor 
in  the  United  States,  or  to  those  in  any  specific 
area  in  which  the  products  in  question  were 
thought  to  have  reached  the  retail  level. 

•  The  Medicare  data  processing  system  could 
fill  a  role  in  implementing  poison  control 
operations.  Further  studies  are  needed. 

•  Additional  studies  are  required  to  determine 
how  the  data  processing  system  could  be 
utilized  as  part  of  inventory  control  opera- 
tions for  drugstores  and  other  vendors. 

•  One  of  the  most  valuable  dividends  of  the 
program  would  be  the  information  obtained 
on  drug  prescribing  in  relation  to  the  social 
and  health  characteristics  of  the  elderly.  This 
information,  available  from  statistics  gener- 
ated through  the  program,  could  have  signifi- 
cant value  to  physicians  and  health  planners 
in  developing  future  programs  of  health  care. 

b  Several  aspects  of  this  problem  are  outlined  in  the 
Journal  of  the  American  Pharmaceutical  Association 
7:  569-590  (Nov.  1967). 
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CHAPTER  7 

CLASSIFICATION  AND  CODING 


A  classification  and  identification  scheme  is 
an  integral  part  of  any  common  language  devel- 
oped for  describing  pharmaceutical  preparations, 
devices  and  other  medical  supplies  prescribed  for 
recipients  of  medical  care. 

The  need  for  such  a  common  language— 
especially  a  machine-readable  language — has  been 
clearly  recognized : 

"Use  of  a  common  language  will  facilitate  the 
development  of  compatible  systems  for  the 
rapid  and  total  exchange  of  drug  information 
by  telephone,  television,  phototelegraphy,  or 
other  rapid  electronic  means  both  nationally 
and  internationally."  1 

Wherever  the  cost  of  prescription  drugs  is  to 
be  covered  for  outpatients  under  any  govern- 
mental or  other  insurance  program,  the  necessity 
for  consensus  on  classification,  coding  and  identi- 
fication of  drug  products  is  apparent.  A  common 
system  of  communicating  the  minimum  basic 
information  on  pharmaceutical  preparations  is 
essential  in  the  interests  of  both  rational  drug 
utilization  and  program  economy. 

If  prescription  drug  benefits  are  to  cover  all 
welfare  beneficiaries  in  the  50  States,  and  all  out- 
patient beneficiaries  under  Medicare,  a  minimum 
of  300  million  prescriptions  could  be  involved  each 
year.  The  administrative  and  accounting  costs  for 
processing  such  a  mass  of  prescriptions  without  a 
universal  coding,  classification  and  identification 
system  would  inflate  total  program  costs  beyond 
acceptable  limits. 

Classification 

To  find  methods  of  coping  with  this  problem, 
the  Task  Force  staff  appointed  an  ad  hoc  joint 
committee  on  classification  and  coding  which 
began  a  series  of  meetings  in  July  1967.  Ap- 
pointees to  this  committee  included  representa- 
tives of  the  American  Medical  Association,  the 
National  Library  of  Medicine,  the  United  States 
Pharmacopeia,  the  National  Formulary,  the  Food 
and  Drug  Administration,  the  American  Society 
of  Hospital  Pharmacists,  the  Drug  Information 

1  Martin,  Eric  W. :  Presidential  Address,  Drug  Informa- 
tion Association,  Washington,  D.C.,  October  9,  1965. 


Association,  the  National  Pharmaceutical  Coun- 
cil, and  the  Pharmaceutical  Manufacturers  Asso- 
ciation, as  well  as  various  universities  and  State 
agencies. 

A  subcommittee  on  classification  was  asked  to 
develop  criteria  for  classifying  drugs  in  order 
to  create  a  system  whereby  pharmaceutical  prepa- 
rations could  be  identified,  and  desired  data 
stored  and  retrieved  by  means  of  existing  and 
planned  electronic  data  processing  techniques  and 
equipment. 

During  the  course  of  the  many  committee  and 
subcommittee  meetings,  other  experts  from  vari- 
ous fields  were  invited  to  sit  with  the  Task  Force 
committee.  This  multi-disciplinary  group  evalu- 
ated all  of  the  major  classification  schemes  cur- 
rently in  use  by  professional  and  trade  associations, 
Federal  and  State  governments,  and  various 
proprietary  organizations.  All  of  these  involved 
what  were  considered  to  be  undesirable  charac- 
teristics, such  as  the  indiscriminate  and  excessive 
use  of  "miscellaneous"  categories. 

Based  on  a  desire  to  relate  cost  analysis  and 
utilization  studies  to  "how"  and  "why"  drugs  and 
other  products  are  being  used,  the  new  classifi- 
cation scheme  was  designed  to  accommodate 
products  by  categories  reflecting  their  actual  thera- 
peutic intent.  This  version  places  drugs  in  multiple 
settings,  and  permits  final  data  collection  reflect- 
ing these  settings  and  providing  cost  breakdowns 
according  to  actual  drug  usage. 

The  final  proposed  classification — the  result  of 
eight  revisions — contains  26  major  headings  and 
various  subheadings  as  recommended  by  the  clas- 
sification committee.  In  addition,  each  major 
heading  carries  a  definition  to  clarify  further  the 
intended  content  of  a  specific  category. 

The  major  headings  are  as  follows  (the  com- 
plete list  of  headings  and  subheadings,  and  the 
respective  definitions,  are  presented  at  the  end 
of  this  chapter)  : 

A  A  Anti  allergies 
A  Anti-infectives 

AD  Antidotes,  deterrents  and  poison  control 

agents 
CA  Antineoplastics 
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AU  Autonomics 

CV  Cardiovascular  drugs 

N    Central   and  peripheral   nervous  system 
drugs 

DN  Dental  and  oral  drugs 
DE  Dermatologies 

DP  Devices,  prosthetics  and  other  medical  sup- 
plies 
DG  Diagnostics 
ET  Ear,  nose  and  throat  drugs 
EN  Enzymes  and  coenzymes 
GA  Gastrointestinal  drugs 
GE  Genital  system  drugs 
HE  Hematics 

HM  Hormones,  synthetic  substitutes  and  antag- 
onists 
MM  Immunologicals 

M    Metabolics,  electrolytes,  calorics  and  nu- 
trients 

MU  Musculoskeletal  drugs 

TH  Ophthalmics 

PA  Pharmaceutic  aids 

PY  Psychopharmacologics 

RA  Radiopharmaceuticals,  radiation  sensitizers 

and  protectives 
RE  Respiratory  drugs 
UR  Urinary  system  drugs 

In  developing  the  classification,  an  effort  was 
made  to  utilize  mainly  headings  and  major  sub- 
headings— that  is,  to  keep  the  classification  in  the 
first  and  second  levels  of  hierarchy.  In  only  a  few 
instances  was  it  necessary  to  extend  into  the  third 
level  to  accommodate  a  particular  category.  This 
enables  a  variety  of  users  of  the  system  to  sub- 
divide further  as  their  needs  dictate,  but  the  com- 
mon point  of  reference  would  always  be  retained 
at  the  second  or  third  hierarchical  level.  Exam- 
ples of  the  first  and  second  level  classification,  and 
of  the  first  through  the  third,  respectively,  are 
the  following : 


First  level 
Second  level 

First  level 
Second  level 

Third  level 


CV    Cardiovascular  drugs 

ICV1  Antiarrhythmics 
CV2  Antihypertensives 
Etc. 

A  Anti-infectives 

Al  Antibacterials 

AlA    General  anti- 


A1B 
A1C 
Etc. 


bacterials 
Leprostatics 
Tuberculostatics 


In  none  of  the  26  categories  was  it  necessary  to 
use  a  "miscellaneous"  heading  at  any  level.  This 


bears  out  the  belief  of  the  subcommittee  that  each 
drug  product  is  applied  with  a  specific  thera- 
peutic intent  and  must  be  classified  accordingly. 
From  the  standpoint  of  statistical  and  reporting 
requirements,  it  apears  essential  that  no  product 
be  buried — by  default  or  design — under  a  "miscel- 
laneous" heading. 

Approximately  1,000  copies  of  the  seventh  revi- 
sion were  circulated  among  user  groups  represent- 
ing a  cross  section  of  State  and  Federal  agencies, 
professional  and  trade  organizations,  and  private 
individuals.  Changes  proposed  in  the  seventh  re- 
vision have  been  incorporated  in  the  eighth  revi- 
sion which  is  presented  here,  and  which  has  also 
been  distributed  for  further  field  tests  in  several 
nongovernmental  and  Federal  programs.  After 
the  completion  of  these  extensive  field  trials  in 
various  settings,  recommended  changes  will  be 
evaluated  by  the  classification  committee,  and 
necessary  modifications  made  in  the  ninth  and  pre- 
sumably final  revision.  It  is  anticipated,  however, 
that  the  present  eighth  revision  will  be  acceptable 
for  use  in  the  Title  XIX  program  as  well  as  in 
other  Federally-sponsored  programs  where  classi- 
fication and  identification  of  drug  products  is 
necessary. 

Coding 

Surveys  by  the  Task  Force  ad  hoc  committee  on 
drug  coding  clearly  revealed  the  need  of  various 
drug  programs — State  vendor  drug  programs  and 
others — for  a  common  drug  code  for  use  in  the  re- 
porting, payment,  and  review  of  vendor  drug 
claims  by  means  of  electronic  data  processing 
equipment.  A  similar  need  was  expressed  by  major 
drug  producers  and  wholesalers. 

In  general,  it  appeared,  all  the  groups  involved 
in  these  programs  required  three  items  of  drug 
product  information — manufacturer;  drug  name, 
dosage  form  and  strength;  and  package  size.  Al- 
though additional  refinements  and  requirements 
were  indicated,  it  was  widely  agreed  that  such  addi- 
tional information  should  probably  be  retrievable 
from  a  central  information  file  supplied  and  used 
by  the  organization  requiring  the  data. 

To  design  a  system  that  would  accommodate  the 
needs  of  most  or  all  potential  users,  the  committee 
studied  several  approaches.  Of  particular  import- 
ance was  the  problem  of  a  "short  code"  versus  a 
"long  code." 

•  The  need  for  a  short  product  code  number  was 
stressed  by  pharmacy  administrators  of  the 
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State  Medicaid  programs  that  handled  the 
bulk  of  Medicaid  prescriptions  throughout 
the  Nation.  Most  of  such  States  were  using  a 
four-  or  five-digit  configuration  in  their  com- 
puter operations.  Imposition  of  a  requirement 
for  additional  digits  in  these  systems  would 
necessitate  complete  reformation  of  all  their 
computer  programs,  at  considerable  expense 
to  the  States  and  the  Federal  Government. 

•  On  the  other  hand,  use  of  a  short  or  random 
number  (sometimes  known  as  an  "idiot  num- 
ber") as  a  computer  identification  would  be 
valueless  to  those  organizations  that  had  no 
computer  capability. 

•  Finally,  some  organizations — notably  manu- 
facturing and  distributing  groups — expressed 
a  need  for  a  longer  number,  with  at  least  nine 
digits,  to  provide  for  adequate  product  identi- 
fication and  to  be  compatible  with  existing 
systems. 

In  November  1968,  agreement  was  finally 
reached  on  a  nine-digit  code  as  the  basis  of  the  pro- 
posed coding  system.  The  concensus  was  achieved 
among  members  of  the  National  Drug  Trade  Con- 
ference, the  Pharmaceutical  Manufacturers  As- 
sociation, the  National  Wholesale  Druggists 
Association,  the  Task  Force,  and  the  representa- 
tives of  various  State  vendor  drug  programs.  In 
order  to  assist  in  the  prompt  development  and  im- 
plementation of  the  new  National  Drug  Code,  the 
various  manufacturers  and  trade  groups — either 
individually  or  collectively — have  offered  techni- 
cal assistance  to  those  States  currently  administer- 
ing or  developing  a  Title  XIX  program. 

Basis  of  the  system  is  a  3^—2  drug  code  format 
to  provide  the  three  major  items  of  identification. 

Manufacturer.  The  first  three  digits  will  be  used 
to  identify  the  final  labeler  of  the  product.  In 
most  cases,  the  labeler  will  also  be  the  product 
manufacturer.  For  purposes  of  product  identifica- 
tion in  an  effective  drug  recall  system,  however, 
the  code  must  indicate  the  name  of  the  labeler.  The 
prime  manufacturer  of  a  product  repackaged  and 
labeled  by  another  company  must  be  identified  by 
batch  and  lot  number. 

The  three-digit  labeler  or  manufacturer  number 
will  be  assigned  by  the  Food  and  Drug  Adminis- 
tration. 

Drug  Product.  As  many  as  four  characters  may 
be  used  to  identify  product  name,  dosage  form  and 
strength.  The  labeler  or  manufacturer  may  select 
this  portion  of  the  code. 


A  drug  will  have  the  same  identification  num- 
ber whether  listed  under  its  brand  name,  or  under 
its  generic  name  and  the  name  of  the  manufacturer. 

Package  Size.  Two  numeric  characters  will 
serve  to  identify  all  package  sizes  of  a  particular 
dosage  form  and  strength  as  marketed  by  each 
manufacturer.  The  two-digit  code  will  be  assigned 
by  the  manufacturer.  Future  plans  call  for  a  co- 
ordinated industry-wide  effort  to  develop  a  stand- 
ardized package  code.  Officials  of  the  Pharmaceu- 
tical Manufacturers  Association  have  pointed  out 
the  complexities  of  developing  such  a  code,  but 
have  expressed  a  desire  to  cooperate  with  the  Fed- 
eral Government  in  resolving  the  problem. 

The  format  of  the  drug  code  may  be  shown  as 
follows : 


<t> 

H 

2 

6 

(It  will  be  noted  that  when  an  identification  num- 
ber occupies  less  than  the  total  of  allotted  spaces, 
it  is  always  right-justified,  and  the  appropriate 
number  of  leading  zeros  is  inserted.) 

The  National  Drug  Code  number  would  appear 
in  a  designated  position  on  the  label  in  this  form : 

999-H26-14 

It  would  be  interpreted  as  follows : 

999 — John  Doe  and  Sons 

H26 — Xerocillin,  50-mg.  tablets 

14—bottle  of  100 

In  the  case  of  future  products,  it  is  presumed 
that  drug  identification  numbers  will  be  assigned 
at  the  time  a  New  Drug  Application  is  approved. 

The  nine-digit  code,  with  appropriate  use  of 
numbers  and  letters  in  combination,  would  enable 
as  many  as  27,000  manufacturers  to  identify  some 
800,000  different  products  apiece. 

Since  the  drug  identifying  number  would  be 
necessary  in  computerized  processing  of  vendor 
drug  claims,  it  has  been  suggested  that  FDA 
product  registration  and  the  development  of  a  com- 
puter-based product  identification  number  be  spec- 
ified as  requirements  for  inclusion  of  any  product 
as  a  covered  drug  in  any  public  assistance  drug 
program.2 

It  has  likewise  been  suggested  that  implementa- 
tion of  the  National  Drug  Code  system  would 


2  Jeffries,  Seymour  B. :  "GMP,  One  Solution  is  the  Com- 
puter," Drug  and  Cosmetic  Industry  103  (No.  3)  :  56 
(Sept.  1968). 
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make  it  desirable  or  necessary  for  drug  manufac- 
turers to  review  and  renumber  their  master  formu- 
las, submitting  new  product  identification  code 
numbers  to  avoid  confusion,  and  to  review  and 
in  some  cases  modify  their  quality  control  and 
production  work  sheet  forms,  their  batch  number 
practices,  their  recordkeeping  methods,  and  their 
protocol  procedures.  At  the  same  time,  procedures 
for  raw  materials  procurement,  inventory,  and 
other  recordkeeping  methods  would  need  review 
and  revision.3 

Drug  wholesalers  have  suggested  that  the  iden- 
tifying code  number  will  eventually  be  used  in  all 
ordering,  assembling,  inventory  management,  and 
billing  of  all  drugs. 

Product  labels  would  need  to  be  redesigned  to 
include  the  identifying  code  number  so  that  the 
dispensing  pharmacist  would  need  look  only  to 
the  label  for  the  number  he  must  have  for  all  Medi- 
care or  Medicaid  billing  purposes. 

Finally,  drug  makers  would  have  to  set  up  ap- 
propriate procedures  for  handling  and  transmit- 
ting substantive  changes  in  labeling  information 
and  new  code  number  assignments  so  that  the  FDA 
product  data  file  will  be  kept  up-to-date. 

Unit  Dose  Identification 

The  inability  to  obtain  rapid  identification  of 
individual  tablets  or  capsules  in  unlabeled  drug 
containers — or  carried  loose  in  an  envelope  or 
pocketbook — has  been  a  matter  of  serious  concern 
to  physicians  attempting  to  leam  which  medica- 
tions their  new  patients  may  have  been  taking.  It 
has  been  even  more  serious  in  coping  with  acci- 
dental poisonings  or  attempted  suicide. 

Widespread  use  of  the  proposed  National  Drug 
Code  described  above  could  have  significant  value 
in  such  cases  if  the  code  number  were  required  to 
appear  not  only  on  both  the  commercial  package 
label  as  distributed  to  vendors  and  on  the  pre- 
scription label  as  distributed  to  patients,  but  also 
on  each  capsule  and  tablet.  A  number  of  manu- 
facturers are  already  imprinting  a  numbered  code 
on  their  capsules  and  other  finished  unit  dosage 
products,  and  others  have  announced  their  inten- 
tion to  follow  suit. 

3  Ibid. 


National  and  International  Systems 

The  proposed  new  classification  and  identifica- 
tion systems  could  well  be  used  in  an  international 
adverse  drug  reaction  reporting  system.  The 
Chemical  Abstract  Service  number  currently  as- 
signed to  all  foreign  drug  entities  could  be  added 
to  the  central  computer  file,  and  used  as  the  ref- 
erence point  in  correlating  all  national  and  in- 
ternational data  on  adverse  reactions. 

To  implement  such  an  application,  the  Task 
Force  staff  has  been  meeting  with  representatives 
of  the  Canadian  Government  and  of  the  World 
Health  Organization  to  coordinate  coding  and 
classification  efforts.  Procedures  are  being  devel- 
oped to  identify  the  country  of  origin  of  drug 
products,  especially  when  these  products  are  car- 
ried in  unlabeled  containers. 

The  new  classification  and  coding  systems  could 
likewise  play  a  valuable  role  in  improving  drug 
utilization  review  studies.3  Now,  with  the  lack 
of  a  common  language,  most  of  the  reporting  agen- 
cies— Federal  and  State  programs  and  private 
insurance  company  operations — employ  different 
identification  and  classification  schemes,  and  con- 
sequently produce  drug  use  and  drug  cost  data 
that  are  not  readily  comparable  or  meaningful  out- 
side of  the  originating  agency. 

Drug  Code  Directory 

As  pointed  out  above,b  the  effective,  rapid  and 
accurate  processing  of  drug  claims  data  requires 
that  vendors  and  program  administrators  be  able 
to  refer  to  a  single,  comprehensive  nomenclature 
and  coding  system  for  identifying  drug  products 
covered  by  present  and  anticipated  programs. 

Because  all  basic  product  information  concern- 
ing new  drugs  entering  the  market — and  changes 
in  existing  formulations — is  collected,  processed 
and  regulated  by  the  Food  and  Drug  Administra- 
tion, this  agency  was  assigned  the  task  of  develop- 
ing a  National  Drug  Code  Directory,  along  with 
a  data  bank  for  storage  and  retrieval  of  label  in- 
formation on  every  product  on  the  market. 

A  preliminary  version  of  such  a  directory  has 

a  See  Chapter  8. 
b  See  p.  50. 
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been  produced  for  examination  and  field  testing.4 
In  later  versions,  it  is  expected  that  the  new  Na- 
tional Drug  Code  number  will  be  incorporated. 


*  "National  Drug  Code  Directory  (Prototype  Issue)," 
Science  Information  Facility,  Food  and  Drug  Administra- 
tion, Washington,  D.C.,  April  1968. 


As  +he  code  numbers  appear  on  the  labels  of  all 
drug  products,  and  hi  company  catalogs  and  stand- 
ard reference  sources,  it  may  eventually  be  pos- 
sible for  the  government  to  discontinue  wide  distri- 
bution of  the  directory,  while  still  maintaining  the 
data  bank. 
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Proposed  Task  Force  Drug  Classification  System 


AA  Antiallergics 

AA1  Allergenic  Extracts,  Desensitizing 
AA2  Antihistamines 

AA3  Immunosuppressives,  Transplant  Therapy 
A  Anti-Infectives 

Al  Antibacterials 

AlA  General  Antibacterials 

A1B  Leprostatics 

AlC  Tuberculostatics 
A2  Antifungals 
A3  Antimetazoals 

A3A  Anthelmintics 

A3B  Antiarthropods 

A3C  Hirudicides 
A4  Antiprotozoals 

A4A  Amebicides 

A4B  Balantidicides 

A4C  Leishmanicides 

A4D  Plasmodicides 

A4E  Toxoplasmacides 

A4F  Trichomonacides 

A4G  Trypanosomicides 
A5  Antirickettsials 
A6  Antivirals 
A7  Spirocheticides 

A8  Topical  Antiseptics  and  Germicides 

AD  Antidotes,  Deterrents  and  Poison  Control 
Agents 

ADl  Adsorbents  for  Poisons 
AD2  Alcohol  Deterrents 
AD3  Anticoagulant  Antagonists 
AD4  Antifolate  Antagonists 
AD5  Antivenins 

AD6  Cholinesterase  Inhibitor  Antagonists 

AD7  Cyanide  Antidotes 

AD8  Dialysis  Solutions 

AD9  Emetics 

ADA  Gastric  Lavages 

ADB  Heavy  Metal  Antidotes 

ADC  Narcotic  Antagonists 

ADD  Penicillin  Antidotes 

ADE  Phosphorus  Antidotes 

ADE  Smoking  Deterrents 

CA  Antineoplastics 

CAl  Alkylating  Agents 
CA2  Antimetabolites 
CA3  Anticancer  Alkaloids 


AU  Autonomics 
AU1  Adrenergics 
AU2  Antiadrenergics 
AU3  Anticholinergics 
AU4  Cholinergics 

CV  Cardiovascular  Drugs 
CV1  Antiarrhythmics 
CV2  Antihypertensives 
CV3  Capillary  Fragility  Agents 
CV4  Cardiotonics 
CV5  Sclerosing  Solutions 
CV6  Vasoconstrictors 
CV7  Vasodilators 
CV8  Vasopressors 

N  Central  and  Peripheral  Nervous  System 
Drugs 
Nl  Analeptics 

N2  Analgesics  and  Antipyretics 
N3  Anesthetics 

N3A  General 

N3B  Local 
N4  Anticonvulsants 
N5  Antiparkinsonian  Drugs 
N6  Sedatives  and  Hypnotics 

DN  Dental  and  Oral  Drugs 
DN1  Anti-infectives,  Dental 
DN2  Cariostatics 
DN3  Dental  Protectants 
DN4  Dentrifrices 
DN5  Denture  Adhesives 
DN6  Mouthwashes 

DE  Dermatologics 
DEI  Abrasives 

DE2  Anti-infectives,  Dermatologic 

DE3  Antiinflammatories,  Topical 

DE4  Antipruritics 

DE5  Antipsoriatics 

DE6  Antiseborrheics 

DE7  Astringents,  Dermal 

DE8  Caustics 

DE9  Cleansing  Agents 

DEA  Deodorants  and  Antiperspirants 

DEB  Depilatories 

DEC  Escharotics 

DED  Hypoallergenie  Cosmetics 

DEE  Keratolyses 

DEF  Keratoplasties 

DEG  Pigmentation  Agents 
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DEH  Protectives  and  Maskers 
DEJ  Tissue  Proliferants 
DEK  Vesicants 

DP  Devices,  Prosthetics  and  Other  Medical 
Supplies 
DPI  Devices 
DP2  Medical  Supplies 
DP3  Prosthetics 

DG  Diagnostics 

DGl  Diagnostic  Dyes 

DG2  Diagnostic  Skin  Testing  Preparations 

DG3  Test  Reagents 

DG4  Pregnancy  Tests 

DG5  Radio-Opaques 

DG6  Tissue/Organ  Function  Tests 

ET  Ear,  Nose  and  Throat  Drugs 
ET1  Analgesics,  ENT 
ET2  Anti-infectives,  ENT 
ET3  Anti-inflamatory  agents,  ENT 
ET4  Astringents,  ENT 
ET5  Ceruminolytics 
ET6  Decongestants,  Nasal 
ET7  Lubricants,  ENT 

EN  Enzymes  and  Coenzymes 
ENl  Coenzymes 
ENS  Enzymes 
EN3  Enzyme  Activators 
EN4  Enzyme  Precursors 

GA  Gastrointestinal  Drugs 
GAl  Acidifiers,  Gastric 
GA2  Adsorbents 
GA3  Antacids,  Gastric 
GA4  Antidiarrheals 
GA5  Antiemetics 
GA6  Antifiatulents 
GA7  Anti-infectives,  Gastrointestinal 
GA8  Antispasmodics,  Gastrointestinal 
GA9  Appetite  Depressants 
GAA  Appetite  Stimulants 
GAB  Cathartics  and  Evacuants 
GAC  Digestants 

GAD  Flora  Modifiers  and  Replacements 
GAE  Hemorrhoidal  Preparations 

GE  Genital  System  Drugs 
GE1  Antifertility  Drugs 
GE2  Anti-infectives,  Urethral  and  Vaginal 

Topicals 
GE3  Fertility  Drugs 


GE4  Lubricants 

GE5  Oxytocics 

GE6  Uterine  Relaxants 

GE7  Vaginal  Astringents  and  Cleansers 

HE  Hematics 
HE1  Antianemics 
HE2  Anticoagulants 

HE3  Antipolycythemics,  Non-Radioactive 
HE4  Blood  Replenishes 
HE5  Blood  Volume  Expanders 
HE6  Hemostatics 

HM  Hormones,   Synthetic   Substitutes  and 
Antagonists 
HM1  Adrenal  Cortex  Hormones 
HM2  Hormone  Antagonists 
HM3  Oral  Hypoglycemics 
HM4  Ovarian  Hormones 
HM5  Pancreatic  Hormones 
HM6  Parathyroid  Hormones 
HM7  Placental  Hormones 
HM8  Pituitary  Hormones,  Anterior 
HM9  Testicular  Hormones 
HMA  Thyroid  Hormones 

MM  Immunologicals 
MM1  Antitoxins 
MM2  Immune  Serums 
MM3  Toxoids 
MM4  Vaccines 

M  Metabolics,  Electrolytes,  Calorics  and 
Nutrients 
Ml  Anabolic  Drugs 
M2  Antihyperlipemics 
M3  Dietary  Supplements 

M3A  Carbohydrates 

M3B  Lipids 

M3C  Minerals 

M3D  Proteins 

M3E  Vitamins 
M4  Dietetic  Preparations 

M4A  Salt  Substitutes 

M4B  Sugar  Substitutes 
M5  Electrolytes  and  Fluid  Balance  Drugs 

M5A  Acidifiers,  Systemic 

M5B  Alkalizers,  Systemic 

M5C  Electrolyte  Removers 

M5D  Fluid  and  Electrolyte  Replenishes 
M6  Hypouricemics 

M6A  Uricosurics 
M7  Lipotropics 


56 


MU  Musculoskeletal  Drugs 
MU1  Antirheumatics 
MTJ2  Bone  Preparations 
MU3  Counterirritants 
MU4  Skeletal  Muscle  Relaxants 
MU5  Skeletal  Muscle  Stimulants 

TH  Ophthalmics 

TH1  Antiglaucoma  Agents 

TH2  Anti-infectives,  Ophthalmic 

TH3  Anti-inflammatory  Agents,  Ophthalmic 

TH4  Astringents,  Ophthalmic 

TH5  Contact  Lens  Solutions 

TH6  Eye  Washes 

TH7  Miotics 

TH8  Mydriatics 

PA  Pharmaceutic  Aids 
PAl  Coloring  Agents 
PA2  Diluting  Agents 
PA3  Emulsifying  and  Suspending  Agents 
PA4  Flavoring  Agents 
PA5  Perfuming  Agents 
PA6  Preserving  Agents 
PA7  Wetting  Agents 

PY  PSYCHOPHARMACOLOGICS 

PYl  Antianxiety  Agents 


PY2  Antidepressants 
PY3  Antipsychotics 
PY4  Psychotomimetics 

RA  Radiopharmaceuticals,  Radiation  Sensi- 
tizers AND  PrOTECTIVES 

RAl  Antipolycythemics,  Radioactive 
RA2  Radiation  Protectants 
RA3  Radiation  Sensitizers 
RA4  Radiopharmaceuticals 

RA5  Diagnostic 

RA6  Therapeutic 

RE  Respiratory  Drugs 

REl  Antitussives 
RE2  Bronchodilators 
RE3  Expectorants 
RE4  Mucolytics 
RE5  Respiratory  Gases 

UR  Urinary  System  Drugs 

URl  Analgesics,  Urinary  System 
UR2  Antidiuretics 

UR3  Anti-infectives,  Urinary  System 
UR4  Antispasmodics,  Urinary  System 
UR5  Diuretics 
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Drug  Classification  Definitions 


Antiallergics 

Reduce  the  magnitude  of  the  hypersensitive  state 
and  prevent  or  alleviate  the  signs  and  symptoms 
of  hypersensitivity  reactions : 
Includes 

Allergenic  Extracts,  Desensitizing 
Antihistaminics 

Immunosuppressives,  Transplant  Therapy 

Excludes 

Anti-Inflammatory  Steroids  (See  under 
Hormones,  Synthetic  Substitutes  and 
Antagonists) 

Radiation  Protectants  (See  under  Radio- 
pharmaceuticals, Sensitizers  and  Protec- 
tives) 

Bronchodilators  (See  under  Respiratory 
Drugs) 

Adrenergics  (See  under  Autonomics) 
Vaccines  (See  under  Immunologicals) 
Anti-infectives,  Gastrointestinal  (See  under 

Gastrointestinal  Drugs) 
Anti-infectives,  Urinary  (See  under  Uri- 

ary  System  Drugs) 
Antineoplastic  Antibiotics  (See  under  An- 
tineoplastics) 
Preparations  specifically  formulated  for 
topical  application  to  the  skin,  eye,  ear, 
nose  ,throat,  mouth  or  genital  tract  (See 
under  Dermatologies,  Dental  and  Oral 
Drugs,  Ear,  Nose  and  Throat  Drugs,  Gen- 
ital System  Drugs,  and  Ophthalmics) 

Antidotes,  Deterrents  and  Poison  Control 
Agents 

Antagonize  the  effects  of,  or  facilitate  the  re- 
moval of,  or  inhibit  exogenous  or  endogenous 
intoxicants,  or  discourage  the  excessive  consump- 
tion of  alcohol  or  tobacco. 
Includes 

Adsorbents  for  Poisons 

Alcohol  Deterrents 

Anticoagulant  Antagonists 

Antifolate  Antagonists 

Antivenins 

Cholinesterase  Inhibitor  Antagonists 
Cyanide  Antidotes 
Dialysis  Solutions 
Emetics 

Gastric  Lavages 


Anti-Infectives 

Prevent  or  treat  local  or  systemic  disease  proc- 
esses caused  by  pathogenic  organisms. 
Includes 

Antibacterials 

General  Antibacterials  (Antibiotics,  Sul- 
fonamides, etc.) 

Leprostatics 

Tuberculostatics 
Antifungals 
Antimetazoals 

Anthelmintics 

Antiarthropods 

Hirudicides 
Antiprotozoals 

Amebicides 

Balantidicides 

Leishmanicides 

Plasmodicides 

Toxoplasmacides 

Trichomonacides 

Trypanosomicides 
Antirickettsials 
Antivirals 
Spirocheticides 

Topical  Antiseptics  and  Germicides 
Heavy  Metal  Antidotes  (Chelating  Agents) 
Narcotic  Antagonists 
Penicillin  Antidotes 
Phosphorus  Antidotes 
Smoking  Deterrents 
Excludes 

Barbiturate  Antagonists  (See  under  Central 
and  Peripheral  Nervous  System  Drugs) 

Curare  Antidotes  (See  under  Musculoskele- 
tal Drugs) 

Hormone  Antagonists  (See  under  Hormones, 
Synthetic  Substitutes  and  Antagonists) 

Antineoplastics 

Inhibit  the  proliferation  or  spread  of  malignant 
cells. 

Includes 

Alkylating  agents,  antimetabolites,  anti- 
cancer alkaloids,  etc. 

Excludes 

Antipolycythemics  (See  under  Hematics) 
Hormones  (See  under  Honnones,  Synthetic 
Substitutes  and  Antagonists) 
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Radiopharmaceuticals,  Diagnostic  and 
Therapeutic;  Antipolycythemics,  Radio- 
active; Radiation  Sensitizers  and  Pro- 
tectants (See  under  Radiopharmaceuti- 
cals, Radiation  Sensitizers  and  Protec- 
tives) 

Autonomics 

Stimulate  or  depress  sympathetic  or  parasym- 
pathetic systems. 
Includes 

Adrenergics  (Sympathomimetics) 
Antiadrenergics  ( Sympatholytics) 
Anticholinergics  ( Parasympatholytics) 
Cholinergics  (Parasympathomimetics) 
Excludes 

Antihypertensives  (See  under  Cardiovas- 
cular Drugs) 

Antiparkinsonian  Drugs  (See  under  Cen- 
tral and  Peripheral  Nervous  System 
Drugs) 

Antispasmodics,  Gastrointestinal  (See  un- 
der Gastrointestinal  Drugs) 

Antispasmodics,  Urinary  System  (See 
under  Urinary  System  Drugs) 

Bronchodilators  (See  under  Respiratory 
Drugs) 

Mydriatics  and  Miotics  specifically  formu- 
lated for  topical  application  to  the  eye 
(See  under  Ophthalmics) 

Vasoconstrictors  and  Vasodilators  (See 
under  Cardiovascular  Drugs) 

Cardiovascular  Drugs 

Primarily  affect  the  heart  and  blood  vessels  ex- 
cluding blood  and  the  urinary  system. 
Includes 

Antiarrhythmics 

Antihypertensives 

Capillary  Fragility  Agents 

Cardiotonics 

Sclerosing  Solutions 

Vasoconstrictors 

Vasodilators 

Vasopressors  (Antihypotensives) 
Excludes 

Agents  which  alter  serum  and  tissue  choles- 
terol levels  (See  under  Metabolics,  Elec- 
trolytes, Calorics  and  Nutrients) 

Diuretics   (See  under  Urinary  System 
Drugs) 


Central  and  Peripheral  Nervous  System  Drugs 
Primarily  alter  the  function  of  the  brain,  spinal 
cord  or  peripheral  nerves  (Autonomic  Nervous 
System  excluded) . 
Includes 
Analeptics 

Analgesics  and  Antipyretics 
Anesthetics 

General 

Local 
Anticonvulsants 
Antiparkinsonian  Drugs 
Sedatives  and  Hypnotics 
Excludes 

Antiemetics;  Emetics;  and  Antispasmodics, 
Gastrointestinal  (See  under  Gastroin- 
testinal Drugs) 

Antihistaminics  (See  under  Antiallergics) 

Appetite  Depressants  (See  under  Gastro- 
intestinal Drugs) 

Bronchodilators  and  Antitussives  (See 
under  Respiratory  Drugs) 

Psychopharmacologic  Drugs  (See  under 
Psychopharmacologics ) 

Skeletal  Muscle  Relaxants  and  Stimulants 
(See  under  Musculoskeletal  Drugs) 

Dental  and  Oral  Drugs 

Primarily  for  the  prevention  or  treatment  of 
disease  processes  of  dental  structures  (teeth, 
sockets  and  gingival  tissues),  and  of  the  mouth. 
Includes 
Anti-Infectives,  Dental 
Cariostatics 
Dental  Protectants 
Dentifrices 
Denture  Adhesives 
Mouthwashes 
Excludes 

Adjuvants  used  in  dentistry,  such  as  anal- 
gesics and  sedatives  (See  under  Central 
and  Peripheral  Nervous  System ) 

General  Antibacterials  (See  under  Anti- 
infectives) 

Hemostatics  (See  under  Hematics) 

Prosthetic  Devices  (See  under  Devices, 
Prosthetics,  and  Other  Medical  Sup- 
plies) 

Dermatologics 

Prevent,  modify  or  treat  disease  processes  of  the 
skin;  or  applied  for  protective,  hygienic  or 
cosmetic  purposes. 
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Includes 
Abrasives 

Anti-inf  ectives,  Dermatologic 

Anti-inflammatories,  Topical 

Antipruritics 

Antipsoriatics 

Antiseborrheics 

Astringents,  Dermal 

Caustics 

Cleansing  Agents 

Deodorants  and  Antiperspirants 

Depilatories 

Escharotics 

Hypoallergenic  Cosmetics 
Keratolytics 
Keratoplasties 
Pigmentation  Agents 
Protectives  and  Maskers 
Tissue  Proliferants 
Vesicants 
Excludes 

Anti-inflammatories,  Systemic  (See  under 
Hormones,  Synthetic  Substitutes  and 
Antagonists;  Ophthalmics;  and  Ear, 
Nose  and  Throat  Drugs) 

Antifungals  (See  under  Anti-inf  ectives) 

Counterirritants  (See  under  Musculoskele- 
tal Drugs) 

Radiation  Sensitizers  and  Protectants 
(See  under  Radiopharmaceuticals,  Radi- 
ation Sensitizers  and  Protectives) 

Sclerosing  Solutions  (See  under  Cardio- 
vascular Drugs) 

Topical  Antiseptics  and  Germicides  other 
than  Dermatologies  (See  under  Anti- 
inf  ectives) 

Devices,  Prosthetics  and  Other  Medical 
Supplies 

Adjuvants,  as  distinct  from  medicinal  sub- 
stances, used  in  the  prevention,  management  or 
treatment  of  diseased  states.  Also  includes  con- 
traceptive devices. 
Includes 
Devices 

Medical  Supplies 
Prosthetics 

Diagnostics 

Aid  the  analysis  and  evaluation  of  physiologi- 
cal states  and  bodily  functions  for  diagnostic 
purposes,  and  the  monitoring  of  the  course  of 
disease  processes. 


Includes 

Diagnostic  Dyes 

Diagnostic  Skin  Testing  Preparations 
Test  Reagents  (Papers,  Tablets,  etc.) 
Pregnancy  Tests 
Radio-opaques 

Tissue/Organ  Function  Tests 
Excludes 

Radiopharmaceuticals,  Diagnostic  (See  un- 
der Radiopharmaceuticals,  Radiation 
Sensitizers  and  Protectives) 

Ear,  Nose  and  Throat  Drugs 

To  prevent  or  treat  disease  processes  occurring 
within  the  ear,  nose  and  throat  by  topical 
application. 
Includes 

Analgesics,  ENT 
Anti-infectives,  ENT 
Anti-inflammatory  Agents,  ENT 
Astringents,  ENT 
Ceruminolytics 
Decongestants,  Nasal 
Lubricants,  ENT 
Excludes 

Antihistamines  (See  under  Antiallergics) 
Dental  Drugs  (See  under  Dental  and  Oral 
Drugs) 

Enzymes  and  Coenzymes 

Catalyze  or  inhibit  biochemical  reactions  di- 
rectly or  indirectly. 
Includes 
Coenzymes 
Enzymes 

Enzyme  Activators 
Enzyme  Precursors 

Excludes 

Enzyme  Inhibitors  (See  under  Diuretics: 
Ophthalmics ;  and  Psychopharmaco- 
logics) 

Pencillin  Antidotes  (See  under  Antidotes, 
Deterrents  and  Poison  Control  Agents) 

Gastrointestinal  Drugs 

Affect  the  gastrointestinal  system  (including 
the  tract),  stimulate  or  depress  appetite,  pre- 
vent nausea  and  vomiting,  or  treat  hemorrhoids. 
Includes 

Acidifiers,  Gastric 

Adsorbents 

Antacids,  Gastric 

Antidiarrheals 

Antiemetics 
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Antiflatulants 

Anti-infectives,  Gastrointestinal 
Antispasmodics,   Gastrointestinal  (Anti- 
cholinergics) 
Appetite  Depressants 
Appetite  Stimulants 
Digestants 

Flora  Modifiers  and  Replacements 
Hemorrhoidal  Preparations 
Cathartics  and  Evacuants 
Excludes 

Emetics  (See  under  Antidotes,  Deterrents 
and  Poison  Control  Agents) 

Sclerosing  Solutions  (See  under  Cardio- 
vascular Drugs) 

Genital  System  Drugs 

Prevent  conception,  modify  ovulation  and  treat 
disease  processes  of  the  genital  system  (includ- 
ing the  tract) ,  or  affect  uterine  function. 

Includes 

Antifertility  Drugs  (Contraceptives) 
Anti-infectives,    Urethral    and  Vaginal 

Topicals 
Fertility  Drugs 
Lubricants 
Oxytocics 
Uterine  Relaxants 
Vaginal  Astringents  and  Cleansers 
Excludes 

Devices  (See  under  Devices,  Prosthetics 
and  Other  Medical  Supplies) 

Hematics 

Affect   blood   volume   and    cell  production, 
hemoglobin  content,  and  coagulation. 
Includes 

Antianemics 

Anticoagulants 

Antipolycythemics,  Non-Radioactive 
Blood  Replenishers  (Whole  Blood,  Blood 

Fractions) 
Blood  Volume  Expanders  (Supporters) 
Hemostatics 
Excludes 

Anticoagulant  Antagonists  (See  under 
Antidotes,  Deterrents  and  Poison  Control 
Agents) 

Antipolycythemics,  Radioactive  (See  un- 
der Radiopharmaceuticals,  Radiation 
Sensitizers  and  Protectives) 

Enzymes  (See  under  Enzymes  and  Coen- 
zymes) 


Hormones,  Synthetic  Substitutes  and  Antag- 
onists 

Modify,  or  replace  the  function  of  endocrine 
glands  or  the  activity  of  their  secreted  hormones. 
Includes 

Adrenal  Cortex  Hormones  (Anti-inflam- 
matory Steroids) 
Hormone  Antagonists 
Oral  Hypoglycemics 
Ovarian  Hormones 
Pancreatic  Hormones 
Parathyroid  Hormones 
Placental  Hormones 
Pituitary  Hormones,  Anterior 
Testicular  Hormones 
Thyroid  Hormones 
Excludes 

Anabolic  Drugs  (See  under  Metabolics, 
Electrolytes,  Calorics  and  Nutrients) 

Antidiuretic  Hormones  (See  under  Anti- 
diuretics, Urinary  System  Drugs) 

Anti-inflammatory  Hormones,  Topical  (See 
under  Dermatologies ;  Ophthalmics ;  Ear, 
Nose  and  Throat  Drugs) 

Fertility  Drugs  ( See  under  Genital  System 
Drugs) 

Hormones  of  the  Adrenal  Medulla,  Adre- 
nergics and  Antiadrenergics  (See  under 
Autonomics) 

Oxytocics  and  Uterine  Relaxants  (See 
under  Genital  System  Drugs) 

Immunologicals 

Confer  active  or  passive  immunity. 
Includes 
Antitoxins 
Immune  Serums 
Toxoids 
Vaccines 
Excludes 

Allergenic  Extracts,  Desensitizing  (See 
under  Antiallergics) 

Antivenins  (See  under  Antidotes,  Deter- 
rents and  Poison  Control  Agents) 

Biological  products  used  diagnostically 
(See  under  Diagnostics) 

Metabolics,  Electrolytes,  Calorics  and  Nu- 
trients 

Supplement  dietary  requirements,  modify 
caloric  intake,  correct  electrolyte  or  fluid  ab- 
normalities, or  modify  serum  and  tissue  levels 
of  cholesterol,  lipids,  uric  acid  and  other  con- 
stituents. 
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Includes 

Anabolic  Drugs 
Antihyperlipemics 
Dietary  Supplements 

Carbohydrates 

Lipids  (oils,  fats,  etc.) 

Minerals 

Proteins 

Vitamins 
Dietetic  Preparations 

Salt  Substitutes 

Sugar  Substitutes 
Electrolytes  and  Fluid  Balance  Drugs 

Acidifiers,  Systemic 

Alkalizers,  Systemic 

Electrolyte  Removers 

Fluid  and  Electrolyte  Replenishers 
Hypouricemics 

Uricosurics 
Lipotropics 
Excludes 

Blood  Volume  Expanders  and  Replenish- 
ers (See  under  Hematics) 

Diuretics  and  Antidiuretic  Hormones  (See 
under  Urinary  System  Drugs) 

Iron  Preparations  ( See  under  Hematics) 

Vitamin  K  (See  under  Antidotes,  Deter- 
rents and  Poison  Control  Agents) 

Musculoskeletal  Drugs 

Treat  disorders  of  musculoskeletal  tissues  and 
structures,  or  produce  skeletal  muscle  relaxation 
for  surgical  procedures. 
Includes 

Antirheumatics 

Bone  Preparations 

Counterirritants 

Skeletal  Muscle  Relaxants  (Curare,  etc.) 
Skeletal  Muscle  Stimulants 

Excludes 

Analgesics  and  Antipyretics  (See  under 
Central  and  Peripheral  Nervous  System 
Drugs) 

Anti-inflammatory  Steroids  (See  under 
Hormones,  Synthetic  Substitutes  and  An- 
tagonists) 

Antiparkinsonian  Drugs  (See  under  Cen- 
tral and  Peripheral  Nervous  System 
Drugs) 

Ophthalmics 

Prevent,  treat  or  modify  disease  processes  of  the 
eye  and  its  adjacent  tissues. 


Includes 

Antiglaucoma  Agents 

Anti-infeotives,  Ophthalmic 

Anti-inflammatory  Agents,  Ophthalmic 

Astringents,  Ophthalmic 

Contact  Lens  Solutions 

Eye  Washes 

Miotics 

Mydriatics 
Excludes 

Ophthalmic  preparations  used  diagnosti- 
cally  (See  under  Diagnostics) 

Pharmaceutic  Aids 

Improve  the  compounding,  taste,  appearance 
and  stability  of  pharmaceutical  preparations. 
Includes 

Coloring  Agents 

Diluting  Agents  (Vehicles  and  Bases) 
Emulsifying  and  Suspending  Agents 
Flavoring  Agents 
Perfuming  Agents 
Preserving  Agents 
Wetting  Agents 

PSYCHOPHARMACOLOGICS 

Manage  or  treat  psychiatric  disorders. 
Includes 

Antianxiety  Agents 
Antidepressants 
Antipsychotics 
Psychotomimetics 
Excludes 

Analeptics  (See  under  Central  and  Periph- 
eral Nervous  System  Drugs) 

Sedatives  and  Hypnotics  (See  under  Cen- 
tral and  Peripheral  Nervous  System 
Drugs) 

Radiopharmaceuticals,  Radiation  Sensitizers 

AND  PrOTECTIVES 

Radioactive  drugs  used  for  diagnosis  and  ther- 
apy, and  other  agents  employed  to  modify  sen- 
sitivity to  radiation. 
Includes 

Antipolycythemics,  Radioactive 
Radiation  Protectants 
Radiation  Sensitizers 
Radiopharmaceuticals 
Diagnostic 
Therapeutic 
Excludes 

Radio-Opaques  (See  under  Diagnostics) 
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Respiratory  Drugs 
Manage  or  treat  diseases  of  the  respiratory  tract. 
Includes 
Antitussives 
Bronchodilators 
Expectorants 
Mucolytics 
Respiratory  Gases 
Excludes 

Analeptics  (See  under  Central  and  Peri- 
pheral Nervous  System  Drugs) 
Antihistaminics  (See  under  Antiallergics) 
Anti-infectives  (See  under  Anti-infectives) 
Nasal  Decongestants  (See  under  Ear,  Nose 
and  Throat  Drugs) 


Urinary  System  Drugs 

Alter  the  production  or  excretion  of  urine  or 
otherwise  affect  the  urinary  system  (including 
the  tract). 
Includes 

Analgesics,  Urinary  System 
Antidiuretics 

Anti-infectives,  Urinary  System 
Antispasmodics,  Urinary  System 
Diuretics 

Excludes 

Hypouricemics  (See  under  Metabolics, 
Electrolytes,  Calorics  and  Nutrients) 

Systemic  Acidifiers  and  Alkalizers  (See  un- 
der Metabolics,  Electrolytes,  Calorics  and 
Nutrients) 
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CHAPTER  8 

UTILIZATION  REVIEW 


Utilization  review  is  a  dynamic  process  that 
commences  with  a  study  of  paid  claims  and  ulti- 
mately results  in  a  course  of  necessary  remedial 
actions. 

Under  drug  insurance,  these  efforts  are  intended 
primarily  to  improve  the  quality  of  health  care 
received  by  patients  and,  at  the  same  time,  to  mini- 
mize program  expenditures.  An  integral  part  of 
the  latter  goal  involves  minimizing  program  abuse 
and  fraud.a 

Recognizing  the  importance  of  utilization  re- 
view and  its  special  role  in  improving  the  quality 
of  health  care  in  Title  XIX  programs,  the  Con- 
gress has  required  the  provision  of  "such  methods 
and  procedures  relating  to  the  utilization  of,  and 
the  payment  for,  care  and  services  available  under 
the  plan  as  may  be  necessary  to  safeguard  against 
unnecessary  utilization  of  such  care  and  services 
and  to  assure  that  payments  (including  payments 
for  any  drugs  provided  under  the  plan)  are  not 
in  excess  of  reasonable  charges  consistent  with  ef- 
ficiency, economy,  and  quality  of  care."  1 

The  investment  of  drug  insurance  funds  in  such 
activities  is  obviously  justified  to  the  extent  that 
the  results  would  be  worth  the  effort  and  the  ex- 
pense— that  is,  that  a  favorable  benefit-to-cost 
ratio  would  be  achieved.  But,  in  measuring  the 
value  of  utilization  review,  it  must  be  recognized 
that  a  substantial  dividend  would  be  represented 
by  the  feedback  of  information  to  schools  of  medi- 
cine and  pharmacy,  and  to  industry.  There  is 
likely  to  be  maximum  effectiveness  of  these  review 
activities  when  there  is  a  continuous  flow  of  signifi- 
cant findings  to  physicians  and  others  concerned 
with  the  determination  of  benefits  under  a  drug 
insurance  program.  By  making  the  results  of  re- 
view studies  available  to  educational  institutions 
responsible  for  training  professional  health  care 
workers,  and  facilitating  an  analysis  of  the  charac- 
teristics of  drug  use,  improvement  in  both  theory 
and  practice  would  become  possible. 

Essential  to  the  success  of  a  drug  utilization  re- 
view program  is  the  establishment  of  the  scientific 

*  Certain  screening  functions  aimed  at  cost  control  or 
fraud  detection  may  be  initiated  before  payment  of  the 
drug  claim. 

1  Public  Law  90-248,  Section  237. 


basis — together  with  development  of  the  necessary 
standards  and  guidelines — for  relating  drug  ther- 
apy to  the  medical  status  of  patients.  Accordingly, 
the  first  step  would  be  the  preparation  of  specifica- 
tions which  delineate  what  has  been  termed 
rational  drug  therapy.  This  has  been  considered  to 
mean  prescribing  the  right  drug  for  the  right 
patient,  at  the  right  time,  in  the  right  amounts, 
and  with  due  consideration  of  relative  costs.2 

It  is  evident,  however,  that  the  practice  of  medi- 
cine has  aspects  characteristic  of  both  art  and 
science.  For  this  reason,  at  least  during  the  early 
stages  of  drug  utilization  review,  the  greatest 
progress  is  likely  to  come  not  so  much  from  en- 
hancing rational  drug  prescribing,  as  from  mini- 
mizing irrational  prescribing.  Here,  then,  the  first 
step  would  be  the  definition  of  prescribing  patterns 
which  are  readily  recognizable  and  definable  gen- 
erally by  the  medical  community  as  irrational. 
Succeeding  steps  would  be  directed  toward  the 
eventual  attainment  of  rational  prescribing  as 
quickly  as  analysis  of  claims  data  and  medical 
progress  permit. 

Problems  and  Practices 

Problems  of  irrational  drug  therapy  which  now 
exist  in  medical  practice — and  which  would  be  in- 
tensified in  a  drug  insurance  program — have  al- 
ready drawn  the  attention  of  clinicians. 
One  physician  has  reported : 
"...  a  group  of  general  practitioners  participated 
in  an  analysis  of  their  own  prescribing  habits. 
They  found  that  only  about  one-third  of  their 
prescriptions  were  for  drugs  which  they  be- 
lieved had  a  known  specific  or  probably  bene- 
ficial effect  on  conditions  for  which  they  were 
be'.ng  prescribed."  3 

Another  doctor,  implying  that  the  statistical 
probability  of  a  physician  selecting  the  correct 


2  Task  Force  on  Prescription  Drugs :  "The  Drug  Pre- 
scribes," U.S.  Government  Printing  Office,  Washington, 
DC.,  1968,  p.  3. 

3  White,  Kerr  L.  :  Statement  in  U.S.  House  of  Represent- 
atives, Committee  on  Interstate  and  Foreign  Commerce : 
"Partnership  for  Health  Amendments  of  1967,"  U.S.  Gov- 
ernment Printing  Office,  Washington,  D.C.,  1967,  p.  277. 
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drug  is  not  likely  to  be  as  high  as  it  should,  said 
this : 

"No  physician  can  be  expected  to  be  familiar 
with  the  15,000  or  16,000  different  drug  products 
and  dosage  forms  listed  in  various  reference  di- 
rectories, nor  can  he  know  very  much  about  each 
of  the  1,200  or  so  agents  most  commonly  used."  * 
But  irrational  prescribing  has  not  been  discussed 
merely  in  general  terms.  Certain  specific  examples 
have  been  examined,  and — at  least  in  some  cases — 
solutions  have  been  proposed. 

Product  Deterioration.  There  are  some  drugs 
which  are  known  to  deteriorate  when  improperly 
stored.  In  many  instances  this  problem  can  be  con- 
trolled simply  by  having  the  pharmacist  print  on 
the  label  a  notice  that  the  medication  should  be 
discarded  on  or  before  a  specified  date.  In  other 
utilization  review  committee  might  wish 
to  study  drugs  known  to  be  particularly  susceptible 
to  deterioration  and  make  appropriate  recommen- 
dations on  the  maximum  quantities  to  be  dispensed. 

Dosage  Adjustment.  With  the  use  of  a  number 
of  drugs — such  as  antihypertensive  and  diuretic 
agents — it  is  the  general  practice  of  physicians  to 
gauge  the  patient's  reaction  to  different  dosage 
levels  over  a  period  of  time  so  the  intended  thera- 
peutic effect  can  best  be  achieved.  It  may  also  be 
necessary  to  establish  patient  tolerance  to  different 
combinations  of  drugs,  and  the  like.5  Under  such 
conditions,  an  original  prescription  could  be  writ- 
ten for  a  starting  amount  of  the  drug,  with  subse- 
quent orders  adjusted  in  the  light  of  the  original 
response.  Where  no  such  titration  is  undertaken, 
the  prescribing  could  possibly  be  construed  as 
irrational. 

An  evaluation  of  this  problem  might  start  with 
an  analysis  of  prescribing  patterns  for  the  initial 
supply  of  particular  drugs,  aimed  at  determining 
the  extent  to  which  some  physicians  seem  to  fol- 
low the  titration  principle  while  others  more  fre- 
quently order  a  standard  supply  over  a  prolonged 
period.  Such  a  study  might  accumulate  informa- 
tion such  as  that  presented  in  Table  4,  which  il- 
lustrates the  number  of  units  ordered  for  three 
selected  drugs — conjugated  estrogens,  hydrochlo- 
rothiazide, and  sodium  warfarin — as  found  in  one 
recent  study.  Here,  a  review  committee  would  ob- 
serve that  more  than  85  percent  of  the  prescription 

4  Cluff ,  Leighton  E. :  "The  Prescribing  Habits  of  Phy- 
sicians," Hospital  Practice  2:101  (September  1967). 

5  Russell,  R.  Patterson :  "Hypertension,"  in  Harvey,  A. 
McGehee,  et  al. :  "The  Principles  and  Practice  of  Medi- 
cine," Appleton-Century-Crofts,  New  York,  17th  ed.,  1968. 
p.  301. 


orders  for  each  of  these  drugs  called  for  more  than 
30  tablets;  the  committee  could  then  specify  any 
needed  research  to  establish  the  rationality  or  ir- 
rationality of  these  patterns  in  view  of  clinical 
effects,  adverse  reactions,  general  safety,  and  over- 
all patient  expenses. 

Table  4 

Number  of  Prescription  Orders  Filled 
for  Three  Selected  Drug  Products,  by 
Quantity  Dispensed  Through  One 
Retail  Outlet,  February  1968a 


Quantity  of  Drag 
Supplied  (Number 
of  Units) 

Number  of  Prescription  Orders 

Conjugated 
Estrogens 

Hydrochloro- 
thiazide 

Sodium 
Warfarin 

20 

37 

9 

11 

30 

76 

98 

31 

40 

22 

15 

6 

50 

122 

197 

95 

60 

66 

95 

33 

80 

4 

4 

0 

90 

4 

4 

0 

100 

470 

615 

437 

120 

5 

8 

1 

130 

1 

0 

0 

150 

6 

4 

1 

200 

16 

78 

37 

300 

2 

4 

2 

"Source:  Browning,  James  L.  (Drug  Service,  National 
Retired  Teachers  Association  and  American  Association 
of  Retired  Persons) :  Personal  Communication,  1968. 


In  this  connection,  it  is  important  to  note  that 
data  obtained  in  the  early  stages  of  utilization  re- 
view are  seldom  conclusive;  more  often,  they 
merely  highlight  those  areas  in  which  more  inten- 
sive study  seems  justified. 

Patient  adjustment  to  drug  dosage  has  still  an- 
other dimension.  Sudden  withdrawal  of  a  drug 
may  also  be  hazardous,  as  in  the  case  of  certain 
corticosteroids.  Thus,  it  has  been  reported :  "Pa- 
tients receiving  long  term  therapy  should  be  in- 
formed that  these  drugs  must  never  be  terminated 
suddenly  .  .  .  Such  action  almost  always  causes  a 
severe  exacerbation  of  symptoms  and  may  pre- 
cipitate overt  adrenocortical  failure."  6 

Combination  Drugs.  A  number  of  experts  have 
called  attention  to  the  serious  limitations  associ- 


6  Holley,  Howard  L.,  and  Hogan,  Robert  S. :  "Present- 
Day  Management  of  Rheumatoid  Arthritis,"  GP  30 : 115- 
125  (July  1964). 
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ated  with  the  prescribing  of  combination  prod- 
ucts.7"9 In  the  case  of  antimicrobial  drug  combina- 
tions, the  problem  is  especially  important  since 
their  use  in  some  circumstances  may  lead  to  a  false 
sense  of  security  and  discourage  efforts  to  establish 
a  specific  etiologic  diagnosis.10 

An  additional  hazard  has  been  described  as 
follows : 

"Another  risk  associated  with  the  use  of  com- 
bination products  is  derived  from  the  fact  that 
many  brand  names  give  no  indication  of  the 
active  ingredients.  Many  of  these  items  combine 
a  variety  of  drugs  and  the  physician  can  often 
lose  sight  of  the  various  components.  For 
example,  meprobamate  can  be  prescribed  by  at 
least  33  different  names,  some  of  which  combine 
the  basic  product  with  a  variety  of  other  drugs. 
Thus  a  physician  could  prescribe  one  of  these 
auxiliary  ingredients  again  in  a  separate 
preparation."  11 

Multiple  Prescribing.  Prescribing  more  than 
one  drug  to  be  taken  at  the  same  time  raises  at 
least  two  questions  which  may  be  properly  con- 
cerned in  utilization  review — 

•  Will  the  two  drugs  together  promote  a  more 
certain  and  more  rapid  recovery  than  either 
one  used  alone? 

•  Will  the  simultaneous  use  of  the  drugs  intro- 
duce an  additional  risk  not  justified  by  the 
seriousness  of  the  illness? 

The  potential  hazards  have  been  a  matter  of 
concern  to  physicians.  While  each  drug  may  be 
safe  in  its  own  right,  it  has  been  stated,  the  mix- 
ture of  drugs  may  prove  unsafe.12 

It  has  also  been  said : 

"For  example,  a  heart  patient  who  develops 
arthritis  may  find  himself  taking  an  anti- 
arthritic  drug  on  top  of  his  anticoagulant.  The 
one  drug  may  potentiate,  or  increase  the  effect 


7  The  British  Ministry  of  Health  has  compiled  a  list  of 
102  drugs  involving  primarily  combination  products  which 
should  not  be  prescribed.  See  The  Economist  223 :  487-488 
(April  29,  1967). 

8  Kunin,  Calvin  M. :  Statement  in  U.S.  Senate,  Subcom- 
mittee on  Monopoly,  Select  Committee  on  Small  Business  : 
"Competitive  Problems  in  the  Drug  Industry,"  U.S.  Gov- 
ernment Printing  Office,  Washington,  D.C.,  1967.  Part  2. 
pp.  731-732. 

9  D-ne:  Trade  News  (November  6, 1967). 

10  Ibid. 

11  Azarnoff,  Daniel  L. ;  Hunninglake,  Donald  B. ;  and 
Wortman,  Jack :  "Prescription  Writing  by  Generic  Name 
and  Drug  Cost,"  Journal  of  Chronic  Diseases  19 :1256 
( November-December  1966) . 

12  U.S.  Senate,  Subcommittee  on  Reorganization  and 
International  Organizations,  Committee  on  Government 
Operations:  "Interagency  Drug  Coordination,"  U.S.  Gov- 
ernment Printing  Office,  Washington,  D.C.,  1966,  p.  183. 


of,  the  other,  so  that  an  ordinary  safe  thera- 
peutic dose  can  become  a  dangerous  overdose."  13 

The  relation  between  the  number  of  drugs  used 
and  the  probability  of  adverse  reactions  has  been 
demonstrated  in  a  Johns  Hopkins  study.  Of  those 
hospitalized  patients  receiving  less  than  11  drugs 
per  confinement,  it  was  reported,  nearly  6  percent 
experienced  adverse  reactions.  For  those  receiving 
16  or  more  medications,  however,  the  risk  of  an 
adverse  reaction  was  seven  times  greater.1*  The 
problem  of  adverse  drug  reactions,  the  study 
showed,  was  particularly  serious  for  elderly 
patients  on  multiple  prescriptions.15 

Another  potential  hazard  is  this : 
"The  use  of  several  drugs  at  once  may  imply 
uncertainty  and  an  absence  of  adequate  diag- 
nosis. It  may  be  less  than  rational  in  that  no 
drug  is  given  a  chance  to  work  effectively,  and 
in  the  worst  case  the  drugs  may  cancel  each 
other.  Numbers  alone  are  a  screening  device  to 
identify  cases  for  further  [utilization  review] 
study."16 

There  are  likewise  grounds  for  believing  that 
multiple  prescribing  may  impede  rather  than  fa- 
cilitate recovery.  For  example,  one  writer  re- 
ported, "A  patient  with  mental  confusion  was  re- 
ceiving nine  different  drugs.  When  all  drugs  were 
canceled  except  digitalis,  the  confusion  cleared."  17 

Multiple  prescribing  would  obviously  raise  the 
possibility  or  iDrobability  of  unnecessary  drug 
costs.  In  the  case  of  elderly  patients,  it  would  also 
raise  the  possibility  of  patient  confusion  and  re- 
sultant patient  errors  in  the  correct  use  of  the 
drugs.a 

The  extent  of  multiple  prescribing  has  not  been 
adequately  studied,  but  an  indication  of  its  fre- 
quency is  available  in  the  results  of  a  recent  sur- 
vey of  prescribing  habits  in  Pennsylvania.  Among 
patients  aged  65  and  over,  it  was  found,  81  percent 
were  taking  prescription  drugs  during  the  survey 
period,  and  65  percent  of  these  individuals  were 
using  more  than  one  drug  at  the  same  time.  Among 
this  latter  group,  the  number  of  concurrent  pre- 

13  Drug  News  Weekly  (November  20,  1967). 
"duff,    Leighton    E. :    "The   Prescribing   Habits  of 
Physicians,"  op.  cit.,  p.  101. 
15  Ibid.,  p.  102. 

16Muller,  Charlotte  F. :  "The  Study  of  Prescribing  as  a 
Technic  of  Examining  a  Medical  Care  System,"  American 
Journal  of  Public  Health  57  :2121  (December  1967). 

"DeGroot,  Leslie  J.  (ed.)  :  "Medical  Care."  C.  C. 
Thomas.  Springfield,  Illinois.  1967.  p.  207. 

"  Many  dimensions  of  this  problem  are  outlined  in  Medi- 
cal Tribune  4  :11  ( February  1, 1963 ) . 
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scriptions  ranged  from  two  to  eight.18  Other 
sources  have  reported  instances  in  which  a  patient 
was  taking  as  many  as  60  drugs  simultaneously.19 
Appropriate  Dosage  Strength.  Another  area 
calling  for  utilization  review  is  that  of  prescribed 
dosage  strength.  For  example,  a  prescription  could 
call  for  two  0.25  mg  tablets  to  be  taken  after  each 
meal,  or  for  one  0.50  mg  tablet.  Under  an  insur- 
ance program,  if  the  same  number  of  tablets  were 
supplied  under  either  case,  the  program  would 
have  to  pay  double  dispensing  charges  for  the 
same  total  amount  of  the  drug  if  the  0.25  mg  size 
were  prescribed.  If  co-payment  were  required, 
out-of-pocket  expenses  of  the  beneficiary  would 
similarly  be  double. 

Appropriate  Drug  Selection.  A  major  function 
of  utilization  review  would  be  an  assessment  of 
the  appropriateness  of  the  prescribed  drug  for  its 
intended  therapeutic  effect.  A  well-designed  re- 
view program,  for  example,  should  provide  the 
means  of  comparing  the  actual  clinical  uses  of  a 
drug  with  the  indications  specified  in  its  approved 
label.  One  such  comparison  showed  that  from  17 
to  27  percent  of  the  use  of  three  tranquilizers  was 
for  daytime  sedation,  although  this  was  an  appli- 
cation neither  advertised  nor  recommended  by  the 
manufacturers  of  the  products.20 

A  more  well-known  illustration  of  such  a  dis- 
crepancy involves  the  antibiotic,  chloramphenicol. 
On  the  basis  of  statistics  indicating  toxic  side- 
effects  associated  with  this  agent,  it  has  been  rec- 
ommended that  chloramphenicol  should  never  be 
used  except  for  the  treatment  of  typhoid  fever  and 
a  few  relatively  rare  infections,  yet  it  has  been 
widely  applied  in  the  treatment  of  many  diseases. 
In  commenting  on  such  use,  a  report  in  the  / ournal 
of  the  American  Medical.  Association  stated : 
"By  some  means,  whether  by  regulation  or  self- 
discipline,  promiscuous  use  of  the  drug  should 
be  avoided  and  its  use  restricted  to  impelling 
circumstances,  i.e.,  for  conditions  in  which  no 
other  antibiotic  is  currently  effective." 21 

18  McEvilla,  Joseph  D.  ( University  of  Pittsburgh )  : 
Personal  Communication,  1968. 

18  Cluff,  Leighton  E. :  "Problems  with  Drugs,"  in  "Pro- 
ceedings :  Conference  on  Continuing  Education  for  Physi- 
cians in  the  Use  of  Drugs,"  a  meeting  sponsored  jointly  by 
the  Drug  Research  Board,  National  Academy  of  Sciences- 
National  Research  Council ;  U.S.  Food  &  Drug  Administra- 
tion ;  and  Regional  Medical  Programs,  U.S.  Health 
Services  and  Mental  Health  Administration,  Washington, 
D.C.  (February  5,  1969). 

20  Done,  Arthur  A. :  "Differences  Between  Advertised 
and  Medical  Uses  of  Drugs,"  Journal  of  Advertising  Re- 
search 1 : 18  ( September  1960) . 

21  Dameshek,  William  :  "Chloramphenicol — A  New  Warn- 
ing," Journal  of  the  American  Medical  Association 
174 : 1853-1854  (December  3, 1960). 


Obviously,  utilization  review — and  much  addi- 
tional scientific  study — would  be  required  to  clar- 
ify such  situations. 

Categorical  Prescribing  Patterns.  The  adminis- 
trator of  a  drug  program  can  be  expected  to  de- 
velop prescribing  profiles  so  that  reviews  may  be 
undertaken  in  terms  of  physician  specialty,  geo- 
graphic area,  etc.  Comparison  of  such  profiles  is 
likely  to  be  especially  important  in  considering 
such  matters  as  the  prescribing  habits  of  dispens- 
ing physicians  as  compared  to  those  of  nondispens- 
ing  physicians. 

Telephone  Prescribing.  Over  one-third  of  all 
prescriptions  are  ordered  by  telephone.  In  some 
urban  areas,  the  figure  may  be  closer  to  50  percent. 
A  number  of  questions  have  been  raised  about  the 
relation  of  such  orders  to  rational — or  irrational — 
prescribing.  One  of  the  major  areas  for  study  un- 
der utilization  review  might  therefore  be  found 
in  the  characteristics  associated  with  telephone 
prescriptions  in  comparison  with  those  initiated 
in  writing. 

Some  of  the  problems  that  may  warrant  review 
are  these : 

•  Was  the  patient  personally  examined  by  the 
physician  before  the  telephone  order  was 
placed?  In  light  of  the  drug  prescribed,  was 
it  essential  that  a  visit  take  place? 

•  How  do  prescriptions  generated  by  an  office 
visit  compare  with  those  initiated  without 
one? 

•  What  procedures  were  followed  to  ensure 
that  the  patient  was  given  the  proper  medica- 
tion? Are  dispensing  errors  likely  to  be  more 
or  less  frequent  with  telephone  prescriptions 
than  with  written  orders  ? 

•  What  characteristics  are  associated  with 
physicians,  patients  and  pharmacists  who  are 
frequently  involved  in  telephone  prescribing? 

•  Are  certain  illnesses  and  certain  drugs  typi- 
cally associated  with  telephone  prescribing? 

•  Are  refills  rather  than  original  orders  more 
frequently  involved  with  telephone  prescrib- 
ing? 

Rational  Use  of  Psychotropic  Drugs.  Particular 
attention  has  been  directed  toward  the  appropriate 
use  of  the  psychopharmacological  or  psychotropic 
drugs — the  antianxiety  drugs,  the  antidepressants, 
and  the  antipsychotic  agents.22  As  noted  elsewhere, 

21  For  a  comprehensive  evaluation  of  psychotropic  drugs, 
see  Veterans  Administration,  Department  of  Medicine  and 
Surgery :  "Medical  Bulletin  MB-11,"  Washington,  D.C, 
September  15,  1966. 
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these  substances  represent  a  substantial  portion  of 
the  drugs  most  frequently  used  by  the  elderly,  and 
thus  account  for  a  large  amount  of  their  drug  ex- 
penses.23 In  addition,  their  use  would  appear  to  be 
associated  in  at  least  some  instances  with  notably 
irrational  prescribing — the  wrong  drug  for  the 
wrong  patient,  in  the  wrong  amounts,  for  the 
wrong  period  of  time,  and  with  little  or  no  consid- 
eration of  relative  costs. 

In  any  utilization  review  program,  attention 
might  properly  be  focused  on  such  points  as 
these : 24 

•  The  prescribing  of  drugs  that  are  contraindi- 
cated  in  the  condition  as  diagnosed,  or  that 
have  been  found  to  be  ineffective. 

•  The  use  of  psychotropic  drugs — especially  for 
prolonged  periods — in  patients  deemed  to  be 
particularly  dependency-prone. 

•  The  use  of  such  drugs,  often  at  high  prices, 
when  low-cost  generics  or  even  placebos  may 
be  as  useful  or  even  clinically  preferable. 

•  Selection  of  the  appropriate  dosage  levels, 
with  suitable  modifications  from  time  to  time, 
as  indicated  for  the  different  psychotropic 
agents. 

•  Restriction  of  the  use  of  alcohol  by  patients 
taking  antianxiety  drugs. 

•  Restriction  of  the  use  of  antidepressant  drugs 
in  combination  with  monoamine  oxidase  in- 
hibitors. 

In  these  and  similar  situations,  much  additional 
research  would  be  required  before  meaningful 
guidelines  can  be  established  for  either  short-term 
or  long-term  therapy. 

Patient  Drug  Use  Records.  Essential  for  effec- 
tive utilization  review — and  for  rational  prescrib- 
ing in  general — are  readily  accessible  records  on 
the  use  of  drugs  by  patients,  and  any  adverse 
reactions,  sensitivities,  or  other  effects  which  may 
have  been  observed. 

Some  have  recommended  that  community  phar- 
macists should  maintain  a  "family  drug  consump- 
tion and  sensitivity  record"  on  a  continuing  basis.23 
Before  filling  a  prescription,  a  pharmacist  using 
such  an  approach  would  refer  to  the  record  in 
order  to  guard  against  furnishing  a  product  likely 


23  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
pp.  35,  38  et  seq. 

24  Veterans  Administration,  Department  of  Medicine  and 
Surgery :  "Medical  Bulletin  MB— 11,"  op.  cit. 

25  Rosner,  Martin  M. :  "Attitudes  Toward  Maintaining 
Family  Records  on  Drug  Sensitivities,"  Journal  of  the 
American  Pharmaceutical  Association  (NS)  4:  169-172, 
175  (April  1964). 


to  result  in  undesirable  reactions  with  other  drugs 
being  taken  by  the  patient,26  a  product  to  which  the 
patient  is  known  or  suspected  to  be  sensitive,  or 
representing  an  unintentional  overdose,  and  call- 
ing such  a  situation  to  the  attention  of  the  pre- 
scriber  wherever  indicated. 

The  achievement  of  such  goals  in  this  maimer 
would  raise  a  number  of  practical  problems.  Since 
many  patients  do  not  always  patronize  the  same 
pharmacy,  it  would  be  difficult  to  depend  on  the 
"family  record"  as  a  certain  or  even  effective  means 
of  controlling  these  types  of  irrational  therapy. 
Even  if  an  insurance  program  designated  partic- 
ular pharmacies  in  each  area  that  beneficiaries 
were  required  to  use  in  order  to  obtain  covered 
drug  services,  there  is  still  a  question  whether  the 
necessary  recordkeeping  could  not  be  handled 
more  efficiently  in  other  ways. 

One  possibility  is  the  development  of  a  patient 
drug  history  data-bank  as  a  byproduct  of  the 
claims  processing  system.  Such  a  data-bank  could 
be  established  by  using  a  terminal  central  com- 
puter network  connecting  pharmacy,  physician  and 
hospital  locations.  All  drug  records  could  be  en- 
tered into  the  system  and  retrieved  as  necessary. 

In  the  case  of  patients  with  scheduled  appoint- 
ments, for  example,  the  physician  could  query  the 
data-bank  the  night  before  the  appointment  and 
have  available  a  print-out  of  all  prescriptions  filled 
for  that  patient,  together  with  any  adverse  re- 
actions reported  by  himself  or  other  physicians. 
For  the  vast  majority  of  physicians,  it  is  estimated 
that  95  percent  of  their  office  consultations  are 
scheduled  in  advance,  thus  providing  sufficient  lead 
time  for  the  data-bank  system  queries  to  be  handled 
during  periods  of  low  demand  on  computer  time. 
In  special  circumstances,  the  needed  information 
could  be  processed  on  peak  computer  time,  al- 
though at  somewhat  higher  cost. 

The  concept  of  a  data-bank  for  social  science 
information  has  been  examined  intensively  by  a 
committee  of  the  National  Research  Council.  The 
Council's  report  noted  that  ".  .  .  there  can  be  no 
doubt  that  somehow  the  horse-and-buggy  methods 
of  social  researches  will  have  to  give  way  to  new 
methods  made  possible  by  modern  communications 
technology."  27  Access  to  drug  histories  by  the  ap- 


20  For  a  detailed  discussion,  see  Ellenhorn,  Matthew  J., 
and  Sternad,  Frank  A. :  "Problems  of  Drug  Interaction," 
Journal  of  the  American  Pharmaceutical  Association 
(NS)  6:  62  (February  1966). 

27  National  Academy  of  Sciences :  "Communication  Sys- 
tems and  Resources  in  the  Behavorial  Sciences,"  Washing- 
ton, D.C.,  1967,  p.  ii. 
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plication  of  such  modern  technology  would  be  of 
significant  help  to  physicians  and  pharmacists, 
serve  as  a  valuable  step  in  achieving  rational  drug 
therapy,  and  contribute  to  effective  drug  utiliza- 
tion review.8- 

Alternative  Approaches 

The  examples  noted  in  the  preceding  section  are 
merely  illustrative  of  the  many  types  of  irrational 
prescribing  that  have  caused  serious  concern 
among  physicians;  that  have  possibly  resulted  in 
injury,  delayed  recovery  from  illness,  or  even 
death;  and  that  have  needlessly  inflated  drug 
expenditures. 

Some  versions  of  irrational  prescribing  may  re- 
flect inadequate  education,28  inadequate  sources  of 
information,29  or  inadequate  time  for  prescribers 
to  keep  up-to-date  on  both  old  and  new  drug  prod- 
ucts.30 Some  may  reflect  errors  of  omission  or  com- 
mission on  the  part  of  patients — the  failure  to  fol- 
low directions,  the  incorrect  use  of  correctly 
prescribed  drugs,  or  the  pressure  exerted  by  pa- 
tients on  physicians  to  prescribe  a  drug  where  no 
drug  is  needed  or  to  prescribe  according  to  some 
current  fad.  Others  may  be  associated  with  the 
unjustifiably  optimistic  or  enthusiastic  advertis- 
ing or  other  promotional  claims  made  by  some 
drug  manufacturers  or  their  representatives.31"32 

At  least  four  different  approaches  for  dealing 
with  these  problems  may  be  considered :  (a)  main- 
tain the  present  system,  and  impose  no  constraints ; 
(b)  improve  the  quality  and  quantity  of  training, 
especially  in  pharmacology,  in  medical  and  phar- 
macy schools ;  ( c)  restrict  prescribing  through  the 
use  of  a  formulary;  and  (d)  implement  effective 
programs  of  utilization  review. 

No  Prescribing  Restraints.  From  the  point  of 
view  of  a  drug  insurance  program,  there  would 
undoubtedly  be  certain  advantages  in  maintaining 
the  traditional  and  simplified  approach  of  per- 
petuating current  prescribing  patterns.  Adminis- 
trative costs  of  the  program  would  be  kept  at  a 
minimum,  fewer  obligations  would  be  placed  on 
the  professional  personnel  in  the  program,  and 
fewer  charges  would  be  brought  on  the  basis  of 

a  See  pp.  70  et  seq. 

28  "The  Drug  Prescribers,"  op.  oit.,  pp.  6-8. 

29  Ibid.,  pp.  £-16. 

30  Ibid.,  p.  9. 

31  Ibid.,  pp.  13-15. 

32  Task  Force  on  Prescription  Drugs  :  "The  Drug  Makers 
and  the  Drug  Distributors."  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  pp.  28-29. 


interference  with  medical  practice.  The  problems 
associated  with  irrational  prescribing,  however, 
suggest  that  such  inaction  may  be  inconsistent 
with  the  promotion  of  better  health  care  and  the 
reduction  of  costs. 

Although  the  use  of  formularies  or  utilization 
review  may  be  construed  in  some  quarters  as  inter- 
ference with  medical  practice,  such  steps  would  be 
neither  unprecedented  nor  necessarily  disadvan- 
tageous. As  will  be  noted  below,  formularies  have 
been  widely  and  effectively  used  in  many  hospitals 
and  in  nongovernmental  and  governmental  drug 
programs,  both  to  improve  care  and  reduce  costs. 
Precedents  for  utilization  review  may  be  found  in 
many  hospitals  in  this  country  and  abroad,  in  the 
efforts  of  numerous  hospital  pharmacy  and  thera- 
peutics committees,  in  the  reviews  of  medical  serv- 
ices initiated  by  some  local  medical  societies,  and 
in  the  drug  review  procedures  used  in  Great  Brit- 
ain and  other  countries.  The  fact  that  these  and 
similar  efforts  have  been  undertaken  may  suggest 
that  some  physicians  already  recognize  an  unre- 
stricted approach  to  prescribing  does  not  neces- 
sarily result  in  attaining  the  highest  levels  of 
health  care. 

/ nipro-ved  Education  and  Information.  Improv- 
ing the  undergraduate  and  postgraduate  training 
of  physicians  and  pharmacists,  providing  them 
with  a  greater  fund  of  drug  knowledge,  instilling 
in  them  the  appropriate  attitudes  towards  drugs 
and  especially  towards  drug  promotional  claims, 
and  making  readily  available  complete,  objective, 
up-to-date  information  on  drugs  and  drug  prices 
are  all  fundamental  in  achieving  the  goal  of  ra- 
tional prescribing.33 

It  seems  evident,  however,  that  such  tech- 
niques— as  valuable  as  they  will  be  for  the  long 
run — may  have  limited  impact  in  raising  the  stand- 
ards of  drug  therapy  during  the  next  decade  or  so. 

Use  of  Formularies.  As  noted  elsewhere,34  drug 
formularies — even  when  they  are  not  restrictive — 
are  thought  by  their  proponents  to  have  a  useful 
role  in  the  promotion  of  rational  prescribing. 

"The  formulary  system  is  a  method  used  by  the 
medical  staff  of  a  hospital,  working  through  a 
Pharmacy  and  Therapeutics  Committee,  to 
evaluate  and  to  select,  from  among  the  numer- 
ous medicinal  agents  available,  those  that  are 
considered  most  useful  therapeutically  and  to 

33  "rpj^  DrUg  Prescribers,"  op.  oit.,  pp.  6-8. 

34  Ibid.,  pp.  12, 43  et  seq. 


69 


list  dosage  forms  in  which  they  may  be  adminis- 
tered most  effectively."  35 

Widely  used  in  major  American  hospitals,  for- 
mularies also  play  a  role  in  various  drug  insurance 
programs,  both  in  this  country  and  abroad.36 
Whether  or  not  they  could  be  similarly  utilized  in 
general  nonhospital-based  practice  is  now  under 
consideration,  with  particular  interest  expressed 
in  the  development  of  formularies  through  joint 
pharmacist-physician  cooperation  at  the  county  or 
State  level.37 

Whether  a  formulary  in  itself — without  utiliza- 
tion review  and  peer  judgments — will  promote 
rational  prescribing  appears  doubtful.  It  remains 
to  be  determined  whether  or  not  an  effective  utili- 
zation review  program  can  be  instituted  without 
use  of  a  formulary. 

Use  of  Utilization  Review.  In  the  preceding 
sections,  attention  has  been  devoted  to  the  general 
purposes  of  drug  utilization  review,  and  to  some 
of  the  problems  that  might  be  studied  under  such 
a  program.  The  implementation  of  utilization 
review  itself  may  now  be  examined  in  some 
detail.a 

The  approach  to  utilization  review  38-42  is  quite 
different  from  that  involving  a  study  of  utiliza- 
tion in  itself.  A  program  covering  the  latter 
implies  the  examination  of  health  care  claims  as 
related  to  various  socio-economic  characteristics 
which  govern  program  experience — for  example, 
the  extent  to  which  age  and  sex  may  influence 
insurance  expenditures.  In  contrast,  utilization 
review  focuses  primarily  on  those  problems  which, 
if  brought  under  control,  hold  promise  for  improv- 
ing patient  health. 


35  American  Society  of  Hospital  Pharmacists :  "Ameri- 
can Hospital  Formulary  Service,"  American  Society  of 
Hospital  Pharmacists,  Washington,  D.C.,  1967.  p.  vii. 

38  Task  Force  on  Prescription  Drugs :  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968. 

37  "rp|le  Drug  Prescribers,"  op.  ext.,  p.13. 

a  In  addition  to  the  references  specifically  cited  in  this 
section,  a  number  of  additional  references  in  this  field  are 
given  at  the  end  of  the  chapter. 

38  Donabedian,  Avedis  :  "Evaluating  the  Quality  of  Medi- 
cal Care,"  Milbank  Memorial  Fund  Quarterly  44 :  Part  2, 
pp.  166-206  (July  1966). 

39  Wallace,  J.  Douglas :  "Developing  an  Effective  Utili- 
zation Review  Program,"  Hospitals  41:70-73  (Novem- 
ber 16,  1967). 

40  American  Medical  Association  :  "Utilization  Review," 
American  Medical  Association,  Chicago,  111.,  1965,  p.  116. 

41  "Utilization  Review  in  Psychiatric  Hospitals,"  Report 
of  a  conference,  November  1967,  sponsored  jointly  by  the 
National  Institute  of  Mental  Health,  the  Division  of 
Medical  Care  Administration,  Public  Health  Service,  and 
the  American  Psychiatric  Association,  Summer  1968. 

42  Francke,  Don  E. :  "What  are  the  Goals  of  the  Phar- 
macy and  Therapeutics  Committee?"  Hospitals  41:99- 
101  (October  16,  1967). 


Utilization  review  is  concerned  secondarily  with 
those  measures  which  will  conserve  insurance 
funds  as  long  as  the  basic  goal  of  improved  patient 
health  is  supported.  It  implies  further  that  atten- 
tion will  be  given  to  a  third  aspect  which  may  not 
necessarily  be  covered  under  the  two  functions 
defined  above — namely,  the  detection  and  resolu- 
tion of  problems  concerning  program  abuse  and 
fraud.  To  the  extent  that  this  latter  function  is 
well  developed  and  publicized,  it  may  be  assumed 
that  the  inclination  to  defraud  the  insurance  pro- 
gram would  be  at  a  minimum. 

Prudent  utilization  review  implies  that  rules, 
regulations  and  educational  guidelines  would  be 
established  only  when  there  is  an  objective  basis 
for  them.  Consequently,  it  should  be  expected  that 
only  the  most  obvious  problems  would  be  handled 
during  the  early  stages  of  review,  while  those 
requiring  additional  data  or  scientific  support 
would  be  pursued  after  such  information  became 
available.  Utilization  review,  therefore,  is  an 
evolving  process  for  decision-making  rather  than 
a  full  set  of  procedures  which  can  be  dropped  onto 
an  insurance  program  during  the  first  months  of 
operation. 

Utilization  review  is  essentially  a  qualitative 
interpretation  of  quantitative  data.  It  is  likely  to 
be  most  effective  when  adequate  staff  support  and 
computer  time  is  made  available  to  carry  out  the 
planning  and  data  preparation  stages.  During  this 
period,  health  care  analysts,  statisticians  and  pro- 
grammers would  be  expected  to  assume  major 
responsibilit  ies.  Under  drug  insurance,  they  would 
be  assisted  through  the  use  of  consultative  services 
provided  by  physicians,  pharmacists  and  phar- 
macologists. Once  the  data  preparation  phase  has 
progressed  to  an  appropriate  level — through  the 
development  of  data  profiles,  establishment  of 
statistical  cutoff  criteria  to  indicate  significance 
of  the  quantitative  base,  etc. — the  roles  would 
be  reversed.  Then  physicians  and  pharmacists 
would  begin  an  evaluation  of  the  data  to  deter- 
mine how  the  practice  of  medicine  in  general  and 
drug  use  in  particular  could  be  improved.  Analysts 
and  statisticians  would  be  enlisted  to  explain  levels 
of  statistical  significance,  the  need  for  any  addi- 
tional data  to  contribute  to  improved  reliability, 
etc.  Obvious  problems  would  be  singled  out  quickly 
for  remedial  action,  while  others  would  be  studied 
for  a  longer  period  until  decisions  could  be  sup- 
ported by  a  scientific  basis. 

In  utilization  review,  it  is  assumed  that  profes- 
sional judgments  on  claim  information  would  be 
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made  at  the  local  level.  Certainly,  it  seems  unlikely 
that  many  cases  would  require  review  beyond  the 
State  level.  Because  of  the  need  for  impersonal 
handling  of  problem  cases,  however,  it  also  seems 
unlikely  that  decision-making  can  be  expected 
to  function  well  at  a  level  lower  than  that  of  the 
State.  The  preparation  of  general  guidelines  for 
case  investigation  and  interpretation  at  the  na- 
tional level  should  be  useful,  though,  in  aiding  the 
review  process. 

An  objective,  scientific  basis  should  support  all 
actions.  Care  must  be  taken  so  that  the  limitations 
of  therapy  are  not  overemphasized,  with  the  re- 
sultant creation  of  a  climate  militating  against  the 
most  efficient  use  of  drugs.43  At  the  same  time, 
the  administrator  of  an  insurance  program  would 
need  to  ensure  that  the  professional  review  func- 
tion does  not  drift  into  a  position  in  which  impor- 
tant problems  remain  unsolved  through  profes- 
sional inaction.  State  medical  and  pharmaceutical 
boards  and  societies  have  not  often  been  in  the 
vanguard  in  the  matter  of  member  discipline  or 
the  implementation  of  educational  programs  based 
on  findings  of  utilization  review  studies.  Methods 
for  reaching  the  professions  and  interpreting  pro- 
gram findings  must  be  improved. 

It  should  be  recognized  that  utilization  review 
is  never  intended  to  be  a  substitute  for  poorly  con- 
ceived programs  or  improper  administration.  It 
cannot  be  expected  to  counteract  problems  arising 
from  such  errors  as  improper  payment  because 
of  beneficiary  ineligibility,  exclusion  of  the  drug 
from  coverage,  vendor  overpayment,  etc.  Moreover, 
a  "reasonable  charges"  reimbursement  system  that 
accepts  virtually  all  claims  at  par  cannot  then  lean 
upon  utilization  review  to  control  cost  problems 
which  may  become  apparent. 

Utilization  review  methods,  especially  when  data 
indicating  medical  condition  of  the  patient  are 
available,  can  be  expected  to  make  a  major  contri- 
bution toward  improving  patient  care.  Neverthe- 
less, it  should  be  recognized  that  maximum  effec- 
tiveness requires  an  even  broader  data  base  than 
can  be  generated  from  drug  insurance  records. 
This  point  has  been  stressed  by  one  authority : 

".  .  .  for  fullest  value,  the  use  of  drugs  should 
be  appraised  in  the  context  of  the  type  and  se- 
quence of  diagnostic  tests  performed  and  of 
nondrug  therapies  (such  as  surgery,  physical 
medicine,  electroshock,  and  psychotherapy)  ap- 

43  Weston,  Jean  K. :  "The  Present  Status  of  Adverse 
Drug  Reaction  Reporting,"  Journal  of  the  American  Medi- 
cal Association  203  :  91  (January  1,  1968). 


plied.  Thus  we  are  back  to  elements  of  the  com- 
plete medical  audit." 44 

Under  a,  drug  program  for  the  elderly,  utiliza- 
tion review  is  likely  to  be  more  complicated  than 
if  the  program  covered  the  entire  population. 

"In  general,  the  elderly  are  more  sensitive  to 
drugs  than  are  younger  adults  and  therefore 
lower  dosages  are  recommended.  Because  the 
aged  are  more  susceptible  to  the  toxic  properties 
of  various  compounds,  drugs  should  be  adminis- 
tered cautiously  and  the  dosages  adjusted  to  meet 
individual  requirements.  .  .  .  The  problem  is 
most  critical  with  respect  to  drugs  that  act  on 
the  central  nervous  system." 45 

Under  drug  insurance,  the  major  focus  of  review 
is  the  attainment  of  more  rational  drug  therapy 
both  at  the  overt  level  of  prescribing,  dispensing, 
and  consuming,  and  at  the  more  basic  level  that 
involves  the  education  of  current  and  potential 
program  participants.  The  educational  aspect  has 
many  dimensions.  One,  for  instance,  is  highlighted 
by  the  finding  that  37  percent  of  a  group  of  pa- 
tients disregarded  their  doctor's  advice.46  Over- 
looking the  medical  implications  of  this  result,  it 
is  evident  that  even  if  half  of  this  proportion  of 
elderly  patients  obtained  prescriptions  under  a 
comprehensive  insurance  program  and  did  not  use 
them  properly,  nearly  $200  million  per  year  would 
be  partially  or  totally  wasted.  'It  might  seem  that 
figures  of  this  size  would  demand  that  utilization 
review  be  studied  and  implemented  in  its  broad- 
est sense. 

Another  feature  of  utilization  review  concerns 
its  effect  on  the  discretion  of  physicians  in  prescrib- 
ing for  their  patients.  Undoubtedly  this  discretion 
could  be  limited  from  time  to  time  as  members  of  a 
review  committee  endeavor  to  control  irrational 
drug  therapy  by  their  colleagues.  In  such  cases, 
though,  physicians  whose  prescribing  practices 
were  subject  to  frequent  and  serious  question  would 
usually  have  an  opportunity  to  justify  such  prac- 
tices. If  a  restricted  formulary  were  relied  upon 
exclusively,  however,  a  physician  could  be  pre- 
cluded from  using  his  judgment  for  all  those  drugs 
not  included  in  the  formulary.  Thus  utilization 

44  Muller,  Charlotte  F. :  "The  Study  of  Prescribing  as  a 
Technic  of  Examining  a  Medical  Care  System,"  op.  cit., 
p.  2121. 

45  Bender,  A.  Douglas :  "Pharmacologic  Aspects  of  Ag- 
ing," Journal  of  the  American  Geriatrics  Society  12 :  128 
(February  1964). 

46  Davis,  Milton  S. :  "Variations  in  Patients'  Compliance 
with  Doctors'  Advice:  An  Empirical  Analysis  of  Patterns 
of  Communication,"  American  Journal  of  Public  Health 
58:274-288  (February  1968). 
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review  could  be  a  technique  to  broaden  the  discre- 
tion of  a  physician  in  applying  drug  therapy,  while 
a  formulary  could  limit  his  discretion.  In  any  case, 
it  appears  that  vise  of  a  formulary  under  drug  in- 
surance -would  not  obviate  the  need  for  utilization 
review,  since  many  issues  cannot  be  resolved  sim- 
ply by  means  of  a  formulary .a 

Another  characteristic  of  utilization  review  me- 
thodology involves  the  nature  of  program  records. 
Obviously,  the  data  must  be  accurately  recorded 
and  should  be  available  for  study  soon  after  the 
pharmaceutical  service  has  been  rendered.  Simi- 
larly, the  data  should  be  comprehensive  enough  to 
permit  judgments  on  the  degree  to  which  rational 
drug  therapy  has  been  attained. 

In  the  proposed  data  requirements  listed  for  a 
drug  insurance  program,  the  only  major  item  not 
required  to  complete  the  reimbursement  and  pro- 
gram audit  responsibilities  is  "patient  diagnosis." 
Such  information  would  be  needed,  however,  to 
transform  utilization  review  from  a  useful  func- 
tion to  a  highly  valuable  function.  With  diagnostic 
information — or  its  equivalent — included  as  a  part 
of  the  drug  claim  record,  professional  reviewers 
would  have  a  more  sound  foundation  for  judging 
the  appropriateness  of  the  indicated  therapy. 

It  has  already  been  noted  that  a  therapeutic 
classification  designation  might  be  used  as  a  re- 
placement for  diagnostic  findings  or  as  an  addi- 
tional indicator.1*  The  relative  reliability  and 
utility  of  such  alternative  approaches  call  for  sys- 
tematic research.  There  are  many  reasons  why  the 
diagnosis  per  se  or  the  therapeutic  classification  of 
the  drug  should  not  appear  on  the  prescription 
form.  Under  either  method,  an  appropriate  code 
number  would  suffice. 

Although  prescription  screening  is  recognized 
as  a  valuable  tool  for  health  insurance  programs,47 
it  is  limited  in  the  fact  that  a  drug  program  in 
itself  will  yield  information  that  describes  only 
the  prescribing  function.  The  reliability  of  review- 
ing drug  data  profiles  would  be  improved  if  the 
base  were  as  broad  as  possible — that  is,  if  informa- 
tion on  all  patients,  pharmacies  and  physicians 
participating  in  the  drug  program  could  be  assem- 
bled and  analyzed  as  necessary  for  review  pur- 


1  For  example,  a  formulary  that  permitted  drug  X  to 
be  prescribed  would  not  necessarily  be  able  to  control 
the  quantity  dispensed  or  assess  its  use  in  treating  par- 
ticular conditions.  Nor  could  a  formulary  necessarily 
restrict  the  consumption  of  drugs  Y  and  Z  in  conjunction 
with  drug  X. 

b  See  p.  44. 

"  Muller,  Charlotte  F. :  "Medical  Review  of  Prescrib- 
ing," op.  cit.,  p.  695. 


poses.  The  reliability  and  validity  of  the  drug  util- 
ization review  function  would  be  improved  even 
further  if  complete  medical  records — hospital, 
physician  office,  nursing  home,  etc. — were  avail- 
able for  peer  review  in  difficult  or  questionable 
cases. 

The  former  problem  suggests  that  centralized 
administration  of  all  government  drug  insurance 
coverage  should  be  studied  from  the  point  of  view 
of  obtaining  maximum  benefits  from  utilization 
review.  The  latter  problem,  relating  drug  records 
to  total  health  care  records,  suggests  the  need  for  a 
health  care  history  data-bank  which  can  be  queried 
for  information  when  detailed  information  is  re- 
quired. It  is  recognized,  of  course,  that  the  use  of 
data-banks  for  storing  detailed  health  records  and 
similar  social  science  information  may  be  a  matter 
of  some  controversy.  One  of  the  most  important 
issues  involves  the  possible  conflict  between  in- 
dividual privacy  and  centralized  data  collection, 
especially  by  a  governmental  agency.  It  appears 
unlikely  that  such  data-banks  would  be  used  in 
government  programs  until  agreement  has  been 
reached  on  their  appropriate  role,  and  on  the  safe- 
guards necessary  to  prevent  abuse  of  these  infor- 
mation sources. 

In  the  same  way,  it  is  recognized  that — at  least 
in  the  United  States — utilization  review  has  thus 
far  been  found  most,  effective  and  most  acceptable 
in  a  hospital  environment.  In  such  a  setting,  re- 
views are  conducted  and  judgments  rendered  by 
peer  groups — by  other  internists,  other  surgeons, 
pathologists,  pharmacologists,  hospital  pharma- 
cists, and  the  like.  When  remedial  efforts  are  taken, 
when  guidelines  are  established,  or  when  dis- 
ciplinary steps  are  invoked,  these,  too,  represent 
peer  actions. 

There  are  no  reasons  to  assume  a  priori  that  such 
actions  cannot  be  taken  successfully  in  a  nonhos- 
pital  setting,  perhaps  on  a  community-wide  basis, 
under  the  existing  system  of  medical  care  in  this 
country.  Some  local  groups,  such  as  certain  county 
medical  societies,  have  demonstrated  their  ability 
to  deal  effectively  with  unprofessional  conduct  or 
inferior  medical  practice,  even  without  the  close- 
knit  organization  of  a  hospital  or  group-practice 
staff. 

For  a  successful  drug  utilization  review  pro- 
gram, it  appears  essential  that  appropriate  profes- 
sional persoimel — competent  and  respected  physi- 
cians, pharmacists  and  other  professionals — be 
closely  associated  with  all  review  and  educational 
activities.  Representatives  of  practicing  physi- 
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cians,  pharmacy,  medical  and  pharmacy  school 
faculties,  and  suitable  professional  organizations 
would  be  expected  to  fill  important  roles  in  such 
efforts. 

In  England,  the  philosophy  of  persuasion  rather 
than  coercion  and  the  reliance  on  professional 
judgment  rather  than  established  rules  has  been  a 
major  characteristic  of  drug  utilization  review.48 
This  is  illustrated  by  the  following  summary  of 
one  stage  in  the  English  review  procedure : 
"Periodically,  doctors'  frequency  and  cost  of 
prescribing,  related  to  the  size  of  practice  popu- 
lation, are  compared  with  the  averages  for  the 
area  in  which  they  practice.  Those  who  exceed 
the  area  average  by  more  than  an  agreed  ratio 
(usually  twenty-five  percent)  may  be  visited  by 
a  Ministry  official  to  discuss  the  matter.  If  the 
deviation  from  the  area  average  persists,  in- 
dividual practitioners  may  ultimately  have  to 
appear  before  their  colleagues  on  the  Local 
Medical  Committee,  and  in  grosser  cases  the 
Minister  may  be  recommended  to  impose  a  fine. 
In  many  respects  obviously  the  system  is  very 
fair  in  that  the  deviation  from  the  local  average 
has  to  be  persistent  over  a  period,  and  the  initial 
visit  by  the  Ministry's  officer  is  very  much  con- 
cerned with  the  sympathetic  discussion  of  prob- 
lems rather  than  the  allocation  of  blame.  More- 
over, at  the  crucial  stage,  formal  hearings  by  the 
Local  Medical  Committee,  the  Ministry  has  to 
prove  its  case  to  the  practitioners'  local  peers." 49 
As  an  example  of  one  aspect  of  utilization  re- 
view, the  General  Medical  Service  of  Scotland  has 
selected  a  number  of  techniques  to  help  practi- 
tioners become  aware  of  rational  drug  usage  and 
the  comparative  advantages  of  different  medica- 
tions. It  circulates  pamphlets  on  drugs  and  trends 
in  prescribing,  classifies  new  proprietary  prepara- 
tions according  to  their  therapeutic  value,  pub- 
lishes information  on  comparative  drug  costs,  and 
even  provides  refresher  courses  for  general  prac- 
titioners that   are   organized   by  the  medical 
schools.50 

Finally,  it  seems  necessary  that  the  utilization 
review  responsibility  be  placed  within  the  admin- 
istrative agency,  with  the  executive  in  charge  of 
reviews  reporting  directly  to  the  chief  administra- 


48  "Cun-ernt  American  and  Foreign  Programs,"  op.  cit., 
p.  178. 

49  Clapp,  Raymond  F. :  "Study  of  Drug  Purchase  Prob- 
lems and  Policies,"  U.S.  Department  of  Health,  Education, 
and  Welfare,  Welfare  Administration,  Washington,  D.C., 
March  1966,  p.  32. 

60  Clapp,  Raymond  F. :  IMd.,  pp.  29-30. 


tive  official  of  the  insurance  program.  Because  of 
the  importance  which  utilization  review  findings 
could  have  in  determining  policy,  the  function 
should  be  so  placed  within  the  organizational  struc- 
ture to  ensure  maximum  effectiveness. 
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CHAPTER  9 

PROGRAM  COST  ESTIMATES 


The  cost  of  an  out-of-hospital  prescription 
drug  program  under  Medicare  would  depend 
mainly  on  two  sets  of  factors — those  that  can  be 
determined  in  large  part  by  legislation  and  pro- 
gram regulations,  and  those  that  would  reflect  the 
needs  and  demands  of  patients,  vendors  and  physi- 
cians, and  that  cannot  be  effectively  influenced  or 
controlled  by  rules  and  regulations. 

In  this  chapter,  attention  is  directed  especially 
toward  a  number  of  important  variables  that  could 
modify  trends  in  drug  utilization  and  prescrip- 
tion prices.  These  factors  would  be  among  the 
prime  determinants  of  program  expenses. 

The  analysis  here  assumes  that  a  program  would 
have  these  characteristics : 

•  It  would  reimburse  vendors  on  a  formula 
basis  resulting  in  rather  limited  controls  of 
actual  market  prices. 

•  It  would  feature  a  modest  program  of  utili- 
zation review  at  the  outset,  certainly  during 
the  first  year  of  operations. 

•  It  would  include  a  form  of  patient  cost-shar- 
ing that  would  somewhat  restrict  utilization. 

•  It  would  cover  all  persons  eligible  for  hospital 
insurance— that  is,  it  would  involve  coverage 
under  Part  A  of  Medicare. 

•  It  would  accept  participation  of  all  qualified 
drug  vendors. 

•  It  would  begin  in  January  1971. 

Two  forms  of  programs  are  considered.  One 
would  involve  comprehensive  coverage  of  most  but 
not  necessarily  all  prescribed  drug  products.  The 
major  exclusions  would  be  such  products  as  anti- 
obesity  drugs,  multiple  vitamins,  and  similar  non- 
critical  or  low  priority  drugs.  The  other  would 
limit  covered  products  to  important  maintenance 
drugs  that  would  be  needed  primarily  for  the 
treatment  of  chronic  illness,  and  that  probably 
would  be  listed  in  an  official  formulary  of  eligible 
drugs.  Any  deviations  from  these  or  other  assump- 
tions noted  below  would  naturally  increase  or  de- 
crease program  expenditures  accordingly. 

In  any  such  program,  the  estimated  costs  indi- 
cated below  could  be  substantially  reduced  by  a 
number  of  approaches.  From  a  survey  of  avail- 


able evidence  from  current  governmental  and  pri- 
vate drug  insurance  programs 12  and  hospital 
operations  3~10,  it  appears  that  use  of  a  scientifi- 
cally designed  formulary  to  exclude  certain  com- 
bination products,  duplicative  drugs  and  noncriti- 
cal  products  from  Federal  reimbursement  would 
not  only  contribute  significantly  to  rational  pre- 
scribing but  could  yield  overall  savings  of  at  least 
10  percent. 

In  the  same  way,  establishing  product  cost 
ranges  reflecting  the  cost  of  drugs  generally  avail- 
able by  their  generic  names  would  save  approxi- 
mately 5  percent  at  the  retail  level.11 

Savings  also  could  be  achieved  by  such  ap- 
proaches as  government  purchase,  effective 
utilization  review,  and  the  cost  determination  of 
actual  vendor  dispensing  expenses.  In  each  such  in- 
stance, the  amount  of  savings  would  depend  on  the 
extent  to  which  each  approach  might  be  utilized. 


The  Level  of  Drug  Prices 

It  is  presumed  that  the  average  insurance  bene- 
fit would  be  strongly  influenced  by  average  pre- 
scription prices,  which  in  turn  would  be  influenced 


1  Task  Force  on  Prescription  Drugs :  "Current  Ameri- 
can and  Foreign  Programs,"  U.S.  Government  Printing 
Office,  Washington,  D.C.,  1968,  pp.  48-50,  58,  65,  78-80, 
87-88,  128-130,  132,  139,  171,  182,  185,  188,  190. 

2  Task  Force  on  Prescription  Drugs :  "The  Drug  Pre- 
scribes," U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  pp.  46^9. 

3  U.S.  'Senate,  Subcommittee  on  Monopoly,  Select  Com- 
mittee on  Small  Business:  "Competitive  Problems  in  the 
Drug  Industry,"  U.S.  Government  Printing  Office,  Wash- 
ington, DC,  1967  ct  seq. 

4  Oherkasky,  Martin:  Statement  in  U.S.  Senate  (3),  pp. 
672-674,  693. 

5  Francke,  Don  E. ;  Latiolais,  Clifton,  J. ;  Francke, 
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Pharmacy,"  American  Society  of  Hospital  Pharmacists, 
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'  Kunin,  Calvin  M. :  Statement  in  U.S.  Senate  (3),  Part 
2,  p.  731. 

7McCarron,  Margaret:  Statement  in  U.S.  Senate  (3), 
Part  2,  pp.  581-589. 
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10  "The  Drug  Prescribes,"  op.  cit.,  pp.  12-13,  43-44. 

"  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users," 
U.S.  Government  Printing  Office,  Washington,  D.C.,  1968, 
pp.  36-37v 
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by  a  number  of  factors.  Important  among  them 
are  the  following : 

•  Overall  scope  of  drug  product  coverage,  in- 
cluding the  extent  to  which  prescribed  over- 
the-counter  products  are  covered. 

•  The  extent  of  physician-dispensing,  and  any 
controls  applied  to  it. 

•  The  possible  growth  of  mail-order  and  chain- 
store  dispensing. 

•  Any  cost  regulations  regarding  product 
acquisition. 

•  Reimbursement  based  upon  a  flat  dispensing 
fee  rather  than  a  percentage  markup. 

•  The  extent  to  which  delivery  services  are  re- 
flected in  the  reimbursement  formula. 

•  Any  changes  in  quantities  of  medication  pre- 
scribed per  prescription. 

•  The  quantity  of  medication  allowed  per 
prescription. 

•  Any  change  in  price  competition  within  the 
drug  industry  resulting  from  tariff  and  im- 
port regulations,  patent  expirations,  etc. 

•  Effectiveness  of  pharmacist-patient  relations. 

•  The  discovery  of  new  drugs  and  a  shift  to 
these  items  in  place  of  older  products. 

The  average  prescription  price  of  drugs  pur- 
chased by  the  elderly  is  currently  about  10  percent 
higher  than  that  paid  by  individuals  of  all  ages.12 
The  latter  figure,  according  to  three  different 
sources,  was  about  $3.60  in  1967.a  Consequently,  it 
appears  that  the  average  price  paid  by  the  elderly 
for  prescribed  drugs  in  1967  was  about  $4.00. 
Table  5  summarizes  the  estimates  of  average  costs 
per  prescription  in  1971. 

In  attempting  to  weigh  the  effect  of  the  factors 
noted  above,  it  may  be  assumed  that,  in  the  absence 
of  a  Medicare  drug  program,  a  slight  increase  in 
average  price  (estimated  to  be  about  2  percent  per 
year)  will  occur.  Such  a  change  would  indicate 
an  increase  in  the  average  price  for  the  elderly  to 
approximately  $4.30  per  prescription.  An  un- 
restrained program  might  inflate  prices  by  an- 
other 8  percent,  raising  the  market  price  as  high  as 
$4.65  by  1971.  On  the  assumption  that  an  insurance 
program  would  have  some  restraining  influence 
on  average  prescription  prices  paid  by  the  bene- 

13  National  Center  for  Health  Statistics,  U.S.  Public 
Health  Service :  "Prescribed  and  Non-Prescribed  Medica- 
tions," Series  No.  10,  Number  39,  U.S.  Government  Print- 
ing Office,  Washington,  D.C.,  1967,  p.  23. 

°  The  American  Druggist  reported  $3.49,  while  both  the 
Lilly  Digest  and  the  National  Prescription  Audit  reported 
$3.62. 


ficiaries,  however,  it  seems  appropriate  for  plan- 
ning purposes  to  reduce  the  estimate  and  use  a 
figure  of  $4.00  for  a  comprehensive  program.  For 
a  program  limited  to  coverage  of  important  main- 
tenance drugs,  a  higher  average  price  of  $4.40  has 
been  assumed.  This  higher  price  of  $4.40  is  based 
on  (a)  the  fact  that,  at  least  in  1966,  prescription 
prices  for  maintenance  drugs  were  higher  than 
those  for  nonmaintenance  drugs,13  and  (b)  the 
probability  that  some  patients  would  find  it  ad- 
vantageous to  obtain  a  covered  rather  than  an  un- 
covered drug.b 

Table  5 

Estimated  Average  Prescription  Cost 
for  the  Elderly  in  1971  under 
Specified  Assumptions3 

Average 
Cost  per 

Assumption  Prescription 

No  Medicare  outpatient  drug  program  $4.  30 

Comprehensive  outpatient  drug  program  : 

— with  no  price  control  b   4.  65 

— with  moderately  effective  price  control 0   4.  00 

— with  very  effective  price  control  d   3.  30 

1  Base  :  all  prescribed  drugs  plus  insulin.  Limiting  cover- 
age to  legend  drugs  only  would  increase  the  above  aver- 
ages by  about  4  percent. 

b  This  estimate  is  maximal. 

e  This  cost  is  used  generally  in  the  cost  estimates  else- 
where in  this  chapter.  It  reflects  the  application  of  such 
techniques  as  an  appropriately  designed  formulary, 
generic  pricing,  utilization  review,  and  cost  determination 
of  vendor  dispensing  expenses,  alone  or  in  combination. 

d  This  estimate  is  minimal.  It  reflects  further  applica- 
tion of  such  techniques  as  an  appropriately  designed 
formulary,  generic  pricing,  government  purchase,  utiliza- 
tion review,  and  cost  determination  of  vendor  dispensing 
expenses,  alone  or  in  combination. 

As  noted  above,  the  average  prescription  price 
could  be  reduced  by  the  application  of  an  appro- 
priately designed  formulary,  generic  pricing,  gov- 
ernment purchase,  utilization  review,  and  cost 
determination  of  vendor  expenses,  alone  or  in 
combination.  The  amount  of  reduction  would  de- 
pend on  the  degree  to  which  these  approaches 
might  be  applied — such  as  the  nature  of  restric- 
tiveness  in  the  formulary,  the  scope  of  govern- 
ment purchase,  and  the  extent  of  utilization 
review. 

13  "The  Drug  Users,"  op.  cit.,  p.  35. 

b  For  example,  a  covered  drug  carrying  a  market  price 
of  $5.00  might  be  obtainable  for  a  co-payment  of  $1.00,  and 
thus  would  be  a  better  buy  for  a  beneficiary  than  an  un- 
covered drug  with  a  market  price  of  $2.00. 
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The  Level  of  Drug  Utilization 

Benefit  and  administrative  costs  of  a  prescrip- 
tion drug  insurance  program  would  obviously  be 
influenced  by  a  number  of  variables  that  can  af- 
fect the  drug  utilization  of  the  average  elderly 
person.  Current  utilization  rates  must  therefore 
be  adjusted  to  reflect  the  following: 

Factors  Likely  to  Increase  Utilization 

•  Program  awareness  and  lower  out-of-pocket 
expenses  for  prescribed  drugs,  which  will  be 
manifest  in  (a)  a  reduction  in  the  number  of 
prescriptions  written  but  not  taken  to  a  phar- 
macy for  filling,  and  (b)  a  reduction  in  the 
number  of  prescriptions  taken  to  a  pharmacy 
and  filled  but  not  picked  up. 

•  An  increase  in  the  number  of  physician  visits 
per  elderly  person. 

•  The  tendency  of  physicians  to  write  more 
prescription  orders  per  visit. 

•  A  higher  ratio  of  women  to  men  in  the  elderly 
population.  (The  use  of  prescription  drugs 
is  generally  higher  among  women. ) 14 

•  An  increase  in  the  average  age  of  elderly  peo- 
ple in  the  population.  (Prescription  drug  use 
apparently  increases  with  age.) 15 

•  The  growth  of  home  health  agency  services, 
which  would  shift  some  drug  consumption 
from  an  inpatient  program  (already  covered 
under  Medicare)  to  a  new  outpatient  program. 

•  Possible  controls  on  the  quantity  of  medica- 
tion prescribed  per  prescription. 

Factors  Likely  To  Retard  Increases  in  Utili- 
zation— 

•  Appropriate  utilization  review. 

•  Financial  deterrents  applied  by  the  program. 

•  Increased  effectiveness  of  the  drugs  used. 
The  National  Center  for  Health  Statistics  has 

estimated  that  the  average  person  aged  65  or  more 
acquired  11.4  prescriptions  during  fiscal  year 
1965.16  (As  noted  elsewhere,  the  estimated  average 
number  of  acquisitions  for  the  elderly  in  calendar 
years  1967  was  13.6.) 17  Reference  to  demographic 
and  drug  survey  data  indicates  that  the  11.4  figure 
will  rise  to  about  14  prescription  acquisitions  per 

14  "The  Drug  Users,"  op.  cit.,  p.  22. 
13  IMA.,  pp.  20-25. 

16  "Prescribed  and  Non-Prescribed  Medicine,"  op.  cit., 
p.  27. 

17  "The  Drug  Users,"  op.  cit.,  p.  21. 


person  per  year  during  1971.18  If  it  is  further  as- 
sumed that  the  introduction  of  a  drug  insurance 
program  will  in  itself  increase  drug  utilization  by 
elderly  individuals  to  the  extent  of  approximately 
7  percent,  an  estimate  of  15  prescriptions  per  year 
is  reached.  (A  program  implemented  without  utili- 
zation review  may  result  in  about  16  prescriptions 
per  capita  per  year,  or  a  15  percent  increase  in 
utilization.) 

Thus,  when  an  estimate  of  15  acquisitions  per 
year  is  related  to  the  average  number  of  20.5  mil- 
lion persons  expected  to  be  eligible — as  under  Part 
A  coverage — during  1971,  it  appears  that  a  com- 
prehensive program  would  involve  about  308  mil- 
lion prescriptions  during  the  first  year  of 
operation. 

A  different  approach  toward  estimating  pre- 
scription volume  is  indicated  in  Table  6.  These 
figures  are  based  on  the  total  number  of  prescrip- 
tions for  the  entire  population  and  the  percentage 
of  these  that  reflect  prescriptions  for  the  elderly  as 
reported  by  various  sources.  The  data,  adjusted  for 
20.5  million  persons  at  risk  (approximately  200,000 
of  the  elderly  would  not  be  eligible  under  Medi- 
care) show  that,  without  a  program,  the  number 
of  prescriptions  would  be  approximately  24  per- 
cent of  1,393  million,  or  328  million.  If  there  were 
a  7-percent  increase  in  utilization  resulting  from 
introduction  of  a  drug  insurance  program,  this 
number  would  be  increased  to  more  than  350 
million. 

In  this  chapter,  it  appears  preferable  to  use  the 
figure  of  308  million,  since  its  data  base  relies  upon 
a  more  scientifically  controlled  sample  and  the  re- 
sults are  corroborated  by  other  studies.13 

The  foregoing  considerations  are  summarized 
in  Table  7,  which  indicates  that  the  average  num- 
ber of  acquisitions  in  a  comprehensive  program  for 
the  elderly  in  1971  would  range  from  about  12.5 
to  16.0,  depending  on  the  effectiveness  of  utiliza- 
tion review. 

Maintenance  Drug  Utilization.  Utilization  un- 
der a  so-called  maintenance-drug  program  would 
be  more  difficult  to  predict.  Estimates  for  1966  in- 
dicate that  one-third  to  two-thirds  of  all  prescrip- 
tion purchases  by  the  elderly  represented  what  may 

18  Rice,  Dorothy  P. ;  Anderson,  Arne ;  and  Cooper,  Bar- 
bara S. :  "Personal  Health  Care  Expenditures  of  the  Aged 
and  Non-Aged,  Fiscal  Years  1966  and  1967,"  U.S.  Social 
Security  Administration,  Research  and  Statistics  Note,  No. 
11.  June  14. 1968,  Table  2. 

18  Ibid. 
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Table  6 


Table  7 


Estimated  Number  of  Prescriptions 
for  All  Age  Groups  and  for  the  Elderly, 
1964-1971 


Prescriptions  Filled 

All  Age  Groups  Elderly 

Year  Community  »  Other  t>  Percent  •  No.  for 

Pharmacies    Vendors      Total «         for  Elderly 
(millions)     (millions)    (millions)    Elderly  (mil- 
lions) 


1964   782.  4  106.  4  889.  0    19.  9    176.  9 

1965   832.  6  139.  6  972.  2    21.  2    206.  1 

1966   888.  3  176.  0  1,  064.  3    22.  3    237.  3 

1967   930.  9  210.  5  1,  141.  4    23.  0    262.  5 

1970  (Est.) . 1,  072.  0  247.  0    1,  319.  0   

1971  (Est.) ...  1,  124.  0  269.  0  1,  393.  0    23.  5    328.  0 


a  Derived  from  data  published  in  the  American  Drug- 
gist, 1965-68. 

b  Derived  from  Drug  Topics  and  other  sources. 

c  Derived  from  Task  Force  on  Prescription  Drugs:  "The 
Drug  Users,"  U.S.  Government  Printing  Office,  Wash- 
ington, D.C.,  1968,  p.  21. 

Note. — According  to  the  National  Center  for  Health 
Statistics  survey  in  fiscal  year  1965,  the  elderly  accounted 
for  22.46  percent  of  the  total  prescription  volume.  (Ac- 
cording to  the  American  Druggist  report  for  1967,  they 
accounted  for  23  percent  of  the  prescription  volume  in  that 
year.)  These  data  indicate  that  this  proportion  will  rise  to 
24  percent  in  1971,  when  the  20.7  million  elderly  will  ac- 
count for  334,000,000  prescriptions  when  using  the  base  of 
1,393,000,000  prescriptions  for  the  entire  population.  Using 
different  techniques,  the  methodology  applied  earlier  indi- 
cates that  the  average  elderly  person  will  consume  14  pre- 
scriptions in  1971.  Reference  to  a  population  base  of  20.7 
million  indicates  a  prescription  volume  of  290,000,000. 

be  considered  as  maintenance  drugs ;  20  if  a  main- 
tenance-drug program  were  instituted,  with  cover- 
age provided  for  some  products  but  not  for  others, 
there  could  be  a  significant  shift  in  prescribing 
patterns,  with  physicians  seeking  to  aid  their  pa- 
tients by  prescribing  covered  drugs  in  place  of 
those  excluded  from  the  program. 

In  addition,  under  such  a  restricted  program, 
there  is  a  high  probability  that  a  significant  num- 
ber of  ineligible  claims  would  be  submitted  and 
paid.  Some  of  these  would  be  accurately  reported, 
but  would  escape  normal  administrative  detection. 
If  the  restrictions  were  excessively  severe,  there 
is  a  likelihood  that  ineligible  products  might  be 
dispensed  but  reported  as  eligible  drugs ;  here  the 
records  would  appear  to  be  correct,  and  the  sub- 
stitution could  be  detected  only  through  costly  and 
time-consuming  audits. 


"The  Drug  Users,"  op.  cit.,  p.  35. 


Estimated  Number  of  Per  Capita 
Out-of-Hotpital  Prescriptions  for  the 
Elderly  in  1971  under  Specified 
Assumptions3 

Number  of 
Prescriptions 

Assumption  Per  Capita 

No  Medicare  outpatient  drug  program   14.  0 

Comprehensive  outpatient  drug  program : 

— with  no  utilization  review  b   16.  0 

— with  moderately  effective  utilization 

review  " c   15.  0 

— with  effective  utilization  review  b         14.  0 

— with  very  effective  utilization  re- 
review  b    12. 5 

a  Base  :  all  prescribed  drugs  plus  insulin.  Limiting  cover- 
age to  legend  drugs  only  would  reduce  the  above  rates  by 
approximately  8  percent. 

b  These  estimates  are  maximum  figures  because  rates 
would  tend  to  be  lowered  by  patient  cost-sharing  of  at 
least  $1.00  per  prescription,  and  by  the  exclusion  of  anti- 
obesity  drugs,  multiple  vitamins,  etc. 

c  This  rate  is  used  generally  in  the  cost  estimates  else- 
where in  this  chapter. 

For  these  and  related  reasons,  in  estimating  first- 
year  utilization  under  a  maintenance-drug  pro- 
gram— even  one  restricted  to  coverage  of  only 
"important"  maintenance  drugs — it  seems  prudent 
to  expect  that  utilization  under  such  a  limited  pro- 
gram would  be  as  much  as  70  percent  of  that 
anticipated  for  a  comprehensive  program. 

It  may  therefore  be  proposed  that  utilization 
under  a  comprehensive  program  with  moderately 
effective  utilization  review  would  average  15.0  pre- 
scriptions per  capita  in  1971,  while  utilization  un- 
der a  maintenance-drug  program  would  average 
about  10.5  prescriptions. 

Distribution  of  Prescription 
Expenditures 

Appreciation  of  drug  expenditure  distribution 
among  the  elderly  would  be  vital  in  estimating  the 
results  of  any  annual  deductible  features.  This  dis- 
tribution would  be  influenced  by  the  impact  of  the 
following  variables : 

Factors  Related  to  the  Insurance  Program 

•  The  scope  of  drug  coverage. 

•  The  type  and  amount  of  patient  cost-sharing. 

•  The  effectiveness  of  utilization  review. 

•  The  extent  of  physician-dispensing. 

•  The  growth  of  mail-order  dispensing. 
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Factors  Largely  Beyond  Program  Control 

•  The  change  in  the  ratio  of  women  to  men  in 
the  elderly  population. 

•  The  change  in  the  age  distribution  among  the 
elderly. 

•  The  change  in  the  number  of  physician  visits 
per  elderly  person. 

•  Any  change  in  physician  prescribing  pat- 
terns involving  (a)  the  number  of  prescrip- 
tions per  patient  visit,  (b)  the  quantity  of 
medication  per  order,  (c)  possible  shifts  to 
more  or  less  expensive  medications,  and  (d) 
possible  shifts  from  uncovered  to  covered 
drugs  in  a  maintenance-drug  program. 

•  Any  changes  in  prescription  prices,  involving 
(a)  acquisition  cost  and  (b)  dispensing  or 
overhead  expenses. 

Distribution  data  for  per  capita  drug  expendi- 
ture in  1962  and  1968,  as  developed  from  the  re- 
sults of  a  survey  by  the  National  Center  for  Health 
Statistics,  are  presented  in  Table  8,  while  esti- 
mates for  1971  are  shown  in  Table  9. 

From  Table  8,  it  appears  that  58  percent  of  the 
elderly  had  annual  expenses  of  $25  or  more  for 
prescribed  drugs  in  1968,  while  over  38  percent  had 
expenses  of  $50  or  more.  In  Table  9,  which  in- 
cludes projections  for  anticipated  increases  in  util- 
ization, it  is  estimated  that  8.3  of  20.5  million  indi- 
viduals, or  about  40  percent,  would  have  expenses 
in  excess  of  $50  in  1971.  The  figures  in  these  tables 
will  be  important  in  considering  the  impact  of 
various  deductibles  and  cost-sharing  features  dis- 
cussed below. 

Distribution  of  expenses  under  a  maintenance- 
drug  program  are  difficult  to  predict.  In  general,  it 
may  be  assumed  that,  as  expenditure  levels  in- 
crease, the  proportion  of  maintenance-drug  users 
and  the  share  of  expenditures  represented  by  main- 
tenance drugs  will  increase.  Thus,  it  is  expected 
that  maintenance  drugs  would  account  for  75  per- 
cent of  all  drug  expenses  in  1971.  The  proportion 
would  rise  to  79  percent  for  those  with  annual 
expenses  over  $25,  84  percent  for  those  with  ex- 
penses over  $50,  90  percent  for  those  with  expenses 
over  $75,  and  97  percent  for  those  with  expenses 
over  $100. 

Administrative  Expenses 

The  factors  involved  in  administrative  expenses 
have  been  discussed  above  in  Chapter  6.  There  it 
was  estimated  that  an  administrative  cost  of  20 


Table  8 

Estimated  Distribution  of  Elderly 
Persons  by  Size  of  Annual  Prescription 
Drug  Expenditures  (in  percent),  1962 
and  1968 


Annual  Expenditure  Per  Capita  1962  »         1968 1> 


Total   100.  0       100.  0 


None   28.  0  20.  0 

$1  to  $24   20.  0  21.  5 

$25  to  $49   19.  0  20.  0 

$50  to  $99   16.  0  19.  0 

$100  and  over   17.  0  19.  5 


a  Source:  National  Center  for  Health  Statistics,  U.S. 
Public  Health  Service:  "Personal  Health  Expenses,"  U.S. 
Government  Printing  Office,  Washington,  D.C.,  1965, 
p.  15,  and  personal  communications.  Derived  by  removal 
of  cost  for  nonprescribed  medications,  equivalent  to  some 
18  percent  of  total  "medicine"  expenditures  per  elderly 
person  in  1962. 

b  Reflects  impact  of  overall  increase  of  prescriptions 
dispensed  as  indicated  in  Table  6,  the  increasing  proportion 
of  the  population  aged  65  and  over,  and  the  increasing 
per  capita  utilization  of  health  services  by  the  elderly 
noted  since  the  inception  of  Medicare. 


Table  9 

Estimated  Distribution  of  Elderly 
Persons  by  Size  of  Annual  Prescription 
Drug  Expenditures,  1971 


Number  of    Average       Total        Number  of 


Annual  Expenditure       Individ-     Expendi-    Drug  Ex-  Prescriptions 
Per  Capita  uals        tures  Per    penditures  Purchased 

(millions)    Category    (millions)     (millions)  « 


Total   20.  5  $1,  230  308 


None   3.  9  

$1  to  $50   8.  3  $27         222  56 

$51  to  $100   4.  5  73         327  82 

$101  to  $250   3.1  151         467  117 

$251  and  over   0.  7  306         214  53 


a  Assumes  an  average  expenditure  of  $4.00  per  prescrip- 
tion in  each  category. 

Note. — When  considering  deductible  or  co-payment 
provisions,  the  cost  estimates  to  follow  rely  more  on  static 
than  dynamic  analysis.  As  such,  the  levels  of  utilization 
under  such  cost-sharing  features  may  be  overstated 
slightly.  Yet,  this  may  be  prudent  in  that  estimates  based 
upon  the  American  Druggist  data  indicate  350  million 
prescriptions  might  be  expected  rather  than  the  308  million 
figure  calculated  above.  Similarly,  projections  from  the 
1967  estimates  of  "The  Drug  Users,"  op.  cit.,  indicate  the 
purchase  of  322  million  prescriptions  in  1971. 
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cents  per  prescription  reimbursed  could  be  ex- 
pected during  the  first  year  under  a  very  efficient 
program. 

If  annual  deductibles  should  be  used,  the  cost 
of  assuring  that  the  deductible  was  met  must  be 
added. 

Administrative  expenses  per  reimbursed  pre- 
scription would  be  higher  under  a  maintenance- 
drug  program  than  under  a  comprehensive 
program. 

Expenses  would  also  be  higher  with  a  benefi- 
ciary-reimbursement approach  than  with  a  vendor- 
reimbursement  system.  In  the  following  section, 
estimates  are  based  on  vendor  reimbursement. 

Program  Cost  Estimates 

The  following  tables  present  a  series  of  estimates 
on  1971  program  costs  involving  various  alterna- 
tive approaches.  They  are  based  generally  on  the 
assumptions  that  the  average  price  of  a  prescrip- 
tion would  be  $4.00,  and  that  the  average  bene- 
ficiary would  acquire  15  prescriptions  per  year. 
The  cost  figures  shown  in  these  tables  could,  as 
noted  above,  be  reduced  by  application  of  an  ap- 
propriately designed  formulary,  generic  pricing, 
government  purchase,  utilization  review,  and  the 
cost  determination  of  vendor  expenses. 

Table  10  shows  the  effect  on  the  numbers  of 
beneficiaries  and  claims  and  the  benefit  expenses 
under  a  comprehensive  program  resulting  from 
the  use  of  different  deductibles.  With  no  deducti- 
ble, the  program  would  involve  some  308  million 
claims  and  total  benefits  of  $1,230  million  (plus 
administrative  expenses),  all  payable  by  the  pro- 


gram. With  a  $25  deductible,  there  would  be  about 
19  million  claims  ineligible  for  submission,  75 
million  submitted  to  meet  the  deductible  require- 
ments, and  214  million  representing  payable 
claims;  these  would  involve  $856  million  (plus 
administrative  expenses)  payable  by  the  program 
and  $374  million  payable  by  the  beneficiaries — 
$74  million  for  claims  ineligible  for  submission, 
and  $300  million  submitted  to  satisfy  the  deducti- 
ble. With  a  $100  deductible,  there  would  be  138 
million  claims  ineligible  for  submission,  95  mil- 
lion submitted  to  meet  the  deductible  require- 
ments, and  75  million  payable  by  the  program; 
these  would  involve  $301  million  (plus  adminis- 
trative expenses)  payable  by  the  program  and 
$929  million  payable  by  the  beneficiaries — $549 
million  for  claims  ineligible  for  submission,  and 
$380  million  submitted  to  satisfy  the  deductible. 

In  the  foregoing,  the  so-called  "prescriptions 
ineligible  for  submission"  would  be  those  pur- 
chased by  beneficiaries  who  never  did  exceed  the 
deductible  amount  during  the  year. 

Table  11  illustrates  the  effect  of  different 
co-payment  levels  on  program  costs  and  patient 
expenses  under  a  comprehensive  program.  In  this 
instance,  it  is  assumed  that  the  program  without 
any  co-payment  would  involve  benefit  expenses  of 
$1,230  million  plus  administrative  expenses  of  $62 
million,  for  a  total  of  $1,292  million.  With  a 
co-payment  of  50  cents,  there  would  be  a  total 
cost  to  the  program  (including  administrative 
expenses)  of  $1,138  million  and  total  patient 
expenses  of  $154  million.  These  amounts  would  be 
$984  million  for  program  costs  and  $308  million 
for  patient  expenses  with  a  $1.00  co-payment ;  $831 


Table  10 

Effect  of  Specified  Deductible  Amounts  on  Number  of  Beneficiaries,  Number  of 
Claims,  and  Benefit  Expenses  under  Comprehensive  Drug  Insurance,  1971  a 


Number  of  Elderly  (millions)  Number  of  Prescriptions  (millions)  Prescription  Expenses  (millions) 

Deductible  Amount       With  No         With  No           With  Ineligible       Submitted        Payable  Ineligible       Submitted  Payable 

Expense          Eligible          Eligible  for            to  satisfy            as  a  for  but  not  as  a 

Expenses        Expenses  Submission      Deductible        Benefit  Submission       Payable  Benefit 


$0   3.  9  0  16.  6  0  0  308  $0  $0  $1,  230 

$25   3.  9  4.  6  12.  0  19  75  214  74  300  856 

$50   3.  9  8.  3  8.  3  56  104  148  222  415  593 

$75   3.  9  10.  8  5.  8  97  109  102  387  435  408 

$100   3.  9  12.  8  3.  8  138  95  75  549  380  301 


a  Assumes  20.5  million  persons  at  risk  with  an  average  of  15  prescriptions  per  year  which  show  an  average  cost  of 
$4.00  per  item. 
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million  for  program  costs  and  $461  million  for 
patient  expenses  with  a  $1.50  co-payment;  and 
$677  million  for  program  costs  and  $615  million 
for  patient  expenses  with  a  $2.00  co-payment. 

Table  11 

Estimated  Program  and  Patient 
Expenses  under  Comprehensive 
Drug  Insurance  with  Different  Co- 
Payment  Levels,  1  971 

[In  millions]  a  b 


Program  Costs 

Co-Payment    Patient 

Benefit  Total  Expense 

Expense  Cost " 


None   $1,  230  $1,  292   

$0.50   1, 076  1,  138  $154 

0.75   999  1,061  231 

1.00   922  984  308 

1.25   846  908  384 

1.50   769  831  461 

1.75   692  754  538 

2.00   615  677  615 


a  The  cost  figures  in  this  table  are  based  on  the  assumed 
average  values  of  $4.00  per  prescription,  and  the  acquisition 
of  15  prescriptions  per  capita  per  year. 

b  These  cost  figures  could  be  reduced  by  use  of 
approaches  discussed  on  page  75. 

0  Assumes  a  $62  million  administrative  cost  (20  cents 
per  prescription)  as  is  believed  to  be  obtainable  under  a 
very  efficient  vendor  payment  system. 

Note. — This  static  analysis  does  not  reflect  (1)  the  likeli- 
hood that  as  co-payment  increases,  utilization  will  be 
somewhat  reduced;  (2)  to  the  extent  co-payment  is  set 
high  enough  to  omit  some  prescriptions  from  benefits,  the 
average  price  of  the  reimbursed  prescriptions  will  be  higher 
than  that  for  all  prescriptions,  and  (3)  the  dynamic 
consequences  of  flat  dispensing  fee  allowances. 

The  effect  of  different  co-insurance  percentage 
levels  is  indicated  for  the  same  comprehensive 
program  in  Table  12.  Here,  for  example,  there 
would  be  program  costs  (including  administrative 
expenses)  of  $1,169  million  and  patient  expenses 
of  $123  million  with  10-percent  co-insurance ;  and 
program  costs  of  $677  million  and  patient  expenses 
of  $615  million  with  50-percent  co-insurance. 

Table  13  illustrates  a  different  approach  to  indi- 
cating the  effects  of  deductibles,  but  including  dif- 
ferent levels  of  administrative  expense  which  could 
be  expected  with  different  deductible  levels.  Thus, 
it  is  assumed  here  that  administrative  expenses 
would  be  $62  million  with  no  deductible,  $82  mil- 
lion with  a  $25  deductible,  and  $51  million  with  a 
$100  deductible. 


Table  12 

Estimated  Program  and  Patient 
Expenses  under  Comprehensive 
Drug  Insurance  with  Different  Co- 
Insurance  Levels,  1971 

[In  millions]  11  b 


Program  Costs 

Co-Insurance    Patient 

Benefit  Total  Expense 

Expense  Cost 0 


None   $1,  230       $1,  292   

10%   1,  107  1,  169  $123 

20%   984  1,046  246 

25%   924  986  306 

50%   615  677  615 


a  The  cost  figures  in  this  table  are  based  on  the  assumed 
average  values  of  $4.00  per  prescription,  and  the  acquisi- 
tion of  15  prescriptions  per  capita  per  year. 

b  These  cost  figures  could  be  reduced  by  use  of  ap- 
proaches discussed  on  page  75. 

c  Assumes  a  $62  million  administrative  cost  (20  cents  per 
prescription),  as  is  believed  to  be  obtainable  under  a  very 
efficient  vendor  payment  system. 

Note. — This  static  analysis  does  not  reflect  (1)  the 
probability  that  utilization  is  likely  to  be  reduced  somewhat 
as  the  co-insurance  amount  approaches  the  50%  figure; 
and  (2)  the  dynamic  consequences  of  flat  dispensing  fee 
allowances. 

The  impact  of  a  deductible  and  a  co-payment 
used  in  combination  for  both  a  comprehensive  pro- 
gram and  a  maintenance-drug  program  is  shown 
in  Table  14.  The  examples  here  include  deductibles 
of  0,  $50  and  $100,  and  co-payments  of  $1.00,  $1.50, 
and  $2.00,  respectively.  It  is  evident,  for  example, 
that  the  costs  for  a  limited  maintenance-drug  pro- 
gram under  certain  cost-sharing  provisions  are 
close  to  those  for  a  comprehensive  program  under 
other  cost-sharing  methods.  Thus,  the  benefits  paid 
under  a  comprehensive  program  with  a  $2.00  co- 
payment  and  no  deductible  would  be  $615  million, 
compared  with  $653  million  for  a  maintenance- 
drug  program  with  a  $1.00  co-payment  and  a  $50 
deductible.  Similarly,  the  'benefits  paid  under  a 
comprehensive  program  with  a  $1.50  co-payment 
and  a  $50  deductible  would  be  $630  million,  com- 
pared with  $609  million  under  a  maintenance- 
drug  program  with  a  $1.50  co-payment  and  no 
deductible. 

In  all  the  above  calculations,  it  is  assumed  that 
patient  cost-sharing  would  be  limited  to  the  de- 
ductible, co-payment,  or  co-insurance  as  indicated, 
and  that  no  patient  would  be  required  to  pay  an 
additional  amount  to  meet  the  difference  between 
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Table  13 

Estimated  Program  and  Patient 
Expenses  under  Comprehensive 
Drug  Insurance  with  Different 
Deductible  Levels,  1971 

[In  millions]  a  b 


Program  Costs 

  Patient 

Benefit  Total  Expense 

Deductible  Expense  Cost 0 


None   $1,  230  $1,  292   

$25   856  938  $374 

$50   593  668  637 

$75   408  471  822 

$100   301  352  929 


a  The  cost  figures  in  this  table  are  based  on  the  assumed 
average  values  of  $4.00  per  prescription,  and  the  acquisi- 
tion of  15  prescriptions  per  capita  per  year. 

b  These  cost  figures  could  be  reduced  by  use  of  ap- 
proaches discussed  on  page  75. 

c  Assumes  a  very  efficient  system  of  vendor  payment 
which  results  in  an  average  administrative  cost  of  20  cents 
per  claim  paid.  A  conservative  sum  for  administering  the 
deductible  provision  has  been  added,  when  indicated. 
(Patient  reimbursement  is  used  often  when  deductibles  are 
featured  and  under  such  conditions  the  estimates  shown 
must  be  trebled.)  Administrative  expense  with  different 
deductible  levels  is  estimated  as  follows: 

(Millions) 


No  deductible   $62 

$25  deductible   82 

$50  deductible   75 

$75  deductible   63 

$100  deductible   51 


Note. — This  static  analysis  does  not  reflect  the  likeli- 
hood that  utilization  will  decrease  and  that  certain  claims 
will  not  be  charged  against  the  program  as  the  deductible 
amount  increases.  However,  co-payment  or  co-insurance 
on  a  per  prescription  base  would  not  increase  these  esti- 
mates. 

any  allowance  established  by  the  program  and  the 
charge  actually  set  by  the  vendor. 

It  should  be  recognized  that  a  reimbursement 
formula  based  on  flat  dispensing  fee  allowances  for 
vendor  services  may  generate  patient  pressures 
calling  for  increases  in  the  amount  of  medication 
per  prescription.  For  example,  a  patient  might  seek 
to  get  a  prescription  for  500  tablets,  but  involving 
a  single  co-payment  expenditure,  rather  than  a 
prescription  plus  four  refills  for  100  tablets  apiece, 
also  totaling  500  tablets  but  involving  a  total  of 
five  co-payment  expenditures.  This  situation  would 
be  most  likely  to  occur  with  maintenance  drugs 
needed  for  chronic  illness  rather  than  with  drugs 
required  for  an  acute  illness.  If  this  should  occur, 


Table  U 

Effect  of  Combined  Deductible  and 
Co-Payment  upon  Alternative  Program 
Features  in  Terms  of  Prescriptions 
Submitted,  Benefit  Payments,  and 
Patient  Expense,  1  971  .a  b 


No.  of 

Prescriptions  Benefits  Paid  Patient  Expense 

Deducti-    Co-Pay      Submitted  °  (millions)  (millions) 

ble  (millions)     

  Comp.    Maint.  Comp.  Maint. 

Comp.  d  Maint. e 


$0 

$1. 

00 

308 

210 

$922 

$714 

$308 

$516 

1. 

50 

308 

210 

769 

609 

461 

621 

2. 

00 

308 

210 

615 

504 

615 

726 

$50  

1. 

00 

252 

192 

756 

653 

474 

577 

1. 

50 

252 

192 

630 

557 

600 

673 

2. 

00 

252 

192 

504 

461 

726 

769 

$100... 

1. 

00 

170 

150 

226 

219 

1,  004 

1,  011 

1. 

50 

170 

150 

189 

183 

1,  041 

1,  047 

2. 

00 

170 

150 

151 

146 

1,  079 

1,  084 

a  The  cost  figures  in  this  table  are  based  on  the  assumed 
average  values  of  $4.00  per  prescription,  and  the  acquisi- 
tion of  15  prescriptions  per  capita  per  year. 

b  These  cost  figures  could  be  reduced  by  use  of  ap- 
proaches discussed  on  page  75. 

0  Includes  prescriptions  submitted  for  satisfaction  of 
deductible. 

d  Comprehensive  drug  program. 

e  Limited  maintenance  drug  program. 

it  is  likely  that  there  would  be  (1)  increases  in 
product  costs  per  prescription,  (2)  a  decrease  in 
the  average  number  of  prescriptions  per  capita, 
and  (3)  an  eventual  increase  in  the  dispensing  fee 
allowance  to  vendors. 

These  changes  would  probably  be  most  signifi- 
cant under  a  program  with  a  relatively  large  co- 
payment  per  prescription — such  as  $2.00  or  more. 
In  the  long  run,  however,  under  a  program  invok- 
ing effective  utilization  review,  such  tendencies 
would  probably  produce  a  lower  program  cost  per 
unit  of  medication. 

It  should  also  be  recognized  that  all  of  the  cost 
estimates  shown  here  assume  a  moderate  degree  of 
cost  control.  With  very  tight  controls — including 
competitive  pricing,  use  of  a  formulary  excluding 
unnecessary  products,  etc. — the  average  prescrip- 
tion price  under  a  comprehensive  program  could 
be  $3.30  rather  than  the  $4.00  assumed  in  the  tables 
presented  earlier  in  this  chapter.  Similarly,  utiliza- 
tion could  be  lower  if  utilization  review  were  "ef- 
fective'' rather  than  "moderately  effective."  Under 
these  assumptions,  a  cost  estimate  for  a  comprehen- 
sive program  in  1971  might  be  $9-17  million  for 
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benefit  expense — $660  million  with  a  $1.00  co-pay- 
ment per  prescription — instead  of  the  $1,230  mil- 
lion indicated  in  Tables  10  to  12. 

On  the  basis  of  the  staff  estimates  developed  in 
Chapter  9,  if  eligibility  were  set  at  age  70  and  all 
prescription  drugs  were  covered,  the  cost  of  the 
benefit  and  the  claims  levels — assuming  a  $1  co- 
payment — would  be  reduced  by  about  30  percent. 
If  the  eligibility  age  were  set  at  72,  benefit  cost 
and  claims  levels  under  this  type  of  program  would 
be  reduced  by  over  41  percent  (see  Table  15.) 

Alternative  Cost  Estimates 

Additional  cost  estimates  for  a  prescription  drug 
program,  relying  upon  quite  different  assumptions, 
have  been  developed  and  are  presented  in  Ap- 
pendix A.  The  basis  for  the  observed  differences 
in  the  two  approaches,  and  for  the  generally 
higher  costs  noted  in  the  appendix,  stem  in  large 
part  from  different  assumptions  involving  the  av- 
erage number  of  prescriptions  per  capita  per  year, 
the  extent  of  utilization  review,  the  possible  or 


Table  15 


Estimated  1971  Drug  Utilization  and 
Benefit  Cost  under  $1  Co-Payment 
Insurance  Program 


Number  of 

Rx's  per 

Total 

Benefit 

Patient 

Age  Group 

Persons 

Capita 

Rx's 

Expense 

Expense 

(millions) 

(millions) 

(millions) 

(millions) 

65-69  a 

7.  1 

13.0 

92 

$275 

$92 

70-71 b 

2.  4 

14.  5 

35 

105 

35 

72  and  over. 

11.  0 

16.5 

181 

542 

181 

All  elderly. 

20.  5 

15.0 

308 

922 

308 

a  Persons  aged  65  through  69  would  account  for  29.9 
percent  of  1971  program  costs. 

b  Persons  aged  70  and  71  would  account  for  nearly  11.4 
percent  of  1971  program  costs. 

probable  changes  in  physician  prescribing  pat- 
terns, the  average  prescription  prices  resulting 
from  program  reimbursement  policies,  the  extent 
of  maintenance  drug  coverage,  and  other  factors. 
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APPENDIX  A 

ANALYSIS  OF  ALTERNATIVE  COST  ESTIMATES3 


Cost  estimates  were  prepared  for  two  basic  pro- 
posals: (1)  coverage  of  all  legend  drugs  (and  a 
few  exceptions  such  as  insulin)  and  (2)  coverage 
of  a  restricted  list  of  maintenance  drugs,  limited 
initially  to  a  specific  list,  each  subject  to  20-per- 
cent co-insurance.  The  costs  of  a  number  of  other 
proposals  covering  all  legend  drugs  or  mainte- 
nance drugs  involving  different  types  of  cost-shar- 
ing (but  with  benefits  of  approximately  75  to  85 
percent  of  total  charges)  were  derived  by  adjust- 
ing these  basic  cost  estimates,  as  summarized  in 
Table  A-6. 

The  cost  estimates  assume  that  benefits  would 
be  payable  only  to  persons  aged  65  or  older.  The 
estimates  are  presented  in  terms  of  the  level-cost 
of  the  various  proposals  under  the  Hospital  Insur- 
ance part  of  Medicare  (Part  A) ,  which  is  financed 
through  payroll  contributions.  Estimated  level- 
costs  are  determined  on  the  same  25-year  basis  as 
in  all  other  Hospital  Insurance  cost  estimates,  but 
they  apply  only  to  the  period  from  1971  on  (since 
benefits  would  begin  in  1971) .  These  level-costs  are 
based  on  the  taxable  payroll  arising  under  the 
Hospital  Insurance  program  if  the  maximum  tax- 
able earnings  base  is  $7,800  per  year  in  all  future 
years.  Where  appropriate,  estimates  are  also  given 
of  the  cost  in  calendar  year  1971  under  the  Sup- 
plementary Medical  Insurance  part  (Part  B)  of 
the  Medicare  program. 

It  should  be  noted  that  the  cost  estimates  with 
respect  to  maintenance  drugs  represent  estimates 
of  the  cost  of  covering  a  specific  list  of  drugs.  The 
list  consists  essentially  of  those  drugs  which,  ac- 
cording to  the  Master  Drug  List,b  were  dispensed 
to  the  aged  for  an  average  of  90  days  of  therapy 
or  more  in  1966.  While  the  Master  Drug  List  is 
merely  an  index  of  current  prescribing  habits,  and 
does  not  necessarily  reflect  expert  medical  judg- 
ments as  to  what  is  good  drug  therapy  or  what 
drugs  are  most  significant  for  treatment  of  serious 
illness,  nor  would  it  necessarily  be  identical  with  a 
list  of  covered  maintenance  drugs  drawn  up  for 
purposes  of  a  drug  benefit  under  Medicare,  the  list 
is  considered  to  provide  an  adequate  basis  for  a 

a  Prepared  in  the  Office  of  the  Actuary,  Social  Security 
Administration. 


preliminary  estimate  of  benefit  costs  under  a  main- 
tenance drug  program.  (The  cost  estimates  for  any 
maintenance  drug  proposal  would,  of  course,  vary 
with  the  actual  initial  list  of  drugs  to  be  covered 
under  the  program.) 

Summary  of  Principal  Assumptions 
Employed  in  Cost  Estimates 

The  cost  estimates  are  presented  in  terms  of 
"high"  and  "low"  cost  estimates.  It  should  be  noted 
that  the  per  capita  annual  costs  shown  in  the  cost 
estimates  increase  at  higher  rates  after  1971  for 
the  proposals  covering  all  drugs  than  do  those  for 
the  maintenance  drug  programs  (more  in  each 
case  under  the  high-cost  estimate  than  under  the 
low-cost  estimate).  The  lower  rate  of  increase  in 
both  the  average  price  and  utilization  of  the  latter 
results  in  a  level-cost  for  the  maintenance  drug 
programs  that  is  about  one-third  of  that  for  the 
programs  covering  all  drugs,  in  contrast  to  the 
1971  costs,  for  which  the  ratio  is  about  one-half. 

The  assumptions  employed  in  the  estimates  of 
the  costs  of  the  basic  proposals  appear  in  Table 
A-l.  A  short  explanation  of  the  most  important 
of  these  assumptions  follows : 

1.  Utilization  in  1967.  The  principal  sources  of 
data  were: 

(i)  The  National.  Prescription  Audit,  G-osselin 
Associates. 

(ii)  The  American  Druggist  estimates  of  total 
prescriptions  and  of  the  proportion  of  pre- 
scriptions used  by  persons  aged  65  or  older. 

(iii)  The  National  Health  Survey,  National 
Center  for  Health  Statistics,  Series  10,  No. 
33. 

(iv)  The  Current  Medicare  Survey,  Social 
Security  Administration. 

The  level  of  utilization  indicated  by  these  surveys 
for  persons  aged  65  or  older  ranges  from  approxi- 
mately 11  to  13  prescriptions  per  capita.  Since  the 
basic  utilization  figures  from  which  the  estimates 

b  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users." 
U.S.  Government  Printing  Office.  Washington,  D.C.,  1J>6S. 
pp.  31  et  seq. 
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were  derived  are  all  based  on  survey  information 
rather  than  on  data  derived  from  an  actual  insur- 
ance program,  the  actual  level  of  utilization  that 
would  occur  under  any  of  the  proposals  could  vary 
substantially  from  the  estimates.  The  information 
available  is  thought  to  be  of  higher  quality  than 
that  available  for  the  original  estimates  for  the 
Supplementary  Medical  Insurance  program 
(which  resulted  in  a  premium  rate  that  was  7  per- 
cent low). 

2.  Long-Run  Increase  in  Drug  Utilization.  As 
the  full  resources  of  medical  technology  are  ex- 
tended to  a  greater  proportion  of  the  population, 
the  average  consumption  of  drugs  increases.  The 
long-run  rate  of  increased  use  of  drugs  is  approxi- 
mately 2  to  3  percent  per  year,  although  the  rate 
of  increased  use  of  drugs  has  been  much  higher  in 
recent  years,  due  in  part  to  Federal  programs.  The 
average  rate  of  increase  in  the  future  should  be 
slightly  higher  than  2  to  3  percent,  assuming  an 
accelerated  pace  of  discovery  generated  by  Fed- 
eral research  funds.  The  rate  of  increased  use  of 
maintenance  drugs  has  been  much  less  than  for  all 
drugs,  and  this  trend  is  expected  to  continue  in  the 
future. 

3.  Increase  in  Utilization  Due  to  Third-Party 
Payment  of  75  to  85  Percent  of  Cost.  Payment  by 
a  third  party  of  75  to  85  percent  of  the  cost  of 
medical  services  generally  results  in  a  substantial 
increase  in  utilization.  For  example,  utilization  of 
hospital  services  by  the  population  aged  65  and 
over  increased  by  20  to  25  percent  after  passage  of 
the  Hospital  Insurance  program,  despite  the  pre- 
sumption that  there  is  relatively  little  voluntary 
element  in  whether  a  person  is  hospitalized.  Due 
to  the  increased  discretionary  element  in  prescrip- 
tion purchases,  the  increase  in  drug  utilization 
should  be  substantially  more.  This  phenomenon 
can  be  explained  as  a  decrease  in  the  supply  curve 
by  75  to  85  percent  at  each  point.  Even  with  very 
inelastic  demands,  a  substantial  increase  in  quan- 
tity must  be  anticipated. 

4.  Substitution.  The  drugs  in  the  list  of  main- 
tenance drugs  on  which  cost  estimates  are  based 
are  those  which  are  frequently  prescribed  for  use 
on  a  continuous  or  recurrent  basis  in  the  treatment 
of  chronic  illnesses  which  afflict  the  aged.  If  only 
maintenance  drugs  were  covered  under  Medicare, 
it  is  contemplated  that  once  a  drug  was  included 
in  the  list  of  covered  drugs,  payment  would  be 
made  without  regard  to  the  specific  condition  for 
which  the  drug  was  prescribed.  It  is  assumed, 
therefore,  that  payment  would  be  made,  in  some 


situations,  for  drugs  prescribed  to  treat  acute  ill- 
ness, rather  than  chronic  illness.  It  is  also  assumed 
that  there  would  be  a  degree  of  substitution  in  the 
prescribing  of  drugs  within  the  therapeutic  cate- 
gories represented  by  the  drugs  in  the  maintenance 
list ;  that  is,  a  physician  would  prescribe  a  covered 
drug  in  lieu  of  a  noncovered  drug.  However,  since 
the  drugs  on  which  the  cost  estimates  are  based 
can  be  characterized  as  having  undesirable  or  even 
dangerous  effects  if  used  by  persons  who  are  not 
suffering  from  the  specific  conditions  for  which 
the  drugs  are  intended,  it  is  assumed  that  substitu- 
tion of  such  drugs  would  be  strictly  limited. 

5.  Exclusion  of  Nonlegend  Drugs.  The  basic 
utilization  data  pertain  to  all  drugs  acquired  with 
a  physician's  prescription.  Approximately  13  per- 
cent of  such  drugs,  however,  could  be  acquired 
legally  without  a  prescription.  Each  of  the  pro- 
posals excludes  such  "nonlegend"  drugs  from  cov- 
erage, and  the  net  result  of  this  exclusion  is  a 
reduction  in  total  cost  of  approximately  6  percent. 

6.  Average  Prescription  Price  in  1967.  Nearly 
all  basic  data  show  an  average  prescription  price 
for  all  prescribed  drugs  of  around  $4.00  per  pre- 
scription in  1967. 

7.  Long-Bun  Increase  in  Average  Price  per  Pre- 
scription. Several  series  of  data  concerning  the  av- 
erage price  of  a  prescription  are  available :  The 
National  Prescription  Audit,  the  American  Di^ug- 
gist,  the  Lilly  Digest,  and  the  Consumer  Price 
Index.  The  first  three  series  are  averages  of  all 
prescriptions  sold  in  each  year,  and  each  shows  a 
steady  progression  to  higher  prices,  with  the  in- 
creases averaging  2  to  3  percent  a  year  in  recent 
years. 

The  Consumer  Price  Index  shows  the  average 
price  of  a  consistent  group  of  drugs.  As  new  dis- 
coveries become  widely  used,  representative  new 
drugs  are  substituted  for  drugs  of  declining  im- 
portance, but  since  the  new  drugs  represent  an 
improvement  in  quality,  the  index  is  adjusted  so 
as  not  to  reflect  the  higher  price  of  the  new  drugs. 
Thus,  the  index  reflects  only  price  changes  which 
occur  after  inclusion  of  a  drug  in  the  index.  The 
increasing  average  price  of  all  prescriptions  sold 
results  not  from  price  increases  of  individual 
drugs,  however,  but  rather  from  the  introduction 
of  new  drugs,  set  at  prices  higher  than  the  previ- 
ous average.  The  Consumer  Price  Index  reflects 
the  decrease  that  has  occurred,  on  the  average,  in 
the  prices  of  drugs  after  introduction,  due  pri- 
marily to  the  expiration  of  patents. 
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It  is  assumed  that  the  average  increase  in  pre- 
scription prices  for  all  prescribed  drugs  will  be 
somewhat  less  in  the  future  than  over  the  past 
decade,  due  primarily  to:  (1)  legislation  requir- 
ing that  new  patents  for  drugs  represent  signifi- 
cant discoveries,  and  (2)  the  anticipated  expira- 
tion of  more  than  the  average  number  of  patents 
on  drugs  used  frequently  by  persons  aged  65  or 
over. 

The  average  annual  price  increase  in  the  main- 
tenance drug  categories  has  been  less  than  the 
average  for  all  drugs,  and  this  trend  is  expected 
to  continue  in  the  future.  The  average  annual  in- 
crease in  price  for  the  list  of  maintenance  drugs 
assumed  in  the  cost  estimates  would  permit  modest 
substitution  of  new  discoveries  for  older  drugs, 
provided  that  the  average  price  of  existing  drugs 
remains  constant,  as  it  has  in  recent  years  (as 
measured  by  the  Consumer  Price  Index  of  Pre- 
scription Prices.)  Continuing  inflationary  eco- 
nomic conditions  would  prevent  such  substitution. 
(There  is  no  allowance  in  the  proposal  covering 
all  legend  drugs  for  continuing  inflationary 
conditions.) 

In  estimating  the  cost  of  the  maintenance  drug 
proposals,  it  was  assumed  that  any  change  in  the 
list  of  covered  drugs  over  the  25-year  period  cov- 
ered by  the  cost  estimates  would  be  such  that  any 
increase  in  the  cost  of  the  program  would  be  within 
the  allowance  provided  for  new  drugs  (see  Table 
A-l,  Item  B.2  (ii) ).  (It  is  assumed  that  if  a  drug 
benefit  based  on  coverage  of  only  maintenance 
drugs  were  adopted,  an  independent  actuarial  re- 
view would  be  made  of  any  contemplated  changes 
in  the  list;  if  the  changes  would  adversely  affect 
the  actuarial  status  of  the  program,  such  changes 
would  be  made  only  if  additional  financing  were 
provided ;  quite  obviously,  if  the  law  did  not  un- 
ambiguously provide  for  an  independent  actuarial 
review  before  such  substitution  is  possible,  the  cost 
estimates  would  be  substantially  higher.) 

8.  Population.  All  estimates  are  based  on  the 
population  projections  of  the  Office  of  the  Actu- 
ary, Social  Security  Administration.  According 
to  these  projections,  for  1971,  19.5  million  persons 
would  be  covered  under  the  Supplementary  Medi- 
cal Insurance  proposals,  and  20.5  million  persons 
would  be  covered  under  .Hospital  Insurance.  Of 
the  20.5  million  persons,  18.8  million  would  be 
insured  under  the  Hospital  Insurance  program  ; 
the  remainder  would  have  their  benefits  paid 
through  appropriations  from  the  General  Fund 
of  the  Treasury. 


9.  Co-Insurance.  In  the  event  that  20-percent 
co-insurance  were  incorporated  in  a  proposal  for 
which  cost  estimates  are  presented  without  such 
a  feature,  the  cost  estimates  would  be  reduced  by 
somewhat  more  than  20  percent,  since  utilizations 
would  be  reduced. 

Cost  of  Insurance  Plans  Involving  an 
Initial  Deductible 

The  cost  of  plans  involving  an  initial  deductible 
were  obtained  by  adjusting  the  estimates  for  the 
basic  plans  covering  all  legend  drugs  and  main- 
tenance drugs.  The  "low-cost"  and  "high-cost" 
assumptions  are  taken  from  the  extremities  of  the 
range  of  values  for  each  variable  which  appear 
reasonably  likely.  They  do  not  represent  the 
lowest  costs  or  highest  costs  possible,  but  are  simi- 
lar to  confidence  limits,  based  on  thorough  exami- 
nation of  available  pertinent  information.  Costs 
for  proposals  which  involve  an  initial  deductible 
were  calculated  only  on  an  "expected"  basis — i.e., 
using  the  means  of  the  distributions  of  possible 
values  for  the  variables  (the  equivalent  of  point 
estimates) .  Low-cost  and  high-cost  estimates  were 
computed  using  ratios  to  a  similar  estimate  of  the 
cost  of  the  basic  proposal  to  cover  all  drugs. 

Cost  of  Insurance  Plans  Involving 
Payments  per  Prescription 

Imposition  of  a  fixed  amount  of  cost -sharing 
per  prescription  will  alter  the  relationship  between 
initial  and  renewed  prescriptions,  as  those  covered 
by  the  program  attempt  to  avoid  paying  the 
charge  when  a  prescription  is  renewed  by  persuad- 
ing their  physician  to  allow  an  adequate  quantity 
on  the  initial  prescription.  The  larger  the  pay- 
ment, the  smaller  will  be  the  percentage  of  renewals 
(presently  65  percent  of  all  prescriptions). 
Another  consequence  of  the  attempt  to  avoid 
renewals  will  be  a  certain  amount  of  over-pur- 
chasing, when  a  patient  who  purchased  a  large 
enough  quantity  to  avoid  a  renewal  finds  that  a 
renewal  would  have  been  unnecessary.  It  is 
assumed  that  such  prescribing  of  increased  quan- 
tities takes  place  despite  all  possible  adminis- 
trative actions  designed  to  prevent  it,  including 
enforcement  of  a  provision  limiting  any  prescrip- 
tion to  a  90-day  supply. 

The  assumptions  used  for  each  payment  amount 
and  the  resulting  intermediate  costs  (i.e.,  average 
of  the  low-cost  and  high-cost  assumptions)  are 
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summarized  in  Table  A-6.  The  cost  of  any  com- 
bination of  deductible  and  payment  may  be 
obtained  by  (1)  applying  the  ratio  in  Item  (8)  of 
Table  A-6  to  the  basic  utilization  model  (Item  1 
of  Table  A-2) ,  and  (2)  multiplying  by  Item  II.  7 
of  Table  A-4. 

It  was  also  assumed  in  the  derivation  of  costs 
for  plans  involving  payments  per  prescription 
that  ( 1 )  reimbursement  would  be  made  according 
to  a  formula  based  on  an  allowance  for  wholesale 
costs  and  a  fixed  professional  fee  (so  that  rela- 
tively few  prescriptions  are  eliminated  even  by  a 
$3.00  payment)  and  (2)  pharmacists  obtain  the 
same  average  compensation  per  prescription  that 
they  do  at  present. 

Administrative  Expenses 

The  cost  estimates  in  the  following  tables  do 
not  include  administrative  costs. 

Under  all  alternatives,  a  wide  variation  is 
possible  in  administrative  expenses,  depending 
upon  how  the  plan  will  be  administered  (includ- 
ing the  philosophy  underlying  program  admin- 
istration, such  as  the  emphasis  placed  on  the 
gathering  of  statistical  information  concerning 
prescribing  practices  of  physicians,  drug  utiliza- 
tion by  patients,  and  the  cost  of  manufacture,  dis- 
tribution, and  retailing  of  medicines). 

For  the  maintenance  drug  proposals,  under  an 
administrative  system  designed  to  pay  benefits  as 
expeditiously  as  possible,  with  sufficient  controls 
to  prevent  all  fraud  and  abuse  which  it  is  eco- 
nomical to  prevent,  the  administrative  cost  would 
be  about  $50  to  $80  million  for  1971  (level-cost  of 
0.01  to  0.02  percent  of  taxable  payroll).  The  costs 
under  an  administrative  system  using  source  data 
equipment  located  in  drugstores  and  placing  great 
emphasis  on  controls  over  patients,  doctors,  and 
drugstores  and  on  collection  and  analysis  of  data 
of  all  sorts,  producing  high  costs  but  not  the  maxi- 
mum possible,  would  be  about  $200  to  $450  million 
for  1971  (level-cost  of  0.05  to  0.10  percent  of  tax- 
able payroll),  depending  on  the  extent  and  com- 
plexity of  data  collected  and  administrative 
controls  employed. 

The  minimum  administrative  costs  for  the  pro- 
posals covering  all  legend  drugs,  without  an 
initial  deductible,  are  somewhat  higher — about 
$100  to  $160  million  in  1971  (level-cost  of  0.02  to 
0.04  percent  of  taxable  payroll).  The  cost  of 
elaborate  administrative  systems  would  increase 
less  proportionately  than  for  a  minimal  adminis- 


trative system,  due  to  the  high  fixed  cost  elements 
of  electronic  data  processing  systems  and  pro- 
grams, and  would  be  in  the  range  of  $300  to  $700 
million  in  1971  (level-cost  of  0.08  to  0.16  percent 
of  taxable  payroll). 

The  cost  of  minimal  administrative  systems  for 
the  proposals  involving  initial  deductibles  are  less 
than  if  all  drugs  were  covered,  provided  that  pa- 
tients are  reimbursed  and  no  assignments  are  per- 
mitted; the  percentage  decreases  in  mimimal 
administrative  expenses  would  be  approximately 
half  the  decrease  in  benefit  costs.  The  administra- 
tive expenses  for  the  two  Montoya  amendments 
which  are  considered  here  a  would  be  moderately 
higher  than  for  the  $25-deductible,  20-percent  co- 
insurance plan  (due  to  higher  utilization,  result- 
ing from  absence  of  cost-sharing  and  the 
carry-over  deductible).  Again  a  wide  variation  is 
possible,  depending  on  the  type  of  administrative 
system  followed.  The  cost  of  a  mimimal  adminis- 
trative system  for  the  Montoya  amendments  could 
be  as  low  as  $80  to  $130  million  in  1971  (level-cost 
of  0.02  to  0.03  percent  of  taxable  payroll).  It 
should  be  noted  that  if  a  benefit  were  to  be  pro- 
vided under  Supplementary  Medical  Insurance 
without  at  least  a  $25-deductible  provision,  admin- 
istrative costs  would  be  significantly  higher  than 
for  the  same  benefits  financed  through  Hospital  In- 
surance. Under  any  of  the  proposals,  a  require- 
ment that  drugstores  accept  the  reimbursement 
allowance  and  designated  cost-sharing  as  total  com- 
pensation would  add  significantly  to  administra- 
tive costs. 

Changes  in  Cost  Estimates  for  Montoya 
Amendment  of  1967 

The  cost  estimates  for  the  amendment  offered  by 
Senator  Montoya  in  the  Senate  consideration  of 
the  Social  Security  Amendments  of  1967  on  No- 
vember 16,  1967  (Amendment  No.  440), a  which 
was  not  adopted,  are  higher  than  those  previously 
issued  by  the  Office  of  the  Actuary,  Social  Security 
Administration,  due  to  their  being  for  a  later  pe- 
riod and  to  the  availability  of  new  information 
from  a  number  of  sources,  which  has  led  to  revi- 
sion of  a  number  of  the  assumptions  used  in  the 
previous  estimates  (such  as  a  lower  allowance  for 
the  exclusion  of  nonlegend  drugs  and  also  a  much 
lower  allowance  for  paying  benefits  on  the  basis  of 
the  lowest-priced  chemical  equivalent ) . 

"  See  Appendix  B. 
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Senator  Montoya  introduced  a  revised  proposal  ductible  and  20-percent  co-insurance  (see  Item  II. 

in  1968  (S.  2936),  which  had  significantly  lower  2  in  Table  A— 4  for  the  annual  per  capita  cost — 

costs  (primarily  because  of  containing  a  20-per-  $38.47).  This  amendment  has  a  slightly  higher 

cent  co-insurance  element).  Its  cost  closely  ap-  cost  because  of  containing  a  carry-over  deductible 

proximates  that  of  the  proposals  of  the  type  provision,  but  has  offsetting  lower  costs  for  certain 

considered  in  this  report  with  a  $25  initial  de-  other  reasons. 

Table  A-l 
Summary  of  Basic  Assumptions 

All  Legend  Drugs       Maintenance  Drugs 

Item 


Low  High  Low  High 


Utilization  (prescriptions  per  capita  per  year) : 

1.  1967  level,  no  insurance  program   11  13        5.  3  6.  2 

2.  Long-run  increase  in  drug  utilization  (annual)  (percent) : 

(i)  1967-71   3  5  12 

(ii)  1971-95   3  3  12 

3.  Changes  in  utilization  due  to  insurance  program  (percent) : 

(i)  Increase  in  utilization  due  to  third-party  payment  of  75-85  percent 

of  cost   25  40  2  8 

(ii)  Substitution  prescribing  of  maintenance  drugs  as  substitutes  for 

noncovered  drugs   5  10 

(iii)  Reduction  of  free  samples  furnished  by  physicians   2  4  2  4 

4.  Definition  of  covered  drugs: 

(i)  Adjustment  for  inclusion  of  insulin,  1967  level   .6  .7  .6  .7 

(ii)  Adjustment  for  exclusion  of  nonlegend  drugs  (percent)   — 13       — 13  

Average  prescription  price: 

1.  1967  level   $4.  00      $4.  00      $4.  40       $4.  40 

2.  Long-run  increase  in  average  price  per  prescription  (percent) : 

(i)  1967-71   2  2  %  1 

(ii)  1971-95   1  2         %  1 

3.  Payment  ceiling  based  on  cost  of  lowest  price  generic  alternative  of  accept- 

able quality  (percent)   — 5         — 2         — 5  — 2 

4.  Adjustment  for  exclusion  of  nonlegend  drugs   +8  +8  
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Table  A-2 


1971  Benefit  Cost  per  Capita  According  to  Basic  Utilization  Assumptions 


Utilization  (acquisitions  Average  Price  Total  Benefit  Cost 

Item  per  capita)  (per  acquisition)  (per  capita) 

Low-cost        High-cost        Low-cost        High-cost        Low-cost  High-cost 


A.  Coverage  of  all  drugs: 

(1)  Utilization  model  a                                            14.  5          21.  5         $4.  44         $4.  58  $64.  40  $98.  45 

(2)  Cost-sharing  of  20  percent   51.  50  78.  75 

(3)  Charge  per  prescription :  b 

(a)  $1   55. 40  84.  70 

(b)  $2   51.50  78.75 

(c)  $3   50.  10  76.  80 

B.  Coverage  of  maintenance  drugs: 

(1)  Utilization  model  »                                             6.  7            9.  2          4.  26          4.  48  28.  55  41.  20 

(2)  Cost-sharing  of  20  percent   22.  85  32.  95 

(3)  Charge  per  prescription :  b 

(a)  $1   24.  25  35.  00 

(b)  $2   21.  15  30.  50 

(c)  $3   18.  85  27.  20 

(d)  $3  new,  $1.50  renewal   19.  00  27.  75 

(e)  $3  new,  $1  renewal   19.  10  27.  90 

(f)  $2  new,  $1  renewal   21.  45  31.  00 


a  Potential  benefit  costs;  utilization  would  be  approxi-  sharing, 
mately  17}^  percent  higher  without  15-25  percent  cost-  b  Assumes  limit  of  a  90-day  supply  per  prescription. 


Table  AS 

Summary  of  Basic  Assumptions  Pertaining  to  Proposals  With  an  Initial 

Deductible 

Initial  Deductible 


None  $25  $60  $75  $100 


A.  Utilization  (prescriptions  per  capita  per  year) : 

1.  1967  level,  no  insurance  program  

2.  Long-run  increases  in  drug  utilization  (annual)  (percent) : 

(i)  1967-71  

(ii)  1971-95  

3.  Changes  in  utilization  due  to  insurance  program  (percent) : 

(i)  Increase  in  utilization  due  to  third-party  payment  of  75-85 

percent  of  cost  (applies  after  deductible  satisfied)  

(ii)  Reduction  in  free  samples  furnished  by  physicians  

4.  Definition  of  covered  drugs  (percent) : 

(i)  Adjustment  for  inclusion  of  insulin  

(ii)  Adjustment  for  exclusion  of  nonlegend  drugs  

B.  Average  prescription  price: 

1.  1967  level  

2.  Long-run  increase  in  average  price  per  prescription  (percent) : 

(i)  1967-71   2 

(ii)  1971-95   iy2 

3.  Payment  ceiling  based  on  lowest  price  generic  alternative  (of  accept- 

able quality)  (percent)   — 5 

4.  Adjustment  for  exclusion  of  nonlegend  drugs  (percent)   8 


12 

12 

12 

12 

12 

4 

4 

4 

4 

4 

3 

3 

3 

3 

3 

32 

24 

20 

20 

20 

3 

1 

1 

0 

0 

5 

5 

5 

5 

5 

13 

-13 

-13 

-13 

-13 

$4 

$4 

$4 

$4 

$4 

2 

1J4 


2 

1* 


2 

-5 
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Table  A-4 


Summary  of  Derivation  of  Cost  Estimates  of  Plans  With  Initial  Deductibles 

and  Cost  Sharing3 

I.  Utilization  model  (assuming  no  insurance  program) : 
A.  Distribution  of  annual  charges  per  capita: 

Charges  for  Prescriptions 
$0         $1-25  $25-50         $50-75         $75-100  $100+ 

(1)  Frequency,  persons  in  category  (percent)   23  25  16  11  7  18 

(2)  Average  charges  for  persons  in  category   0    $12.00    $37.00    $62.00    $87.00  $194.00 

(3)  Cost  per  capita  for  category   0     $3.  00     $5.  90     $6.  80     $6.  10     $35.  00 


B.  Cumulative  distribution  of  annual  charges  per  capita: 


Deductible 

None  $25  $50  $75  $100 


1)  Percentage  with  charges  greater  than  deductible  (frequency  of  poten- 
tial claim)   77  52  36  25  18 

(2)  Charges  for  persons  with  charges  greater  than  deductible  (charges  of 

potential  claimants)   $56.  80  $53.  80  $47.  90  $41.  10  $35.  00 

(3)  Deductible-   0  13.00  18.00  18.75  18.00 

(4)  Charges  in  excess  of  deductible   56.  80  40.  80  29.  90  22.  35  17.  00 


II.  Cost  of  insurance  program  paying  approximately  75  to  85  percent  cost: 


1. 

Change  in  utilization  due  to  insurance  program,  factor 

1.  35 

1.  24 

1.  20 

1.  20 

1.  20 

2. 

Charges  per  capita  under  insurance  program,  net  of  deductible  __ 

__  $76.  68 

$50.  59 

$35.  88 

$26.  82 

$20.  40 

3. 

Allowance  for  underfiling  _ 

0 

2.  50 

2.  15 

1.  70 

1.  35 

4. 

Charges  submitted  for  reimbursement  less  deductible 

76.  68 

48.  09 

33.  73 

25.  12 

19.  15 

5. 

Co-insurance  (20  percent). 

15.  34 

9.  62 

6.  75 

5.  02 

3.  83 

6. 

Benefit  cost  of  program 

61.  34 

38.  47 

26.  98 

20.  10 

15.  32 

7. 

Ratio  to  cost  of  no-deductible  program  (percent) 

100 

63 

44 

33 

25 

8  All  dollar  figures  are  annual  costs  per  capita  in  1971. 
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Table  A-5 


Summary  of  Derivation  of  Cost 
Estimate  for  Montoya  Amendment  of 
1967a 
(Amendment  No.  440) 


1.  Charges  of  those  meeting  deductible,  if  no 

insurance  program   $56.  90 

2.  Deductible  ($25,  less  "carry-over")   13.00 

3.  Charges    after    deductible    (item    1  minus 

item  2)   43.  90 

4.  Factor  to  account  for  change  in  utilization  due 

to  insurance  program — approximately  6 
percent  cost-sharing  (due  to  payment  only 
for  lowest-priced  generic  alternative)   1.  39 

5.  Charges  per  capita  under  insurance  program, 

net  of  deductible  (item  3  times  item  4)   61.  02 

6.  Allowance  for  underfiling   2.  50 

7.  Carry-over  deductible   .50 

8.  Charges  submitted  for  reimbursement,  less 

deductible  (item  5  plus  item  7  minus  item 

6)   59.  02 

9.  Reduction   due   to   available   lower  priced 

generic  alternative  b   3.  54 

10.  Annual    cost    of    benefits    under  Montoya 

Amendment  (item  8  minus  item  9)   55.  48 


a  All  figures  except  item  4  are  annual  costs  per  capita 
in  1971. 

b  This  amendment  would  have  allowed  the  deductible 
to  be  satisfied  by  the  full  charges  paid,  irrespective  of  a 
lower  priced  generic  alternative.  It  is  assumed  that  pre- 
scriptions would  satisfy  the  deductible  in  order  by  date  of 
purchase. 


Table  A-6 

Summary  of  Derivation  of  Cost  Estimates  for  Proposals  Involving 
Payments  per  Prescription  a 

All  Legend  Drugs  Payment  Maintenance  Drugs  Payment 


$1  $2  $3  $1  $2  $3 


Benefit  cost,  basic  utilization  model  b 

$81.  40 

$81. 

40 

$81.  40 

$34. 80 

$34.  80 

$34. 80 

Increase  in  charges  due  to  prescribing  larger  quantity  than 

required  (percent) 

3 

7 

c  12 

2 

3 

4 

Total  charges  per  capita  (1971) 

$83.  85 

$87. 

10 

$91. 15 

$35.  50 

$35.  85 

$36. 20 

Decrease  in  number  of  prescriptions  (see  text)  (percent) 

20 

35 

45 

25 

35 

45 

Number  of  prescriptions  per  capita 

14.  4 

11.7 

9.  9 

6.  0 

5.  2 

4.  4 

Cost-sharing: 

(a)  Prescriptions  less  than  cost-sharing  payment: 

(i)  Number  of  prescriptions  per  capita 

0 

0 

•  1.7 

0 

0 

0 

(ii)  Average  cost  per  prescription 

$0 

$0 

$2.  65 

$0 

$0 

$0 

(iii)  Cost  per  capita 

$0 

$0 

$4.  50 

$0 

$0 

$0 

(b)  Cost-sharing  payments  per  capita 

$14.  40 

$23. 

40 

$24.  60 

$6 

$10. 20 

$13.  20 

(c)  Total  cost-sharing  per  capita 

$14.  40 

$23. 

40 

$29. 10 

$6 

$10.  20 

$13. 20 

Benefits  per  capita                        _  .  _ 

$69.  45 

$63. 

70 

$62. 05 

$29.  50 

$25.  65 

$23. 00 

Ratio  to  basic  utilization  model  b 

.  85 

78 

.  76 

.  85 

.  74 

.  66 

a  All  dollar  figures  relate  to  the  annual  cost  per  capita  b  Average  of  low-cost  and  high-cost  figures  in  Item  1  of 

in  1971.  Table  A-2. 

c  Applies  to  prescriptions  costing  more  than  $3.00. 
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Table  A-7 


Estimated  Level-Cost  of  Benefits  for  Persons  Insured  Under  the  Hospital 
Insurance  Program  (as  Percentage  of  Taxable  Payroll)  for  Various 

Drug  Benefit  Proposals 


Cost-sharing  provisions 


All  Legend  Drugs 


Maintenance  Drugs 


Low-Cost       High-Cost       Low-Cost  High-Cost 


1.  20  percent  co-insurance: 

(1)  No  deductible   .32  .56 

(2)  $25  deductible   .20  .35 

(3)  $50  deductible   .14  .25 

(4)  $75  deductible   .11  .18 

(5)  $100  deductible   .08  .14 

2.  $1  payment  per  prescription: 

(1)  No  deductible   .34  .60 

(2)  $25  deductible   .22  .38 

(3)  $50  deductible   .15  .27 

(4)  $75  deductible   .12  .19 

(5)  $100  deductible   .09  .15 

(6)  No  deductible,  coverage  at  age  70   .24  .42 

(7)  No  deductible,  coverage  at  age  72   .20  .36 

3.  $2  payment  per  prescription: 

(1)  No  deductible   .32  .56 

(2)  $25  deductible   .20  .35 

(3)  $50  deductible   .14  .25 

(4)  $75  deductible   .11  .18 

(5)  $100  deductible   .08  .14 

4.  $3  payment  per  prescription: 

(1)  No  deductible   .31  .55 

(2)  $25  deductible   .20  .34 

(3)  $50  deductible   .14  .24 

(4)  $75  deductible   .11  .18 

(5)  $100  deductible   .08  .14 

5.  Initial/ Renewal  payment  per  prescription: 

(1)  $3/$1.50  

(2)  $3/$1.00  -  

(3)  $2/$1.00  

6.  Montoya  Amendment  of  1967   .29  .52 

7.  Montoya  Amendment  of  1968   .20  .35 


.  10 


18 


09 


19 


.  11 


.  17 


10 


15 


.  09 
.  09 
.  10 


15 
15 
17 
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Table  A-8 


Estimated  1 971  Benefit  Costs  of  Various  Drug  Benefits  Proposals  (Benefit  Costs 
for  Insured  and  Uninsured  Persons  Combined)3 


Cost-sharing  Provisions 


All  Legend  Drugs 


Maintenance  Drugs 


Low-Cost       High-Cost       Low-Cost  High-Cost 


(millions) 

1.  20  percent  co-insurance: 

(1)  No  deductible   $1,  060  $1,  615 

(2)  $25  deductible   670  1,  015 

(3)  $50  deductible   465  710 

(4)  $75  deductible   350  535 

(5)  $100  deductible   265  405 

2.  $1  payment  per  prescription: 

(1)  No  deductible   1,  135  1,  735 

(2)  $25  deductible   715  1,  095 

(3)  $50  deductible   500  765 

(4)  $75  deductible   375  575 

(5)  $100  deductible   285  435 

(6)  No  deductible,  coverage  at  age  70   795  1,  245 

(7)  No  deductible,  coverage  at  age  72   680  1,  070 

3.  $2  payment  per  prescription: 

(1)  No  deductible   1,  055  1,  615 

(2)  $25  deductible   665  1,  015 

(3)  $50  deductible   465  710 

(4)  $75  deductible   350  535 

(5)  $100  deductible   265  405 

4.  $3  payment  per  prescription: 

(1)  No  deductible   1,  045  1,  575 

(2)  $25  deductible   660  990 

(3)  $50  deductible   460  695 

(4)  $75  deductible   345  520 

(5)  $100  deductible   260  395 

5.  Initial/ Renewal  payment  per  prescription: 

(1)  $3/$1.50  

(2)  $3/$1.00  

(3)  $2/$1.00  

6.  Montoya  Amendment  of  1967   950  1,  460 

7.  Montoya  Amendment  of  1968   670  1,  015 


(millions) 


$470 


$675 


495 


720 


435 


625 


385 


560 


390 
390 
440 


570 
570 
635 


a  Approximately  91  percent  of  amounts  relate  to  benefits  financed  by  the  Hospital  Insurance  Trust  Fund;  the  other 
9  percent  would  be  appropriated  from  general  revenues. 
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Table  A-9 


Prescriptions  on  the  Basis  of  Which  Some  Payment  Made  in  1  971 
(Prescriptions  for  Insured  and  Uninsured  Persons  Combined)3 


Cost-sharing  Provisions 


All  Legend  Drugs 


Maintenance  Drugs 


Low-Cost       High-Cost       Low-Cost  High-Cost 


(millions) 

1.  20  percent  co-insurance: 

(1)  No  deductible   295  430 

(2)  $25  deductible   195  280 

(3)  $50  deductible   130  190 

(4)  $75  deductible   95  140 

(5)  $100  deductible   70  100 

2.  $1  payment  per  prescription:  b 

(1)  No  deductible   235  350 

(2)  $25  deductible   150  230 

(3)  $50  deductible   105  155 

(4)  $75  deductible   75  115 

(5)  $100  deductible   55  80 

(6)  No  deductible,  coverage  at  age  70   160  240 

(7)  No  deductible,  coverage  at  age  72   140  205 

3.  $2  payment  per  prescription:  b 

(1)  No  deductible   190  285 

(2)  $25  deductible   125  185 

(3)  $50  deductible   85  125 

(4)  $75  deductible   60  95 

(5)  $100  deductible   45  65 

4.  $3  payment  per  prescription:  b 

(1)  No  deductible   160  240 

(2)  $25  deductible   105  155 

(3)  $50  deductible   70  105 

(4)  $75  deductible   50  80 

(5)  $100  deductible   40  55 

5.  Initial/ Renewal  payment  per  prescription:  b 

(1)  $3/$1.50  

(2)  $3/$1.00  

(3)  $2/$1.00  

6.  Montoya  Amendment  of  1967   200  300 

7.  Montoya  Amendment  of  1968   165  280 


(millions) 


135 


190 


95 


135 


80 


115 


65 


95 


70 
70 

85 


100 
100 
120 


a  Approximately  91  percent  relate  to  persons  insured  under  the  Hospital  Insurance  program. 

b  Number  of  prescriptions  are  artificially  reduced  by  prescribing  and  purchasing  of  larger  quantities  to  avoid  paying 
co-payment  for  renewals. 
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APPENDIX  B 


SUMMARY  OF  AMENDMENT  NO.  440  TO  H.R.12080 
(MONTOYA  AMENDMENT)3 


Amendment  No.  440  would  have  established  a 
Formulary  Committee  consisting  of  the  Surgeon 
General  of  the  Public  Health  Service,  the  Commis- 
sioner of  the  Food  and  Drug  Administration,  and 
the  Director  of  the  National  Institutes  of  Health, 
which  would  have  determined  what  drugs  would 
be  covered  under  the  program;  the  Committee 
would  have  been  assisted  by  an  advisory  group 
that  represented  national  organizations  of  physi- 
cians, drug  manufacturers,  pharmacists,  experts 
in  public  health,  hospital  pharmacists,  medical 
schools,  pharmacy  schools,  and  consumers.  The 
amendment  stated  that  the  list  of  covered  drugs 
could  include,  in  addition  to  drugs  which  require 
a  prescription  for  dispensing,  lifesaving  drugs 
which  do  not  require  a  prescription;  no  other 
guidelines  were  given  as  to  what  drugs  should  be 
included.  Drugs  would  have  been  listed  by  their 
established  name,  and  where  applicable,  by  a  pro- 
prietary name. 

In  addition  to  determining  which  drugs  should 
be  covered,  the  Formulary  Committee  would  have 
established  and  published  the  "allowable  expense" 
with  respect  to  each  drug  included  in  the  list.  In 
establishing  the  "allowable  expense"  the  Commit- 
tee would  have  been  guided  by  the  acquisition  cost 
to  the  ultimate  dispenser  for  the  most  frequently 
prescribed  quantities  of  a  given  drug  plus  a  dis- 
pensing fee.  In  a  case  where  the  drug  was  avail- 
able by  generic  name  as  well  as  by  proprietary 
name,  the  "allowable  expense"  would  have  been 
the  lowest  cost  at  which  the  drug  was  available  in 
a  form  which  the  Formulary  Committee  found  to 
be  of  acceptable  quality.  Regional  variations  in  ac- 
quisition cost  would  have  been  taken  into  account. 
Reimbursement  would  have  been  made  directly  to 

a  Introduced  in  the  Senate  on  November  16,  1967. 


the  beneficiary,  or  to  the  person  to  whom  he  as- 
signed his  benefit.  There  would  have  been  an  an- 
nual deductible  of  $25  with  respect  to  drugs,  in 
addition  to  the  deductible  under  present  law  with 
respect  to  expenses  for  services  covered  under  Part 
B  other  than  drugs.  Only  the  cost  of  drugs  cov- 
ered by  the  program  could  have  been  counted  to- 
ward the  $25  drug  deductible.  The  amount 
reimbursed  would  have  been  the  lower  of  the  "al- 
lowable expenses"  or  the  actual  price  paid  for  the 
drug.  The  allowable  expense  with  respect  to  any 
drug  would  have  been  established  by  the  Formu- 
lary Committee.  The  Secretary  would  have  been 
able  to  use  carriers  to  help  in  the  administration 
of  the  program.  The  cost  of  the  drug  benefit  under 
the  bill  has  been  estimated  to  be  $2.30  per  month 
in  addition  to  the  premium  for  other  medical  in- 
surance benefits,  with  a  matching  amount  paid  out 
of  general  revenues. 

(A  similar  bill,  S.  2936,  introduced  by  Senator 
Montoya  on  February  6,  1968,  differs  fi  'om  this 
amendment  in  several  respects.  Under  S.  2936,  the 
amount  reimbursed  would  be  the  lower  of  the  "al- 
lowable benefit"  or  80  percent  of  actual  expenses 
incurred  for  the  purchase  of  qualified  drugs;  in 
addition,  all  prescription  drug  expenses  incurred 
could  be  counted  toward  meeting  the  drug  de- 
ductible. Reimbursement  would  not  be  made  for 
the  first  claim  submitted  in  any  one  year  unless 
the  actual  expense  exceeded  the  deductible,  or  for 
a  subsequent  claim  unless  the  actual  expense  for 
the  claim  was  $10  or  more;  in  determining  the  al- 
lowable benefit,  the  Secretary  would  give  consider- 
ation to  the  costs  of  overhead  and  a  fair  profit; 
and  the  composition  of  the  Formulary  Committee 
and  the  Advisory  Group  differ  slightly  from 
Amendment  No.  440.) 
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91st  Congress,  1st  Session 


House  Document  No.  91-43 


FINDINGS  OF  THE  DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE  RESPECTING 
DRUGS— SOCIAL  SECURITY  ACT 


LETTER 

FROM 

THE  SECRETARY  OF  HEALTH,  EDUCATION, 
AND  WELFARE 

TRANSMITTING 

THE  FINDINGS  OF  THE  DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE  WITH  RESPECT  TO  THE 
COVERAGE  OF  DRUGS  UNDER  PART  B  OF  TITLE 
XVIII  OF  THE  SOCIAL  SECURITY  ACT 


January  14, 1969. — Referred  to  the  Committee  on  Ways  and  Means 
and  ordered  to  be  printed 


U.S.  GOVERNMENT  printing  office 
98-011  WASHINGTON  :  1969 


LETTER  OF  TRANSMITTAL 


The  Secretary  of  Health,  Education,  and  Welfare, 

Washington,  January  13,  1969. 

Hon.  John  W.  McCormack, 

Speaker  of  the  House  of  Representatives, 

Washington,  D.G. 

Dear  Mr.  Speaker  :  I  have  the  honor  to  transmit  to  yon  the  findings 
of  the  Department  of  Health,  Education,  and  Welfare  with  respect 
to  the  coverage  of  drugs  under  part  B  of  title  XVIII  of  the  Social 
Security  Act.  This  report  is  submitted  in  compliance  with  section  405 
of  the  Social  Security  Amendments  of  1967. 

The  report  presents  the  findings  of  the  Department's  Task  Force 
on  Prescription  Drugs  on  the  possibility  of  covering  out-of -hospital 
prescription  drugs  under  the  supplementary  medical  insurance  part 
of  the  Medicare  program,  as  well  as  on  the  feasibility  of  other  ap- 
proaches to  coverage  of  prescription  drugs  under  Medicare.  In  sum- 
mary, the  Task  Force  has  found  that  the  elderly  have  a  need  for  im- 
proved protection  against  the  high  cost  of  prescription  drugs  and  that 
providing  a  drug  benefit  under  Medicare  would  be  an  appropriate 
method  of  relieving  the  aged  of  part  of  the  burden  of  high  drug  costs. 
The  Task  Force  also  found  that  because  of  the  numerous  and  complex 
problems  involved  in  providing  a  drug  benefit,  which  involves  a  claims 
volume  many  times  that  of  the  present  Medicare  program,  it  would 
not  be  desirable,  at  least  in  the  first  years  in  which  the  new  benefit  was 
available,  to  try  to  provide  total  protection  against  the  prescription 
drug  costs  incurred  by  the  elderly.  They  have  also  found  that  while 
it  would  be  feasible  to  provide  a  drug  benefit  under  either  the  hospital 
insurance  (part  A)  or  supplementary  medical  insurance  (part  B) 
parts  of  the  Medicare  program,  there  are  significant  advantages  in 
terms  of  program  financing  and  beneficiary  eligibility,  in  providing 
this  coverage  under  part  A.  I  endorse  these  findings. 

The  Task  Force  also  considered  the  broad  outlines  of  alternative 
legislative  proposals  for  covering  drugs  under  Medicare  on  a  less- 
than-comprehensive  basis,  and  made  findings  as  to  their  feasibility. 
The  approach  which  the  Task  Force  finds  to  be  most  promising  would 
be  to  limit  the  prescription  drugs  covered  under  Medicare  on  an  out- 
of-hospital  basis  to  those  drugs  which  are  important  in  the  treatment 
of  the  serious  chronic  illnesses  which  afflict  the  aged. 

I  endorse  covering  those  drugs  which  are  important  in  the  treatment 
of  certain  specific  serious  chronic  conditions  afflicting  the  aged.  The 
drugs  that  I  propose  be  covered  would  be  those  which  are  important 
in  the  treatment  of  heart  conditions,  high  blood  pressure,  diseases  of 
the  circulatory  system,  diabetes,  respiratory  conditions,  and  kidney 
conditions.  I  propose  also  that  the  new  drug  program  include  a  cost- 

(iii) 


IV 


sharing  feature  under  which  beneficiaries  would  pay  $1  toward  each 
prescription  for  covered  drugs.  This  is  the  method  of  providing  a  drug 
benefit  that  I  recommend  at  this  time.  Under  this  proposal,  the  new 
benefit  would  be  provided  under  part  A  of  Medicare,  thereby  assuring 
that  the  elderly  will  not  have  to  pay  for  this  benefit  out  of  their  limited 
retirement  incomes ;  rather,  the  benefit  would  be  financed  through  con- 
tributions paid  by  the  Nation's  workers  during  their  working  lifetimes 
and  through  contributions  paid  by  their  employers. 

In  recommending  this  approach  to  drug  coverage  under  Medicare, 
I  have  been  guided  by  the  desirability  of  keeping  within  manageable 
limits  the  administrative  problems  that  would  be  associated  with  the 
new  benefit.  The  method  I  have  chosen  would  not  only  accomplish 
this  end,  but  would  concentrate  the  protection  at  this  time  where  it  is 
needed  most.  What  is  more,  once  the  necessary  administrative  experi- 
ence is  gained,  the  approach  I  have  chosen  is  one  that  could  be  broad- 
ened easily  in  order  to  provide  drug  benefits  for  all  Medicare 
beneficiaries. 

The  additional  outgo  under  the  proposal  would  be  approximately 
$600  million  annually  in  the  early  1970's,  and  since  the  proposal  would 
cover  fewer  "maintenance"  drugs  than  are  included  in  the  list  of 
"maintenance"  drugs  on  which  the  cost  estimates  in  the  Actuarial 
Appendix  of  the  report  are  based,  the  intermediate  level-cost  of  the 
proposal  would  be  approximately  0.14  percent  of  payroll  with  the 
present  $7,800  a  year  contributory  earnings  base. 

Coverage  of  prescription  drugs  under  the  method  I  propose  would 
be  of  great  economic  benefit  to  those  of  the  aged  who  suffer  from  these 
serious  major  illnesses.  An  additional  advantage  would  be  that  the 
coverage  of  drugs  under  Medicare,  even  on  a  less-than-comprehen- 
sive  basis,  would  result  in  savings  to  the  Federal-State  assistance 
program. 

The  area  of  insurance  against  drug  expenses  is  one  in  which  there 
is  a  great  deal  of  room  for  further  development  in  the  private  insur- 
ance industry.  I  believe  that  the  entire  population,  not  just  the  elderly, 
needs  improvement  in  the  protection  available  against  high  drug  costs. 
I  strongly  recommend  that  private  insurance  expand  its  coverage  to 
include  prescription  drugs. 

I  urge  favorable  consideration  and  prompt  action  on  these  recom- 
mendations. 

Sincerely, 

Wilbur  J.  Cohen, 

Secretary. 
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Department  of  Health,  Education",  and  Welfare, 

Office  of  the  Secretary, 

December  31, 1968. 

Memorandum  to  :  The  Secretary. 

From:  Philip  R.  Lee,  M.D.,  Assistant  Secretary  for  Health  and 

Scientific  Affairs. 
Subject:  Task  Force  on  Prescription  Drugs — Progress  Report. 

For  over  eighteen  months  the  Task  Force  on  Prescription  Drugs 
has  been  engaged  in  a  comprehensive  review  of  the  drug  needs  of  the 
elderly  and  the  means  through  which  out-of-hospital  prescription 
drugs  could  be  included  as  a  Medicare  benefit. 

background  papers 

The  Task  Force  studies  have,  of  necessity,  been  concerned  with  a 
wide  range  of  factors  involving  the  manufacture,  quality,  distribution, 
promotion,  pricing,  prescribing,  and  use  of  drugs,  all  of  which  are 
intimately  involved  in  the  consideration  of  our  assignment.  We  have 
begun  to  publish  this  material  in  a  series  of  background  papers.  The 
first  of  these,  dealing  with  the  drag  needs  of  the  elderly,  was  made 
public  in  November  1968.  Others,  covering  drug  insurance  programs, 
drug  manufacture,  drug  distribution,  drug  prescribing,  drug  quality, 
formularies,  and  drug  insurance  administrative  methods,  are  in  press 
and  will  be  released  shortly. 

THE  NEED  FOR  COVERAGE  OF  PRESCRIPTION  DRUGS  UNDER  MEDICARE 

Since  the  advent  of  Medicare,  prescription  drugs  have  represented 
the  largest  single  personal  health  expenditure  that  the  aged  must  meet 
almost  entirely  from  their  own  resources — some  20  percent  of  their 
personal  health  expenditures.  Although  the  elderly  represent  less  than 
10  percent  of  the  population,  they  account  for  nearly  25  percent  of  all 
prescription  drug  costs,  and  their  annual  per  capita  expenditure  for 
drags  is  more  than  three  times  that  of  persons  under  age  65. 

Task  Force  studies  have  shown  further  that  these  expenditures  fall 
upon  a  group  which  is  among  the  most  impoverished  in  our  Nation 
and  that  the  extent  of  aid  it  receives  from  private  insurance,  existing 
public  programs,  and  tax  relief  is  insufficient. 

We  find,  therefore,  that  there  is  a  need  for  an  out-of-hospital  drug 
insurance  program  under  Medicare. 

If  the  Congress  should  respond  favorably  to  this  finding,  the  Task 
Force  feels  that  the  following  factors  should  be  taken  into  serious 
consideration : 

1.  Initially,  at  least,  an  attempt  should  not  be  made  to  provide 
comprehensive  drag  coverage — that  is,  coverage  of  all  prescription 
drugs  for  all  the  elderly.  Such  a  program  would  be  expensive ;  it  would 
involve  nearly  10  times  the  volume  of  claims  currently  processed  under 
Medicare;  and  it  would  involve  a  considerable  number  of  small  claims, 
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the  cost  of  which  would  be  well  within  the  means  of  at  least  some  of 
the  elderly. 

2.  Instead,  we  find,  the  scope  of  benefits  should  be  restricted  pri- 
marily to  those  drugs  which  are  needed  in  the  treatment  of  serious 
long-term  illness  or,  alternatively,  that  comprehensive  benefits  should 
be  provided  only  after  a  considerable  portion  of  the  annual  personal 
drug  expense  has  already  been  met  with  private  funds. 

3.  As  further  means  of  controlling  costs,  consideration  should  be 
given  to  requiring  that  some  part  of  the  prescription  cost,  through  co- 
payment  or  co-insurance,  be  borne  by  the  beneficiary,  and  to  restric- 
tions upon  the  maximum  quantity  and  cost  of  prescriptions  supplied 
under  the  program. 

REPORTS  TO  THE  CONGRESS 

At  your  request,  the  Task  Force  has  developed  the  background 
necessary  to  meet  the  requirements  of  Section  405  of  the  Social  Se- 
curity Amendments  of  1967,  which  states  that : 

(a)  The  Secretary  of  Health,  Education,  and  Welfare  is  authorized  and  di- 
rected to  study:  (2)  quality  and  cost  standards  for  drugs  for  which  payments 
are  made  under  the  Social  Security  Act;  and  (3)  the  coverage  of  drugs  under 
Part  B  of  Title  XVIII  of  such  Act. 

Coverage  of  drugs  under  Part  B  of  Medicare 

As  discussed  above,  the  Task  Force  has  given  careful  consideration 
to  the  possibility  of  including  out-of-hospital  prescription  drugs  as  a 
Medicare  benefit. 

We  find  that  it  is  feasible  to  include  such  a  program  under  supple- 
mentary medical  insurance  (Part  B)  or  hospital  insurance  (PartA). 
There  are  certain  advantages,  however,  to  placing  such  coverage  under 
Part  A.  These  involve  such  factors  as  determination  of  eligibility  and 
program  financing.  From  a  consideration  of  these  factors,  we  find  that 
establishment  of  a  drug  benefit  program  under  Part  A  is  the  preferred 
route. 

Quality  and  cost  standards  for  drugs 

Our  finding  on  this  subject  are  being  prepared  as  a  separate  docu- 
ment and  will  be  forwarded  to  you  shortly. 

REPORT  ON  ORGANIZATION  OF  PHARMACEUTICAL  ACTIVITIES 

In  your  report  to  the  President  in  June  1968  on  the  organization 
of  health  activities,  you  stated  your  intention : 

"to  examine  the  Department's  activities  in  the  pharmaceutical  field  and  to  de- 
termine what  if  any,  further  reorganization  is  warranted  .  .  ." 

In  response  to  your  request,  the  Task  Force  has  undertaken  to  ap- 
praise the  present  organization  of  pharmaceutical  activities  and  to 
suggest  needed  changes.  This  report  is  in  the  final  stages  of  develop- 
ment and  will  be  forwarded  to  you  shortly. 

Hj 

INTERIM  REPORT 

I  am  pleased  to  submit  with  this  memorandum  the  Third  Interim 
Report  of  the  Task  Force  with  our  detailed  findings  concerning  the 
coverage  of  prescription  drugs  under  the  Medicare  program. 
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Terminology 

The  term  "generic  equivalents'"  is  not  used  in  the  body  of  this  report. 
Although  it  has  been  widely  utilized,  it  has  been  given  so  many  differ- 
ent interpretations  that  it  has  become  confusing.  Instead,  the  follow- 
ing terms  are  used : 

Chemical  equivalents. — Those  multiple-source  drug  products  which 
contain  essentially  identical  amounts  of  the  identical  active  ingredi- 
ents, in  identical  dosage  forms,  and  which  meet  existing  physco- 
chemical  standards  in  the  official  compendia. 

Biological  equivalents. — Those  chemical  equivalents  which,  when 
administered  in  the  same  amounts,  will  provide  essentially  the  same 
biological  or  physiological  availability,  as  measured  by  blood  levels, 
etc. 

Clinical  equivalents. — Those  chemical  equivalents  which,  when  ad- 
ministered in  the  same  amounts,  will  provide  essentially  the  same 
therapeutic  effect  as  measured  by  the  control  of  a  symptom  or  a  dis- 
ease. 

The  following  terms  are  also  used : 

Generic  name. — The  established  or  official  name  given  to  a  drug  or 
drug  product. 

Brand  name. — The  registered  trademarked  name  given  to  a  specific 
drug  product  by  its  manufacturer. 

Summary  of  Findings 

The  need  of  the  elderly  for-  a  drug  benefit 

1.  In  order  to  improve  the  access  of  the  elderly  to  high  quality 
health  care,  and  to  protect  them  where  possible  against  high  drug 
expenses  which  they  may  be  unable  to  meet,  there  is  need  for  an  out-of- 
hospital  drug  insurance  program  under  Medicare  (p.  8). 

The  issue  of  comprehensive  coverage 

2.  Because  of  the  numerous  and  complex  administrative  problems 
and  the  high  program  costs  involved  in  providing  drug  coverage  under 
Medicare,  it  would  be  desirable — at  least  at  the  outset — to  provide  the 
benefit  on  a  less-than-comprehensive  basis  (p.  12). 

Coverage  under  part  A  or  part  B  of  medicare 

While  it  would  be  feasible  to  provide  coverage  of  out-of-hospital 
prescription  drugs  under  either  the  hospital  insurance  (Part  A)  or 
medical  insurance  (Part  B)  programs  of  Medicare,  there  would  be 
significant  advantages,  in  terms  of  beneficiary  eligibility  and  financ- 
ing, in  providing  such  coverage  under  the  hospital  insurance  program 
(p-  16). 

Alternative  proposals  for  drug  coverage 

4.  In  order  to  achieve  maximum  benefits  with  whatever  funds  may 
be  available,  and  to  give  maximum  help  to  those  of  the  elderly  whose 
drugs  needs  are  the  most  burdensome,  particular  consideration  should 
be  given  to  providing  coverage  at  the  outset  mainly  for  those  prescrip- 
tion drugs  which  are  most  likely  to  be  essential  in  the  treatment  of 
serious  long-term  illness,  (p.  19). 

5.  The  use  of  an  annual  deductible  to  control  costs  presents  oppor- 
tunities that  warrant  further  considerations  (p.  22). 

H.  Doc.  91-43  2 
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6.  Restricting  benefits  to  those  aged  70,  72  or  more  would  reduce  the 
size  and  cost  of  the  program,  but  this  is  not  a  preferred  approach  at 
this  time  (p.  23). 

Program  administration 

7.  It  would  be  preferable  for  the  vendor  rather  than  the  beneficiary 
to  have  major  responsibility  for  keeping  needed  records  and  initiating 
claims,  and  to  be  reimbursed  by  the  program  (p.  25). 

8.  Because  of  the  large  number  of  claims  which  would  be  involved, 
a  suitable  automated  data  processing  system  could  play  a  vital  role 
in  claims  processing  and  other  administrative  activities,  and  should 
be  developed  and  adequately  tested  (p.  58). 

9.  To  the  extent  that  appropriate  utilization  review  methods  are 
developed,  these  should  be  applied  in  a  Medicare  drug  program  (p.  28) . 

Program  reimbursement 

10.  Reimbursement  for  product  cost,  as  one  element  in  the  total  cost 
of  a  prescription,  may  be  considered  on  the  basis  of  (a)  "usual  and 
customary"  charges,  (b)  listed  wholesale  price,  (c)  actual  acquisition 
cost  as  verified  by  audit,  or  (d)  a  fixed  program  payment.  Preference 
would  be  determined  by  the  nature  of  the  program  (p.  30). 

11.  Reimbursement  for  product  cost  should  be  based  on  the  cost  of 
the  least  expensive  chemical  equivalent  of  acceptable  quality  generally 
available  on  the  market  (p.  31). 

12.  Since  the  expressed  purpose  of  the  social  security  program  is  to 
provide  assistance  to  beneficiaries,  wherever  possible,  within  the  frame- 
work of  the  existing  health  care  system,  the  direct  purchase  of  drugs 
by  the  Federal  Government  for  Medicare  beneficiaries  is  not  recom- 
mended at  this  time,  but  this  approach  deserves  further  study  (p.  35) . 

13.  The  preferred  method  of  reimbursing  for  dispensing  costs  would 
depend  on  the  nature  of  the  program.  If  the  program  provides  for  a 
specific  dispensing  allowance  to  be  paid  to  the  drug  vendor,  rather 
than  payment  to  the  beneficiary,  either  a  percentage  markup  or  a 
fixed  dispensing  fee  would  be  feasible,  with  a  fixed  fee  approach  being 
preferable  (p.  36). 

14.  Any  drug  insurance  program  instituted  under  Medicare  should 
include  cost-sharing  provisions,  such  as  co-payment  or  co-insurance 

(P-  37)'     .        .  .  ... 

15.  Consideration  should  be  given  to  the  use  of  restrictions  on  maxi- 
mum prescription  quantities  or  on  maximum  prescription  prices  as  ad- 
ditional cost-sharing  approaches  (p.  37). 

Program  costs 

16.  Costs  of  any  program  would  depend  on  the  nature  and  degree 
of  coverage,  the  use  of  deductibles,  the  use  of  co-payment,  co-insurance 
and  other  cost-sharing  methods,  the  type  of  administrative  procedures, 
the  control  of  program  abuse,  the  appropriate  application  of  utiliza- 
tion review,  increases  in  drug  use,  changes  in  prescription  prices,  and 
other  factors.  "High-cost"  and  "low-cost"  estimates  for  a  wide  variety 
of  approaches  have  been  developed  (Appendix  B) . 

Introduction 

This  report  presents  the  findings  of  the  Task  Force  on  Prescription 
Drugs  concerning  coverage  of  out-of-hospital  prescription  drugs  under 
Medicare. 
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Now  that  the  Medicare  program  meets  almost  all  of  the  inpatient 
hospital  expenses  of  the  elderly  and  a  significant  proportion  of  their 
expenses  for  physicians'  and  other  medical  services,  drug  expenses 
represent  the  largest  single  personal  health  expenditure  that  the  elder- 
ly must  meet  almost  entirely  from  their  own  resources.  In  1967,  for 
example,  prescription  drugs  accounted  for  about  20  percent  of  the 
personal  private  health  expenditures  of  older  people.1  It  is  not  sur- 
prising, therefore,  that  there  has  been  a  great  deal  of  interest  on  the 
part  of  the  Congress  in  covering  out -of -hospital  prescription  drugs 
under  Medicare,  Since  1965,  over  50  bills  that  would  have  covered 
drugs  under  Medicare  have  been  introduced.  In  1966,  a  bill  that  would 
have  covered  prescription  drugs  under  the  Supplementary  Medical 
Insurance  program  (Part  B  of  the  Medicare  program)  passed  the 
Senate,  but  the  drug  coverage  provision  was  deleted  in  conference. 
The  Social  Security  Amendments  of  1967  direct  the  Secretary  of 
Health,  Education,  and  Welfare  to  study"  .  .  .  quality  and  cost  stand- 
ards for  drugs  for  which  payments  are  made  under  the  Social  Security 
Act,  and  .  .  .  the  coverage  of  drugs  under  Part  B  of  title  XYIII  of 
such  Act." 

There  has  been  similar  interest  on  the  part  of  the  Executive  Branch 
of  the  Government.  In  his  1967  Message  on  Older  Americans,  Presi- 
dent Johnson  asked  the  Department  of  Health,  Education,  and  Wel- 
fare to  study  the  problems  involved  in  covering  the  cost  of  prescription 
drugs  under  Medicare,  and  Secretary  John  W.  Gardner  established 
a  Task  Force  on  Prescription  Dings,  which  was  charged  with  study- 
ing all  aspects  of  such  coverage.  At  the  request  of  the  Task  Force,  the 
Social  Security  Administration — the  agency  that  would  have  primary 
responsibility  for  administering  a  drug  benefit  under  Medicare — has 
taken  main  responsibility  for  studying  the  feasibility  of  alternative 
methods  of  covering  out-of -hospital  prescription  drugs  under  Medi- 
care. 

On  March  7,  1968,  the  Task  Force  issued  a  report  on  the  question 
of  quality  and  cost  standards  for  which  payment  can  be  made  under 
Medicare.  The  possibility  of  providing  a  drug  benefit  under  Part  B 
of  Medicare  is  discussed  in  some  detail  in  this  report,  as  are  other 
possible  approaches  to  providing  a  drug  benefit  under  Medicare. 

The  first  chapter  of  this  report  presents  data  on  the  need  of  the 
elderly  for  protection  against  the  cost  of  prescription  drugs.  The  sec- 
ond chapter  discusses  the  issue  of  comprehensive  coverage.  The  third 
chapter  discusses  the  question  whether  the  coverage  should  be  provided 
under  the  hospital  or  medical  insurance  parts  of  the  Medicare  pro- 
gram. Chapter  IV  discusses  three  alternative  methods  of  limiting  the 
scope  of  a  drug  benefit  under  Medicare,  and  Chapters  V  and  VI  dis- 
cuss issues  relating  to  program  administration  and  reimbursement, 
respectively.  Cost  estimates  for  several  alternative  approaches  to  pro- 
viding a  drug  benefit  under  Medicare  are  included  in  an  appendix. 


1  Estimate  prepared  by  the  Office  of  Research  and  Statistics,  Social  Security  Admin- 
istration. 
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The  Need  of  the  Elderly  for  a  Drug  Benefit  Under  Medicare 

This  chapter  summarizes  available  data  on  whether  the  elderly  have 
a  need  for  covreage  of  their  out-of -hospital  prescription  drug  costs 
under  Medicare.  The  factors  considered  include  the  use  of  drugs  by 
the  elderly ;  their  income ;  and  the  extent  to  which  the  drug  expenses 
they  incur  are  met  through  private  insurance  or  through  public  pro- 
grams. 

Use  of  drugs  by  the  elderly 

In  1966,  the  elderly,  who  represent  slightly  less  than  10  percent  of 
the  population,  obtained  225  million  out-of -hospital  prescriptions  at 
a  cost  of  almost  $900  million.  This  represented  22  percent  of  total  pre- 
scriptions and  25  percent  of  all  costs  for  drugs  at  the  retail  level.1  2 
Data  in  the  "Master  Drug  List"  (MDL)  prepared  for  the  Task  Force 
on  Prescription  Drugs  show  that  the  average  prescription  cost  for  the 
elderly  in  1966  was  $3.9 1,3  while  data  from  an  annual  survey  con- 
ducted by  the  American  Druggist  indicate  that  in  1966  the  average 
price  per  perscription  for  the  population  as  a  whole  was  $3.43.4 

Earlier  data,  collected  in  1964  and  1965  by  the  National  Health 
Survey,  indicated  that  the  average  number  of  prescription  drug  acqui- 
sitions— original  prescriptions  or  refills — was  nearly  three  times  as 
great  for  the  elderly  as  for  those  under  age  65,  while  the  average  per 
capita  expenditure  for  the  elderly  was  more  than  three  times  as  great 
as  that  for  persons  under  age  65.s 

National  Health  Survey  data  show  considerable  variation  in  the  use 
of  prescription  drugs  by  various  segments  of  the  population.  In  gen- 
eral, for  the  elderly  as  well  as  for  the  population  as  a  whole,  average 
prescription  drug  expenditures  are  higher  for  women  than  for  men, 
for  whites  than  for  nonwhites,  and  for  those  with  serious  chronic  ill- 
ness than  for  those  who  do  not  suffer  from  such  illness. 

In  addition,  recent  data  which  relate  specifically  to  the  use  of  pre- 
scription drugs  by  the  elderly  show  a  high  degree  of  concentration 
in  the  drugs  they  use.  Thus,  the  top  10  drugs  on  the  "Master  Drug 
List,"  ranked  by  frequency  of  use,  account  for  20  percent  of  total 

1  U.S.  Department  of  Health,  Education,  and  Welfare,  Task  Force  on  Prescription  Drugs  : 
"The  Drug  Users,"  U.S.  Government  Printing  Office,  Washington,  D.C.,  1968,  pp.  16,  21. 

-  National  Center  for  Health  Statistics  :  "Cost  and  Acquisition  of  Prescribed  and  Non- 
prescribed  Medicines,  U.S.,  July  1964-June  1965,"  Series  10,  No.  33,  Tables  5  and  12, 
pp.  20  and  44. 

3  These  data  are  presented  In  the  "Master  Drug  List,"  an  analysis  of  the  409  drugs 
most  frequently  dispensed  to  the  elderly  in  1966  :  the  paper  includes  a  variety  of  analyses 
relating  to  average  cost,  days  of  theapy,  and  diagnostic  and  therapeutic  categories.  It  was 
prepared  for  the  Task  Force  on  Prescription  Drugs  by  the  Health  Economics  Branch, 
Division  of  Medical  Care  Administration,  Public  Health  Service.  The  409  drugs  in  the 
list  accounted  for  88  percent  of  all  prescriptions  dispensed  for  the  elderly  by  community 
pharmacies  in  1966,  and  for  88  percent  of  the  prescription  drug  costs  of  the  elderly  at 
the  retail  level.  The  "Master  Drug  List"  data  have  been  published  by  the  Task  Force  on 
Prescription  Drugs  in  "The  Drug  Users,"  op.  cit.,  Chapter  5  and  Appendices. 

*  American  Druggist,  154  (No.  9)  :  23  f  April  18,  1968). 

5  National  Center  for  Health  Statistics  :  "Cost  and  Acquisition  of  Prescribed  and  Non- 
prescribed  Medicines,"  op.  cit.,  p.  14. 
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MDL  prescriptions  and  20.7  percent  of  the  total  MDL  retail  cost  to 
consumers.  The  top  53  drugs  in  the  list  account  for  53  percent  of  total 
MDL  prescriptions  and  about  50  percent  of  the  MDL  total  retail  cost 
to  the  elderly.6 

The  MDL  also  shows  a  direct  correlation  between  the  diagnostic 
categories  commonly  associated  with  the  drugs  most  frequently  used 
by  the  elderly  and  the  more  serious  chronic  illnesses  which  afflict  them : 
Over  48  percent  of  the  prescriptions  that  were  counted  in  compiling 
the  MDL  were  for  drugs  commonly  used  in  the  treatment  of  heart 
disease,  hypertension,  arthritis,  rheumatism,  and  mental  and  nervous 
conditions.7 

Further  indication  of  the  association  between  drug  use  and  chronic 
illness  among  the  elderly  is  shown  by  the  fact  that  82  of  the  409  drugs 
included  in  the  MDL  were  prescribed  for  an  average  of  90  days  or 
more  in  a  year.  These  drugs  accounted  for  only  about  20  percent  of  all 
MDL  products  but  represented  36  percent  of  total  MDL  costs  to  the 
elderly  consumer. 

The  MDL  data  on  patterns  of  prescription  drug  use  by  the  elderly 
are  consistent  with  data  collected  by  the  National  Health  Survey  in 
1964-1965;  these  earlier  data  show  that  for  the  relatively  few  elderly 
with  no  chronic  conditions,  the  annual  cost  for  prescribed  medicines 
was  $3.60  per  capita,  representing  acquisition  of  an  average  of  1.2  pre- 
scriptions m  the  year.8  For  those  with  one  or  more  chronic  conditions, 
the  number  of  acquisitions  rose  to  13.5  and  the  annual  cost  to  $48.80. 
When  the  condition  was  sufficiently  severe  to  limit  major  activity  com- 
pletely, acquisitions  averaged  21.7  prescriptions,  and  costs  averaged 
$78.80.  Similarly,  the  average  cost  of  a  prescription  was  higher  for 
persons  with  chronic  conditions — $3.60  for  persons  with  no  such  con- 
ditions, $4  for  those  with  one  or  more  conditions,  and  $4.10  for  those 
with  complete  limitation  in  their  major  activity.  The  data  also  indi- 
cated that  prescription  expenses  of  those  of  the  elderly  with  severe 
chronic  conditions — about  15  percent  of  all  elderly  persons — were  over 
6  times  as  great  as  the  expenses  of  younger  people. 

Finally,  an  even  earlier  study  by  the  National  Health  Survey  in 
1962  of  the  expenses  for  prescription  and  nonprescription  drugs  found 
that  24  percent  of  the  elderly  had  no  drug  expenses,  40  percent  had 
annual  expenses  which  were  less  than  $50, 17  percent  had  expenses  be- 
tween $50  and  $99,  and  18  percent  had  expenses  of  $100  or  more.  Among 
these  18  percent,  the  expenses  were  $100  to  $249  for  14.7  percent,  $250 
to  $499  for  2.9  percent,  and  $500  or  more  for  0.5  percent.9  The  Task 
Force  staff  has  estimated  that  in  1968  about  62  percent  of  the  elderly 
had  prescription  drug  expenses  that  totaled  less  than  $50,  while  19  per- 
cent had  expenses  between  $50  and  $99,  and  19  percent  had  expenses 
above  $100. 

Income  of  the  elderly 

In  spite  of  recent  improvements  in  OASDI  benefit  levels,  the  elderly 
remain  among  the  most  impoverished  groups  in  the  population.  It  is 

6  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users,"  op.  cit.,  pp.  34-35. 

7  It  is  estimated  that  17  percent  of  the  elderly  suffer  from  heart  disease,  16  percent 
from  high  blood  pressure,  and  7.5  percent  from  other  cardiovascular  diseases  ;  33  percent 
suffer  from  arthritis  and  rheumatism  ;  and  10.5  percent  have  mental  or  nervous  disorders. 
Ibid.,  p.  19. 

8  National  Center  for  Health  Statistics  :  "Cost  and  Acquisition  of  Prescribed  and  Non- 
prescribed  Medicines,"  op.  cit.,  p.  28. 

9  National  Center  for  Health  Statistics,  "Personal  Health  Expenses,"  Series  10,  Number 
22,  p.  15. 
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estimated  that  as  of  January  1,  1969,  almost  3  million  elderly  persons 
were  living  in  poor  households,  as  measured  by  the  Social  Security 
Administration  s  poverty  index.  Counting  also  elderly  persons  in  insti- 
tutions and  those  with  incomes  below  the  poverty  level  who  are  living 
in  households  whose  total  income  is  above  that  level,  a  little  over  7  mil- 
lion elderly  persons,  or  36  percent  of  the  total  elderly  population,  were 
poor. 

Among  social  security  beneficiaries,  although  benefit  income  kept 
some  6.8  million  out  of  poverty,  another  5.8  million  or  36  percent  re- 
mained poor.  An  additional  3  million  were  in  the  near-poor  group,  only 
a  little  better  off . 10 

Extent  of  Help  from  Private  Insurance  and  Public  Programs 

It.  is  estimated  that  private  insurance  and  the  various  public  pro- 
grams that  meet  part  of  the  expenses  of  the  elderly  for  out-of -hospital 
prescription  drugs  cover  about  20  percent  of  their  drug  expenses.11 

As  of  the  end  of  1966,  while  about  51  percent  of  the  elderly  had  some 
form  of  hospital  insurance  complementary  to  Medicare,  only  about  9 
percent  had  insurance  coverage  for  their  out-of -hospital  prescription 
drugs;  drug  coverage  ranked  below  private-duty  nursing,  visiting- 
nurse  services,  and  nursing-home  care  in  extent  of  coverage.12 

It  is  estimated  that  in  calendar  year  1967,  the  latest  year  for  which 
figures  are  available,  expenditures  for  drugs  for  elderly  persons 
through  State  vendor  payment  drug  programs  for  welfare  recipients 
in  the  Federally-aided  public  assistance  categories  totalled  about  $105 
million.  The  Federal  share  of  these  payments  was  about  53  percent. 
About  1.3  million  older  people  received  these  benefits,  which  are  pay- 
able under  41  State  or  territorial  assistance  programs.  In  addition, 
several  of  the  assistance  programs  included  an  allowance  for  drug 
costs  in  their  cash  payments  to  older  people.13 

For  1964,  the  latest  year  for  which  data  are  available,  prescription 
drug  expenses  included  as  deductible  medical  expenses  on  Federal 
income  tax  returns  resulted  in  tax  relief  for  the  elderly  of  about  $50 
million — about  8  percent  of  the  total  drug  expenditures  of  the  elderly 
in  that  year.14  Data  are  not  available  on  the  extent  of  the  relief  that 
the  elderly  obtained  from  State  income  taxes  on  the  basis  of  medical 
expense  deductions  for  prescription  drugs. 

Available  data  therefore  indicate  that  the  elderly  use  significantly 
more  prescription  drugs  than  do  the  rest  of  the  population,  and  that 
those  of  the  elderly  who  suffer  from  serious  chronic  conditions  have 
significantly  higher  total  drug  expenses  than  those  who  do  not  suffer 
from  such  conditions.  The  data  also  indicate  that  the  elderly  in  gen- 
eral have  very  limited  incomes,  and  that  only  a  small  proportion  of 
their  drug  expenses  are  met  through  private  insurance  or  public  pro- 
grams. 

The  Task  Force  recognizes  that  Medicare  provides  the  great  major- 
ity of  the  elderly  with  substantial  protection  covering  the  drugs  they 

10  The  poverty  line  used  was  §1,500  for  a  single  individual  and  §1,900  for  a  couple 
applied  to  1968  Income.  The  low  income  (near  poor)  line  was  defined  by  income  of  $1,800 
and  $2,600  respectively. 

11  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users,"  op.  cit.,  p.  27. 

u  Louis  S.  Reed,  "Private  Health  Insurance :  Coverage  and  Financial  Experience, 
1940-1966,"  Social  Security  Bulletin,  November  1967,  p.  4. 

13  Estimates  prepared  in  October  1968,  by  the  Office  of  Research  and  Statistics,  Social 
Security  Administration. 

14  Task  Force  on  Prescription  Drugs  :  "The  Drug  Users,"  op.  cit.,  p.  27. 
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receive  while  they  are  inpatients  in  hospitals  and  extended  care  fa- 
cilities, and  that  they  therefore  have  adequate  protection  against  the 
drug  expenses  associated  with  their  most  serious  acute  illnesses,  but 
they  have  a  need  for  improved  protection  against  the  cost  of  drugs 
they  use  when  they  are  not  hospital  or  extended  care  inpatients,  and 
especially  against  those  costs  associated  with  the  serious  chronic  con- 
ditions which  afflict  them. 

The  Task  Force  therefore  finds  that,  in  order  to  improve  the  access 
of  the  elderly  to  high  quality  health  care,  and  to  protect  them  where 
possible  against  high  drug  expenses  which  they  may  be  unable  to  meet, 
there  is  need  for  an  out-of -hospital  drug  insurance  program  under 
Medicare. 


CHAPTER  II 


The  Issue  of  Comprehensive  Coverage 

The  primary  reason  for  proposing  that  an  out-of-hospital  drug 
benefit  be  provided  for  the  elderly  under  Medicare,  rather  than  through 
some  other  means,  is  based  on  the  fact  that  the  Medicare  program  has 
proven  to  be  a  highly  successful  method  of  financing  the  high  health 
costs  incurred  by  the  elderly.  The  program  has  gained  widespread  ac- 
ceptance among  the  elderly  themselves,  the  health  care  community, 
and  those  who  contribute  to  the  program.  Coverage  of  out-of-hospital 
prescription  drugs  under  Medicare  would  relieve  the  elderly  of  part 
of  the  economic  burden  associated  with  their  high  drug  costs,  and 
would  also  represent  an  important  step  in  assuring  that  their  total 
health  care  needs  are  adequately  met.  The  Task  Force  believes  that, 
to  the  extent  that  it  is  possible  to  do  so  without  incurring  unreasonably 
high  administrative  costs,  an  out-of-hospital  drug  program  under 
Medicare  should  be  designed  in  such  a  waj^  that  beneficiaries  will  be 
able  to  understand  it  easily,  and  will  not  be  unduly  burdened  by  the 
procedures  for  obtaining  benefits. 

The  specific  provisions  of  an  out-of-hospital  drug  benefit  under 
Medicare  would  have  to  be  developed  within  the  context  of  the  admin- 
istrative complexities  involved  in  a  drug  benefit  and  the  funds  avail- 
able for  financing  the  new  benefit.  One  of  the  most  important  consider- 
ations affecting  these  factors  is  the  scope  of  the  drug  benefit  to  be 
provided. 

Most  of  the  legislative  proposals  for  coverage  of  drugs  under  Medi- 
care that  have  been  introduced  in  the  Congress  thus  far  would  have 
covered  drugs  on  a  comprehensive  basis — that  is,  they  would  have 
covered  the  majority  of  the  approximately  1200  different  legend  drugs 
on  the  market.1 

There  is  no  doubt  that  such  comprehensive  coverage  of  drugs  under 
Medicare  would  represent  a  considerable  financial  benefit  for  the  elder- 
ly. Comprehensive  coverage,  it  should  be  noted,  does  not  imply  cover- 
age of  all  prescription  drugs.  Even  the  most  nearly  complete  drug 
coverages  provided  in  existing  programs  have  limits  on  the  drugs 
covered  and  establish  limiting  conditions  under  which  payment  for 
drugs  would  be  made ;  for  example,  it  is  the  common  practice  of  many 
private  insurance  and  other  drug  programs  to  exclude  from  coverage 
certain  classes  of  drugs — e.g.,  anti-obesity  drugs,  multiple  vitamins, 
nonnarcotic  sedatives,  antacids,  etc. — whose  medical  necessity  is  often 
marginal.2  However,  even  after  such  drugs  are  excluded  from  cover- 

1  One  of  the  most  significant  legislative  proposals  for  covering  drugs  under  Medicare 
was  Amendment  No.  440  to  H.R.  12080  (the  Social  Security  Amendments  of  1967),  intro- 
duced by  Senator  Joseph  M.  Montoya  and  co-sponsored  by  27  Senators.  This  amendment, 
which  was  similar  to  the  provision  that  passed  the  Senate  in  1966,  is  summarized  in 
Appendix  A.  A  revision  of  this  amendment,  S.  2936,  introduced  on  February  6,  1968,  is 
also  described  in  the  Appendix. 

2  U.S.  Department  of  Health,  Education,  and  Welfare,  Task  Force  on  Prescription  Drugs  : 
"Current  American  and  Foreign  Programs."  U.S.  Government  Printing  Office,  Washington, 
D.C.,  1968,  passim. 
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age,  the  numerous  and  complex  administrative  problems  and  very  high 
program  costs  that  would  be  involved  in  covering  the  remaining  drugs 
present  strong  arguments  for  not  attempting  to  provide  comprehensive 
coverage  in  the  first  stages  of  a  new  drug  program  under  Medicare. 

Administrative  problems 

One  very  important  consideration  in  developing  a  plan  for  the  cov- 
erage of  drug  expenses  of  elderly  people  is  that  there  would  be  an  ex- 
tremely large  volume  of  bills  for  covered  services  if  comprehensive 
coverage  were  provided.  It  is  estimated  that  the  elderly  would  obtain 
more  than  300  million  prescriptions  in  the  first  year  of  operation.3 
These  prescriptions  would  be  obtained  through  some  54,000  community 
pharmacies  and  some  3,000  hospital  outpatient  departments,  as  well 
as  other  providers  of  drugs  to  outpatients  (e.g.,  mail-order  firms,  ex- 
tended care  facilities,  clinics,  and  dispensing  physicians).  The  mag- 
nitude of  the  administrative  tasks  implied  by  these  figures  can  be 
appreciated  by  comparing  them  to  operating  statistics  for  the  first  year 
of  Medicare:  During  fiscal  year  1967,  some  10.4  million  claims  were 
processed  by  the  hospital  insurance  intermediaries,  while  26.5  million 
claims  were  processed  under  the  medical  insurance  part  of  the  pro- 
gram. The  covered  services  were  provided  by  about  7,000  participating 
hospitals,  4,000  extended  care  facilities,  2,000  home  health  agencies, 
2,000  independent  laboratories,  and  more  than  170,000  physicians. 

Even  though  the  pharmacists  and  other  drug  vendors  submitted 
combined  or  composite  bills  for  covered  drugs,  the  volume  of  items  to 
be  processed  under  a  comprehensive  program  would  obviously  be  much 
greater  than  that  under  the  present  Medicare  program.  While  the 
claims  transactions  with  respect  to  prescription  drugs  would  be  fairly 
simple,  and  there  would  be  no  variation  in  the  types  of  data  required 
for  each  claim,  preliminary  administrative  planning  indicates  that 
each  prescription  involved  m  a  claim  for  drug  benefits  would  entail  a 
minimum  of  half  a  dozen  items  of  information,  all  of  them  subject  to 
being  transcribed  incorrectly,  either  by  machine  or  by  hand. 

Under  these  conditions,  it  is  clear  that  efficient  administration  of  a 
drug  program  of  such  a  magnitude  requires  a  fully  automated  data 
processing  system  operating  with  a  high  degree  of  accuracy.  During 
the  beginning  stages  of  any  major  new  program,  the  use  of  automatic 
data  processing  systems  frequently  involves  problems  arising  from 
faulty  operation  of  newly  installed  equipment,  improper  programming 
and  human  error.  Furthermore,  in  any  automated  process,  some  items 
need  to  be  handled  manually  because  they  contain  discrepancies.  If 
anything  approaching  the  percentage  of  items  for  manual  handling 
usually  considered  acceptable  were  excepted  from  the  automated  drug 
claims  process,  there  is  a  possibility  that  the  claims  process  would 
suffer  a  serious  breakdown.  While  these  problems  generally  diminish 
over  time  and  as  experience  is  gained,  it  seems  quite  essential  at  the 
beginning  to  limit  the  number  of  claim  items  to  be  processed  to  a  size 
which  would  keep  within  acceptable  limits  the  risks  involved  in  estab- 
lishing a  new  system  of  processing.  And  even  under  a  limited  drug 

3  Estimates  of  persons  covered,  benefit  costs  and  administrative  costs  are  given  In 
Appendix  B.  The  estimates  of  costs,  benefits  and  claims  numbers  given  in  this  report 
are  based  on  a  1971  effective  date  since  administration  of  even  a  limited  drug  benefit 
would -require  a  lengthy  tooling-up  period. 
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coverage  program,  it  would  be  desirable  to  provide  for  a  considerable 
period  of  time  to  prepare  for  administration  of  the  benefit. 

An  additional  consideration  is  that  a  large  proportion  of  prescrip- 
tions are  relatively  inexpensive.  Under  these  circumstances,  it  is  diffi- 
cult but  important  to  develop  provisions  for  administration  so  that 
costs  associated  with  claims  processing  would  not  be  excessively  high 
in  proportion  to  the  benefits  received  by  the  beneficiary. 

A  final  consideration  is  that  in  terms  of  the  scope  of  benefits  that 
would  be  involved,  there  is  only  limited  useful  precedent  in  either 
private  insurance  or  governmental  drug  programs  from  which  to 
develop  the  administrative  procedures  needed  if  a  comprehensive  drug 
benefit  of  this  magnitude  were  provided.4 

Cost  of  comprehensive  coverage 

Another  important  consideration  relating  to  coverage  of  most  of 
the  prescription  drug  expenses  of  the  elderly  under  Medicare  is  the 
high  cost  associated  with  such  coverage.  The  Social  Security  Admin- 
istration has  indicated  that  the  "high-cost"  estimate5  for  compre- 
hensive coverage  of  prescription  drugs  under  Medicare,  assuming  a 
20  percent  co-insurance  and  an  effective  date  of  1971,  would  be  $1.6 
billion,  exclusive  of  administrative  costs.  (This  estimate  assumes  a 
per  capita  acquisition  of  21.5  prescriptions,  and  an  average  price  per 
acquisition  of  $4.58.) 

The  case  for  less-than-comprehensive  coverage 

There  are,  then,  sound  reasons  why,  in  the  first  stages  of  administer- 
ing a  drug  program,  the  Medicare  program  should  not  attempt  to  meet 
virtually  all  of  the  drug  expenses  of  all  older  people.  In  fact,  there  is 
some  question  whether  it  would  ever  be  desirable  to  attempt  to  pro- 
vide insurance  protection  against  small  annual  drug  expenditures.  A 
more  effective  use  of  program  funds  might  result  if  an  effective  sys- 
tem could  be  found  for  limiting  the  benefits  in  a  way  that  would  con- 
centrate the  protection  where  it  is  most  clearly  needed. 

Adoption  of  a  limited  approach  would  be  consistent  with  the  pur- 
pose and  philosophy  underlying  Medicare — and,  in  fact,  the  entire 
social  security  program.  The  program  is  designed  to  encourage  bene- 
ficiaries to  build  additional  protection  through  private  insurance,  indi- 
vidual savings,  and  private  pension  plans.  And,  while  cash  benefits 
are  intended  to  provide  meaningful  wage  replacement  for  full-time 
regular  workers,  it  has  always  been  recognized  that  some  individuals 
will  have  special  needs  that  cannot  be  met  through  the  combination 
of  private  initiative  and  the  social  insurance  mechanism,  and  that 
there  will  be  a  continuing  but  declining  need  for  assistance  programs. 
Similarly,  the  Medicare  program,  by  providing  protection  against 
only  those  expenses  which  the  elderly  as  a  group  have  the  greatest  dif- 
ficulty in  meeting,  assumes  that  individuals  will  continue  to  meet  part 
of  their  own  health  expenses,  that  private  health  insurance  will  be  of 
continuing  importance  in  meeting  the  health  care  expenses  of  the 
elderlv,  and  that  medical  assistance  programs  will  play  a  continuing, 
though  supplementary,  role. 

*  Task  Force  on  Prescription  Drugs,  "Current  American  and  Foreign  Programs,"  op.  cit., 
passim. 

5  The  "low-cost"  estimate  for  comprehensive  coverage  of  prescription  drugs,  and  the 
assumptions  on  which  the  estimates  are  based,  are  outlined  in  Appendix  B. 
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The  Task  Force  finds  that,  because  of  the  numerous  and  complex 
administrative  problems  and  the  high  program  costs  involved  in  pro- 
viding drug  coverage  under  Medicare,  it  would  be  desirable — at  least 
at  the  outset — to  provide  the  benefit  on  a  less-than-comprehensive 
basis. 


CHAPTEK  III 


Coverage  Under  Part  A  or  Part  B  of  Medicare 

Under  present  law,  the  Medicare  program  consists  of  two  separate 
parts,  the  hospital  insurance  program  (Part  A)  and  the  supplementary 
medical  insurance  program  (Part  B).  Under  the  hospital  insurance 
program,  which  is  financed  through  payroll  contributions,  virtually  all 
of  the  elderly  are  entitled  to  benefits.  In  contrast  ,  enrollment  in  the  sup- 
plementary medical  insurance  program  is  voluntary,  and  medical  in- 
surance benefits  are  provided  on  a  current-premium  basis.  All  of  the 
proposals  introduced  in  the  Congress  to  cover  out-of-hospital  drugs 
under  Medicare  would  have  provided  this  coverage  under  Part  B  of 
the  Medicare  program,  and  the  Congress  requested  that  the  Secretary 
of  Health,  Education,  and  Welfare  study  the  possibility  of  coverage 
under  Part  B ;  because  of  certain  problems  evident  in  covering  pre- 
scription drugs  under  Part  B,  however,  consideration  has  also  been 
given  to  coverage  under  Part  A. 

In  terms  of  the  coverage  of  out-of-hospital  drugs  under  Medicare, 
there  are  two  fundamental  aspects — eligibility  for  benefits  and  financ- 
ing— in  which  coverage  under  Part  B  would  have  significantly  differ- 
ent results  from  those  under  Part  A.  While  there  are  other  important 
differences  between  the  two  parts  of  the  Medicare  program — especially 
in  the  areas  of  claims  processing  and  reimbursement — these  do  not 
represent  fundamental  differences  between  the  two  programs,  and 
could  be  modified  if  a  drug  benefit  were  added.  For  example,  while 
under  Part  B  at  present  the  beneficiary  generally  initiates  a  claim  for 
benefits,  if  a  drug  benefit  were  added  to  Part  B  it  would  be  entirely 
feasible  to  rely  on  drug  vendors  to  initiate  the  claim  for  drug  benefits. 
(These  nonbasic  differences  between  Part  A  and  Part  B  are  discussed 
where  appropriate  in  Chapters  V  and  VI,  which  discuss  issues  relating 
to  administration  and  reimbursement.) 

Eligibility  for  benefits 

Participation  in  Part  B  depends  at  least  in  large  part  on  an  indi- 
vidual's ability  to  pay  the  monthly  premiums,  which  are  matched  by 
contributions  from  Federal  general  revenues.  As  of  July  1,  1968,  18.6 
million  people  aged  65  or  over — 95  percent  of  the  elderly — were  en- 
rolled under  Part  B  of  the  Medicare  program.  It  is  clear  that  most  of 
the  elderly  feel  they  need  the  protection  that  Part  B  offers,  and  it  is  ex- 
pected a  high  proportion  of  them  will  continue  to  participate  in  this 
voluntary  part  of  the  program.1  Nonetheless,  while  some  of  the  elderly 
who  have  not  enrolled  under  Part  B  either  feel  they  do  not  need  or  do 
not  want  the  protection  offered  by  the  program,  it  is  likely  that  many 
who  have  not  enrolled  simply  cannot  afford  the  monthly  premium. 

1  In  the  fall  of  1967,  people  whose  premiums  were  deducted  from  social  security,  rail- 
road retirement  or  Federal  civil  service  retirement  checks — the  vast  majority  of  enrollees — 
had  their  first  opportunity  to  withdraw  from  the  program.  There  were  only  about  35,000 
withdrawals,  and  during  the  "general  enrollment  period"  about  700,000  people  enrolled 
who  had  failed  to  take  advantage  of  their  first  opportunity  to  participate  in  the  program. 
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There  is,  of  course,  no  way  to  predict  what  effect  future  increases  in  the 
Part  B  premium  will  have  on  enrollment  under  that  plan. 

If,  on  the  other  hand,  out-of-hospital  drugs  were  covered  under 
Part  A  of  Medicare,  virtually  all  people  now  aged  65  or  more  would 
be  automatically  elegible  for  the  new  benefit.  As  of  July  1,  1968,  19.7 
million  persons  aged  65  or  more — 99  percent  of  the  elderly — were  elig- 
ible for  hospital  insurance  under  Medicare,  including  some  2  million 
individuals  who  were  not  insured  for  social  security  or  railroad  retire- 
ment cash  benefits  but  who  were  eligible  for  hospital  insurance  under 
a  special  "transitional"  provision,  which  is  financed  out  of  general 
revenues.  (For  men  who  attain  age  65  after  1974 — 1973  for  women — 
the  special  eligibility  requirements  provided  under  the  transitional 
provision  will  merge  with  the  regular  requirements  for  social  secu- 
rity benefits.)  Individuals  who  are  not  eligible  for  benefits  under  the 
transitional  provision  include  retired  or  active  Federal  employees  and 
their  spouses  who  are  eligible  for  health  insurance  coverage  under  the 
Federal  Employees  Health  Benefits  Act  of  1959  and  who  are  not  elig- 
ible for  monthly  cash  benefits  under  social  security  or  the  railroad  re- 
tirement program,  and  certain  aliens  who  have  been  in  this  country 
for  only  a  short  time.  It  is  expected  that  when  the  social  security  pro- 
gram is  fully  mature,  from  95  to  98  percent  of  all  the  elderly  will  be 
eligible  for  hospital  insurance  benefits;  ineligible  persons  will  be  only 
those  who  are  not  entitled  to  monthly  cash  benefits  under  social  secu- 
rity or  the  railroad  retirement  program.2 

Another  important  consideration  is  that  Part  B  eligibility  lapses 
if  the  beneficiary  elects  to  withdraw  from  the  plan  or  if  he  faiisto  pay 
the  monthly  premium,  while  eligibility  under  Part  A  continues  until  a 
person's  death.  The  experience  of  Title  XIX  drug  programs  indicates 
that  the  process  of  determining  eligibility  for  benefits  under  a  pro-: 
gram  in  which  continuing  eligibility  cannot  be  assumed  constitutes 
one  of  the  most  expensive  and  troublesome  parts  of  the  claims  process.3 

Financing  the  drug  program 

If  a  drug  benefit  were  provided  under  Part  B  of  Medicare,  the  pro- 
gram would  be  financed  through  the  monthly  premiums  paid  by  bene- 
ficiaries, and  the  matching  Government  contribution  paid  out  of  gen- 
eral revenues.  This  method  of  financing  the  drug  benefit  has  several 
drawbacks.  For  one  thing,  the  additional  premium  needed  to  finance 
the  benefit  might  prove  sufficiently  burdensome  for  the  elderly  who 
have  to  pay  the  present  monthly  premium  so  that  more  of  them 
might  decide  to  reject  coverage  under  Part  B.  If  a  provision  similar 
to  Amendment  No.  440  were  enacted  providing  for  a  drug  benefit 
under  Part  B — which  represents  the  approach  introduced  most  fre- 
quently in  the  Congress — the  cost  of  the  benefit  would  be  $4.60  per 
capita  per  month.  (Under  this  approach,  the  beneficiary  would  be 
responsible  for  a  $25  drug  deductible  in  addition  to  the  $50  Part  B 

2  The  uninsured  will  include,  in  addition  to  active  or  retired  Federal  employees  (and 
their  spouses)  and  aliens,  persons  whose  only  employment  was  in  State  and  local  employ- 
ment which  remains  outside  social  security ;  ministers,  Christian  Science  practitioners, 
or  members  of  religious  orders  who  have  not  taken  vows  of  poverty  and  who  have  elected 
not  to  be  covered  under  social  security,  and  members  of  religious  orders  who  have  taken 
a  vow  of  poverty  and  are  specifically  excluded  from  coverage  ;  and  employees  of  nonprofit 
organizations  who  are  eligible  for  coverage  under  voluntary  arrangements  but  have  not 
elected  coverage.  Other  minor  exclusions  include  persons  whose  earnings  were  so  low  or 
sporadic  that  they  never  became  insured,  and  women  who  have  not  worked  long  enough 
to  be  insured  on  their  own  account  and  who  cannot  qualify  for  dependents'  benefits. 

3  Task  Force  on  Prescription  Drugs :  "Current  American  and  Foreign  Programs," 
op.  cit.j  p.  68. 
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deductible  under  present  law,  and  payment  would  be  made  for  100 
percent  of  the  "allowable  expenses"  with  respect  to  a  given  drug.)4 
The  monthly  premium  rate  and  the  matching  amount  paid  out  of  gen- 
eral revenues  would  each  have  to  be  increased  by  $2.30  to  finance  the 
new  benefit.5  Amendment  No.  440,  of  course,  would  have  provided 
comprehensive  coverage  of  drug  expenses,  and  a  more  limited  ap- 
proach under  Part  B  would  be  less  costly. 

It  should  be  remembered,  though,  that  in  1966,  53  percent  of  the  Na- 
tion's aged  individuals,  and  11  percent  of  the  families  in  which  the 
head  was  aged  65  or  over,  had  an  income  of  less  than  $120  a  month, 
while  29  percent  of  aged  individuals,  and  30  percent  of  families  in 
which  the  head  was  aged  65  or  over,  had  an  income  of  between  $120 
and  $240  a  month.6 

Thus,  many  would  find  an  increase  in  their  monthly  premium  (cur- 
rently $4) — even  if  it  were  less  than  $2.30  with  a  less-than-compre- 
hensive  coverage — to  be  a  significant  amount  to  pay  from  their  low 
incomes.  In  addition,  the  insured  person  would  also  be  responsible  for 
the  $50  annual  deductible  and  a  20-percent  co-insurance  for  covered 
medical  services  other  than  drugs,  plus  a  $25  deductible  applicable  to 
covered  drug  expenses,  and  any  amounts  in  excess  of  the  "allowable 
drug  expense"  as  well  as  any  incurred  health  costs  not  covered  under 
the  Medicare  program. 

An  additional  consideration  is  that  under  Part  B,  increases  in  health 
costs  of  substantial  increases  in  utilization  of  covered  services  must  be 
paid  for,  through  increases  in  the  beneficiary's  monthly  premium,  on  a 
year-to-year  basis  as  the  cost  increases  occur. 

In  contrast,  if  a  drug  benefit  were  provided  under  Part  A,  the  pro- 
gram would  be  financed  through  the  regular  contributory  mechanism 
now  used  to  finance  hospital  costs  and  the  cash-benefit  part  of  social 
security.  Under  this  approach,  an  individual  would  pay  for  this  pro- 
tection during  his  working  years,  rather  than  at  a  time  of  life  when 
he  may  well  have  low  income,  limited  assets,  and  high  health  costs. 
In  addition,  increases  in  the  health  costs  and  the  utilization  of  serv- 
ices covered  under  Part  A  can  be  assumed  in  establishing  the  con- 
tribution rates  and  thus  averaged  and  paid  for  over  a  substantial  pe- 
riod of  time.  Also,  with  contributions  based  on  earnings,  increases  in 
the  general  earnings  levels  that  can  be  expected  to  occur  in  the  future 
will  automatically  provide  additional  income  to  the  system  to  help 
meet  increases  in  health  costs. 

The  Task  Force  finds  that  while  it  would  be  feasible  to  provide  cov- 
erage of  out-of-hospital  prescription  drugs  under  either  the  hospital 
insurance  (Part  A)  or  medical  insurance  (PartB)  programs  of  Medi- 
care, there  would  be  significant  advantages,  in  terms  of  beneficiary 
eligibility  and  financing,  in  providing  such  coverage  under  the 
hospital  insurance  program. 

1  See  Appendix  A. 
6  See  Appendix  B. 

•  U.S.  Bureau  of  the  Census,  "Income  In  1966  of  Families  and  Persons  in  the  United 
States,"  Current  Population  Reports  (Consumer  Income),  Series  P.  60,  No.  53,  Decem- 
ber 28,  1967,  p.  24. 


CHAPTER  IV 


Alternative  Proposals  for  Drug  Coverage 

Three  possible  methods  of  covering  out-of -hospital  prescription 
drugs  under  Medicare  would  appear  to  be  of  most  value  to  beneficiaries 
with  high  drug  costs,  and  would  result  in  more  limited  program  costs 
and  a  lower  volume  of  claims  than  would  occur  under  essentially  full 
coverage.  These  alternatives  are : 

Coverage  of  only  those  drugs  important  for  the  treatment  of 
serious  chronic  illnesses  which  afflict  the  elderly. 

Coverage  of  most  prescription  drugs,  combined  with  the  use  of 
a  relatively  large  annual  deductible  applicable  to  drug  expenses. 

Coverage  of  most  prescription  drugs,  but  with  eligibility  for  the 
drug  benefit  restricted  to  social  security  beneficiaries  who  have  at- 
tained age  70  or,  alternatively,  age  72. 
These  proposals  embody,  respectively,  three  common  techniques  for 
limiting  the  scope  of  a  drug  program  :  limiting  the  number  of  covered 
drugs;  relying  on  a  high  cost-sharing  factor;  and  limiting  the  number 
of  eligible  beneficiaries. 

There  are  other  techniques  which  would  contribute  to  limiting  pro- 
gram costs  and  which  could  be  incorporated  into  any  of  the  three  pro- 
posals. Among  them  are  these : 

Setting  maximum  limits  on  the  cost  of  prescriptions  to  be  re- 
imbursed. 

Setting  maximum  limits  on  the  quantity  of  a  drug  per  single 
prescription  for  which  reimbursement  would  be  made. 

Discouraging  over-utilization  through  the  use  of  such  cost- 
sharing  mechanisms  as  co-payment  or  co-insurance  applied  to  each 
prescription,  and  through  utilization  review7. 
These  techniques  are  discussed  in  Chapter  VI. 
Coverage  along  the  lines  of  any  of  the  proposals  discussed  here  could 
be  provided  under  either  Part  A  or  Part  B  of  the  Medicare  program. 

Coverage  of  long-term-maintenance  dmgs 

Available  data  on  drug  use  by  the  elderly  support  the  hypothesis 
that  coverage  of  only  those  drugs  which  are  important  for  the  treat- 
ment of  chronic  illness  among  the  elderly,  and  which  usually  are  re- 
quired on  a  continuing  or  recurring  basis,  would  concentrate  the  pro- 
tection provided  by  a  drug  program  where  it  is  most  clearly  needed. 
(As  indicated  in  Chapter  I,  there  is  wide  variation  among  the  elderly 
in  the  extent  to  which  they  use  prescription  drugs  :  Those  older  people 
who  have  serious  chronic  illnesses  use  more  drugs  than  those  who  are 
not  chronically  ill,  and  many  of  the  drugs  most  frequently  used  by 
the  elderly  are  associated  with  the  serious  chronic  illnesses  which 
afflict  older  people.) 

Under  such  an  approach,  the  Medicare  law  could  provide  that  the 
Secretary  of  Health,  Education,  and  Welfare  would  establish  the  list 
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of  specific  drugs  to  be  covered  under  the  program.  He  would  select 
those  drugs  which  he  finds  are  important  in  the  treatment  of  the  many 
serious  chronic  conditions  which  afflict  the  aged.  Once  a  drug  was  so 
specified  as  a  covered  drug,  reimbursement  would  be  made  without 
regard  to  the  condition  for  which  it  was  prescribed.  The  law  might 
also  include  guidelines  indicating  how  the  list  would  be  established. 
Also,  to  assist  the  Secretary  in  establishing  the  list  of  covered  drugs, 
the  law  might  provide  for  an  Advisory  Council  on  Drugs,  including 
non-governmental  experts  in  pharmacology,  pharmacy,  geriatrics  and 
other  branches  of  clinical  medicine,  and  representatives  of  consumer 
groups. 

The  statutory  guidelines  on  the  selection  of  drugs  to  be  covered 
would  authorize  the  Secretary  to  consider  whether,  both  absolutely 
and  in  relation  to  other  drugs  in  its  therapeutic  class,  a  drug  was  ( 1 ) 
of  acceptable  quality;  (2)  safe  and  efficacious,  giving  careful  consid- 
eration to  relative  toxicity  and  taking  into  account  studies  by  the  De- 
partment of  Health,  Education,  and  Welfare,  the  Department  of  De- 
fense, the  Veterans  Administration,  and  other  agencies  which  the 
Secretary  found  to  be  appropriate;  and  (3)  not  unduly  expensive  in 
relation  to  its  therapeutic  efficacy.  The  drugs  selected  could  include,  in 
addition  to  drugs  which  can  only  be  dispensed  upon  prescription  by 
physicians  certain  drugs  which  can  be  dispensed  without  a  prescrip- 
tion (e.g.,  insulin)  but  only  if  the  Secretary  found  that  such  drags 
were  "lifesaving  drugs,"  or  that  their  withdrawal  would  be  seriously 
harmful  to  individuals  who  had  been  using  them,  or  that  they  pro- 
vided acceptable  substitutes  in  terms  of  economy  and  effectiveness  for 
other  drugs  included  in  the  list.  The  guidelines  would  require  that  the 
list  be  reviewed  and  revised  as  necessary,  at  least  once  each  year,  and 
that  the  Secretary  be  required  to  report  to  the  Congress  annually  on 
the  adequacy  of  the  list  and  the  cost  of  the  drug  benefits  being  paid. 

If  such  an  approach  were  adopted,  it  is  estimated  that  the  level  cost 
of  the  new  benefit,  if  provided  under  Part  A  of  the  Medicare  program 
and  assuming  a  $1  co-payment,  would  be  0.19  percent  of  taxable  pay- 
roll (estimated  on  a  "high-cost"  basis  and  exclusive  of  administrative 
costs).  On  the  assumption  that  1971  would  be  the  first  year  of  opera- 
tions, benefit  payments  in  that  year  would  amount  to  an  estimated  $720 
million,  with  reimbursement  made  for  about  135  million  prescriptions.1 

A  more  limited  approach  might  be  the  restriction  of  coverage  to 
drugs  which  are  important  in  the  treatment  of  a  limited  number  of 
specific,  serious  chronic  conditions;  for  example,  the  list  of  covered 
drugs  might  be  limited  to  those  which  are  important  in  the  treatment 
of  cardiovascular  disease,  diabetes,  kidney  conditions  and  respiratory 
conditions.  Such  an  approach  would  involve  somewhat  lower  work- 
loads and  benefit  costs  than  would  be  concerned  in  coverage  of  drugs 
important  in  the  treatment  of  virtually  all  the  chronic  conditions  of 
the  elderly. 

Coverage  of  such  a  limited  number  of  drugs  appears  to  be  the  most 
promising  of  the  alternative  methods  of  providing  limited  drug  cov- 
erage that  the  Task  Force  has  considered.  This  approach  would  have 
the  administrative  advantages  of  limiting  the  number  of  claims  sub- 
mitted for  processing,  and  of  providing  the  most  protection  to  those 

1  See  appendix  B.  It  should  be  noted  that  the  level-cost  estimates  given  throughout 
the  text  do  not  include  administrative  costs.  A  range  of  administrative  costs  has  been 
estimated  and  is  discussed  in  the  Appendix. 
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of  the  elderly  who,  because  they  have  recurring  needs  for  drugs  associ- 
ated with  chronic  illness,  can  be  assumed  to  have  the  greatest  need  for 
such  benefits. 

While  such  an  approach  might  entail  some  problems  of  beneficiary 
understanding  related  to  what  drugs  are  covered,  these  problems  do 
not  appear  to  be  insurmountable. 

One  indication  of  the  feasibility  of  covering  only  a  limited  number 
of  specific  drugs  for  the  treatment  of  chronic  illness  is  that  Norway 
and  Denmark  have  adopted  such  a  method  of  covering  drugs  under 
their  social  insurance  health  care  systems.2 

In  this  country,  a  similar  approach  has  l>een  used  successfully  by  the 
drug  program  of  the  United  Mine  Workers  Welfare  and  Retirement 
Fund;  in  1967  this  program  provided  drugs  for  500,000  eligible  bene- 
ficiaries.3 (The  closed-panel  United  Mine  Workers  program  is  organ- 
ized on  a  regional  basis,  with  each  region  establishing  its  own  formu- 
lary ;  the  number  of  drugs  in  these  formularies  range  from  64  to  148. 
Prescriptions  are  covered  under  the  program  only  if  they  are  obtained 
from  physicians  who  have  entered  into  participating  agreements  with 
the  plan.)  Every  effort  would  be  made  to  help  assure  beneficiary  under- 
standing and  to  provide  physicians  and  pharmacists  with  easily  under- 
standable information  about  the  drug  benefit,  including  an  easy-to-use 
listing  of  all  drugs  covered  under  the  program. 

A  more  fundamental  possible  drawback  to  this  approach  is  that  there 
is  a  question  whether  widespread  medical  agreement  can  be  reached 
on  the  drugs  to  be  selected.  Although  it  would,  of  course,  be  impractic- 
able to  compile  a  final  list  of  "covered'"  drugs  far  in  advance  of  the 
effective  date  of  drug  coverage,  continuing  work  should  be  done  to 
develop  lists  of  drugs  in  the  therapeutic  categories  associated  with 
treatment  of  chronic  illness.  One  question  that  needs  to  be  explored 
in  depth  is  whether  a  medically  acceptable  list  of  important  drugs  used 
in  the  treatment  of  chronic  illness  would  include  a  disproportionately 
large  number  of  drugs  that  are  often  used  in  the  treatment  of  both 
chronic  and  acute  illnesses,  and  whether  a  significant  portion  of  bene- 
fits might  therefore  go  for  prescriptions  to  treat  acute,  short-term 
i  Illness. 

As  indicated  earlier,  data  from  the  "Master  Drug  List"  (which  re- 
flects some  88  percent  of  the  prescriptions  obtained  from  community 
pharmacies  by  the  elderly  in  1066)  indicate  that  a  relatively  small 
number  of  drugs  account  for  a  high  proportion  of  the  prescription 
drugs  used  by  these  individuals. 

Although  the  "'Master  Drug  List'"  provides  merely  an  index  of 
recent  prescribing  patterns,  and  does  not  necessarily  reflect  expert 
medical  judgments  as  to  what  is  good  drug  therapy  or  what  drugs  are 
most  significant  for  treatment  of  serious  illness,  it  serves  at  least  as  a 
guide  to  the  number  of  frequently  dispensed  legend  drugs  in  the  vari- 
ous therapeutic  categories  associated  with  the  continuing  or  recurrent 
treatment  of  the  important  chronic  illness  of  the  aged.  The  "Master 
Drug  List"  data  indicate  that  there  are  fewer  than  200  such  drugs 
which  are  relatively  frequently  used  for  such  purposes. 

2  Task  Force  on  Prescription  Drugs  :  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  169.  187. 

s  Ibid.,  pp.  127-128. 
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In  order  to  achieve  maximum  benefits  with  whatever  funds  may  be 
available,  and  to  give  maximum  help  to  those  of  the  elderly  whose  drug 
needs  are  the  most  burdensome,  the  Task  Force  finds  that  particular 
consideration  should  be  given  to  providing  coverage  at  the  outset 
mainly  for  those  prescription  drugs  which  are  most  likely  to  be  essen- 
tial in  the  treatment  of  serious  long-term  illness. 

Use  of  a  high  annual  deductible 

A  second  possible  method  of  limiting  the  number  of  claims  and  pro- 
gram costs  of  a  drug  program  under  Medicare  would  be  to  pay  benefits 
only  where  a  beneficiary's  drug  expenses  exceed  a  specified,  relatively 
high  annual  amount.  Serious  consideration  has  been  given  to  a  pro- 
posal under  which  virtually  all  legend  drugs  would  be  covered,  subject 
to  a  $100  annual  deductible,  with  a  co-insurance  of  20  percent  to  be 
paid  by  the  beneficiary  on  drug  expenses  above  that  amount.  Benefi- 
ciaries would  be  responsible  for  keeping  records  and  submitting  claims 
for  reimbursement,  and  would  be  permitted  to  submit  claims  only  after 
accumulating  charges  which  equal  the  deductible  amount.  Under  this 
approach,  the  pharmacist  would  be  asked  to  certify  that  a  drug  was 
available  only  on  prescription  and  was  provided  for  the  use  of  the 
named  beneficiary.  The  pharmcist's  certification  would  appear  on  each 
receipt  for  a  covered  drug.  The  beneficiary  would  collect  and  submit 
his  receipts  for  covered  drugs  in  a  pre-addressed  envelope  furnished  by 
the  Social  Security  Administration.  Reimbursement  would  be  made 
directly  to  the  beneficiary,  on  an  indemnity  or  "reasonable  charge" 
basis. 

In  comparison  with  comprehensive  coverage,  this  proposal  would 
result  in  substantial  reductions  in  both  program  costs  and  claims  levels. 
It  is  estimated  that  the  cost  of  the  proposal  would  be  $405  million  in 
the  first  year  of  operation,  and  that  reimbursement  would  be  made  for 
about  100  million  claims  in  that  year.  If  the  benefit  were  provided 
under  Part  A,  it  is  estimated  that  the  level-cost  of  the  proposal  would 
be  0.14  percent  of  taxable  payroll  (based  on  the  "high-cost"  estimate 
and  exclusive  of  administrative  costs)  .4  Of  the  three  methods  of  limit- 
ing the  administrative  burden  of  a  drug  benefit  considered  by  the  Task 
Force,  this  proposal  could  be  designed  in  a  way  that  would  permit  the 
highest  degree  of  administrative  simplicity.  Not  only  would  claims  lev- 
els be  greatly  reduced,  but  a  large  part  of  the  record  keeping  burden 
would  rest  with  the  beneficiary,  rather  than  with  the  Social  Security 
Administration.  Moreover,  the  Administration  would  not,  under  some 
approaches,  have  to  enter  into  agreement  with  the  54,000  community 
pharmacies  or  with  the  approximately  3,000  other  dispensers  of  drugs. 
The  process  of  negotiating  such  agreements  and  of  maintaining  on- 
going relationships  with  participating  drug  vendors  would  obviously 
result  in  a  substantial  workload.  An  additional  consideration  is  that 
drug  vendors  would  not  be  required  to  keep  records  for  reimbursement 
purposes. 

Also,  although  this  approach  to  coverage  is  patterned  after  the 
claims  and  reimbursement  provisions  in  effect  under  Part  B,  there  is 
no  necessary  relationship  between  the  indemnity  approach  followed 
under  Part  B  and  the  Part  B  financing  mechanism.  It  would  be  possi- 
ble, therefore,  to  follow  the  indemnity  approach  referred  to  above 


*  See  Appendix  B. 
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even  if  the  eligibility  and  financing  provisions  of  the  new  benefit  were 
established  under  the  hospital  insurance  part  of  the  program. 

The  main  drawback  to  an  approach  involving  a  $100  deductible  is 
that,  for  a  beneficiary  with  heavy  drug  expenses  and  limited  resources, 
$100  is  a  very  large  amount  of  money,  and  a  deductible  of  this  size 
would  mean  that  drug  expenses  would  remain  a  real  hardship  to 
many  beneficiaries.  While  a  lower  deductible  amount  could  be  estab- 
lished, this  would  result  in  increased  workloads  and  program  costs. 
For  example,  a  $75  annual  deductible  with  a  20  percent  co-insurance, 
provided  under  Part  A,  woidd  involve  benefit  costs  of  about  $535 
million  in  the  first  year  of  operation,  with  reimbursement  being  made 
for  an  estimated  140  million  prescriptions,  and  an  estimated  level-cost, 
exclusive  of  administrative  expenses,  of  0.18  percent  of  taxable  pay- 
roll. If  the  deductible  were  $50,  assuming  no  other  changes  in  the  pro- 
visions just  listed,  benefit  costs  would  be  $710  million,  reimbursement 
would  be  made  for  an  estimated  190  million  claims,  and  the  level-cost 
would  be  0.25  percent  of  taxable  payroll.5 

Another  drawback  to  a  high  deductible  approach  is  the  difficulty 
that  beneficaries  would  have  in  keeping  track  of  their  drug  expenses. 
Under  this  approach,  assuming  an  average  cost  of  $4  per  prescription, 
the  beneficiary  might  have  to  accumulate  as  many  as  26  prescriptions 
before  he  could  be  reimbursed  for  any  of  his  drug  expenses.  Experi- 
ence with  the  $50  annual  deductible  under  Part  B  indicates  that  Medi- 
care beneficaries  have  great  difficulty  keeping  track  of  their  medical 
bills,  especially  those  for  small  amounts,  and  supports  the  inference 
that  the  higher  the  deductible  amount,  the  more  serious  the  problems. 

Furthermore,  to  a  great  extent  the  administrative  and  cost  advan- 
tages of  such  an  approach  are  based  on  the  assumption  that  the  ad- 
ministering agency  would  be  engaging  in  only  a  minimum  amount  of 
claims  administration.  For  example,  since  validity  of  a  claim  would 
rest  primarily  on  a  pharmacist's  certification  that  the  receipt  was  for 
payment  of  a  prescription  drug  dispensed  to  a  given  beneficiary,  there 
would  be  opportunity  for  abuse  of  the  benefit — such  as  beneficiaries 
procuring  drugs  for  other  members  of  their  families  or  for  their 
neighbors.  The  additional  expenses  involved  in  preventing  such  abuse 
would  detract  from  the  administrative  and  cost  advantages  of  the 
proposal. 

From  a  consideration  of  these  factors,  the  Task  Force  finds  that  the 
use  of  an  annual  deductible  to  control  costs  presents  opportunities  that 
warrant  further  consideration. 

Pay  benefits  at  age  70  or  72 

A  third  approach  to  providing  a  limited  drug  benefit  under  Medicare 
which  would  reduce  the  cost  and  the  number  of  claims  involved  would 
be  to  make  the  benefit  available  only  to  those  who  attain  a  certain  age — 
for  example,  age  70  or  age  72.  Under  this  approach,  payment  might  be 
made  for  the  great  majority  of  the  1,200  different  legend  drugs  on  the 
market,  offering  the  benefits  of  a  comprehensive  program  although  to 
only  a  limited  portion  of  the  elderly.  Only  65  percent  of  the  present 
population  age  65  and  over  are  70  and  over,  and  would  therefore  be 
eligible  for  benefits  (53  percent  would  qualify  if  the  eligibility  age  were 
72). 


6  See  Appendix  B. 
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If  the  eligibility  age  were  set  at  70  and  virtually  all  prescription 
drugs  were  covered,  the  cost  of  the  benefit — assuming  a  $1  co-pay- 
ment— would  be  about  $1.2  billion  in  the  first  year  of  operation,  and 
the  level-cost  of  the  benefit  would  be  0.42  percent  of  taxable  payroll 
(estimated  on  a  "high-cost"  basis) ;  if  the  eligibility  age  were  set  at  72, 
benefit  costs  would  be  about  $1  billion,  and  the  level-cost  would  be 
0.36  percent  of  taxable  payroll.  Reimbursement  would  be  made  for 
about  240  million  claims  if  the  eligibility  age  were  70,  and  205  mil- 
lion if  the  age  were  72.6  Costs  and  claims  levels  could,  of  course,  be 
reduced  further  by  means  of  cost-sharing  provisions. 

Apart  from  the  problem  of  rationalizing  age  70  or  72  as  the  age  at 
which  a  particular  Medicare  benefit  would  become  available  when  all 
other  Medicare  benefits  are  available  at  age  65,  there  is  a  question  of 
whether  such  a  new  age  limit  would  be  the  most  effective  means  of  con- 
centrating protection  where  it  is  most  needed.  Medicare  beneficiaries 
under  age  70  or  72  who  had  very  high  drug  costs  might  well  have  diffi- 
culty understanding  a  rationale  which  excluded  them  from  coverage 
while  paying  for  the  drug  expenses  of  people,  who,  while  older,  were 
in  somewhat  better  health. 

Restricting  benefits  to  those  age  70,  72  or  more  would  reduce  the  size 
and  cost  of  the  program,  but  the  Task  Force  finds  that  this  is  not  a 
preferred  approach  at  this  time. 


9  See  Appendix  B. 
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Program  Administration 

A  number  of  important  factors  concerned  with  administrative  poli- 
cies and  procedures  have  been  considered  by  the  Task  Force.  These 
include  determination  and  demonstration  of  eligibility,  the  role  of  the 
drug  vendors,  the  role  of  the  administrative  agency,  certification  by 
physicians,  the  question  of  utilization  review,  and  the  need  for  a  de- 
layed effective  date. 

Establishing  beneficiary  entitlement 1 

If  a  drug  benefit  were  included  under  Part  A,  a  beneficiary's  en- 
titlement to  the  out-of-hospital  maintenance  drug  benefit  would  be 
established  at  the  time  as  entitlement  to  hospital  insurance  benefits.  In 
virtually  all  cases,  such  entitlement  could  be  expected  to  continue  until 
the  beneficiary's  death,  and  this  fact  would  greatly  simplify  admin- 
istration of  the  benefit.  Once  entitlement  were  established,  the  bene- 
ficiary identification  procedures  now  used  for  the  present  hospital 
insurance  program  could  be  applied:  and  the  pharmacist  could  assume 
that  a  beneficiary  who  presented  an  identification  card  indicating  Part 
A  entitlement  was,  in  fact,  entitled  to  Part  A  drug  benefits.  If  the 
benefit  were  provided  under  Part  B,  such  a  presumption  would  be  in 
error  if  the  beneficiary  had  failed  to  pay  his  premiums  or  otherwise 
terminated  his  enrollment. 

It  is  contemplated  that  an  out-of-hospital  drug  benefit  would  be 
made  available  only  to  those  beneficiaries  who  are  not  hospital  inpa- 
tients. One  consideration  in  so  limiting  eligibility  is  the  fact  that  the 
great  majority  of  inpatient  beneficiaries  are  in  participating  hospitals 
and  thus  their  hospital  expenses,  including  the  cost  of  drugs,  are 
already  being  paid  in  large  part  by  Medicare. 

No  payment  for  out-of-hospital  drugs  would  be  made  where  an  indi- 
vidual was  receiving  drugs  that  were  already  being  paid  for  by  Medi- 
care as  part  of  his  extended  care  benefits.  For  these  individuals,  out-of- 
hospital  drug  benefits  would  begin  when  their  extended  care  benefits 
terminated.  At  the  present  time,  many  persons  who  receive  extended 
care  benefits  under  Medicare  do  not  have  their  drug  costs  met  as  part  of 
these  benefits,  since  an  extended  care  facility  is  not  required  to  provide 
drugs.  For  these  individuals,  the  out-of-hospital  drug  oenefit  would  be 
payable  under  the  new  drug  program,  either  to  the  beneficiary  or  to  the 
drug  vendor,  depending  on  which  reimbursement  system  was  adopted. 

Reliance  on  drug  vendors 

Administration  of  an  out-of-hospital  drug  program  would  be 
greatly  simplified  if  substantial  reliance  could  be  placed  on  community 
pharmacies  and  other  vendors  for  initiating  claims. 

1  Entitlement:  an  Individual  has  entitlement  to  social  security  benefits  If  he  meets 
all  the  statutory  requirements  for  benefits  and  has  filed  an  application  for  those  benefits. 

(25) 
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The  major  alternative  would  be  a  system  under  which  the  benefi- 
ciary paid  for  his  prescription  at  the  time  of  purchase,  kept  a  record  of 
his  expenses  for  covered  drugs,  submitted  claims  for  benefits,  and  was 
then  reimbursed  by  the  program  on  the  basis  of  the  covered  expenses  he 
incurred.  With  a  population  of  beneficiaries  that  could  be  expected  to 
undertake  the  record  keeping  involved  in  a  considerable  number  of 
small  claims,  this  procedure  has  much  to  recommend  it.  Under  such 
conditions,  it  is  probable  that  many  small  claims  would  not  be  filed, 
since  the  beneficiary  would  decide  that  it  is  not  worth  his  while  to  file 
claims  for  very  small  amounts.  The  elimination  of  very  small  claims 
would  not  be  altogether  inequitable  to  the  beneficiary,  and  would  con- 
tribute to  efficient  administration.  As  noted  above,  reduction  of  claims 
volume  could  be  achieved  through  the  use  of  a  sizeable  deductible 
amount  with  respect  to  drugs. 

This  method  of  claims  administration,  however,  might  place  an 
undue  burden  on  many  beneficiaries,  which  could  be  avoided  if  the 
claims  process  were  initiated  by  the  pharmacist  rather  than  the 
beneficiary. 

Administering  the  drug  benefit  through  payments  to  drug  vendors 
would  have  other  important  advantages  in  addition  to  relieving  the 
claims  burden  that  would  be  placed  on  the  beneficiary  if  he  were  re- 
sponsible for  keeping  records  of  his  drug  expenses.  The  vendor  could 
submit  claims  at  regular  intervals  on  composite  claims  forms  and  re- 
ceive periodic  reimbursement  for  multiple  claims.  Recording  of  claims 
and  collection  of  program  data  could  be  facilitated  through  such  tech- 
niques as  use  of  the  National  Drug  Product  Code.2  In  addition,  if  only 
a  limited  number  of  drugs  were  covered  under  the  program,  primary 
reliance  could  be  placed  on  the  vendor  to  determine,  by  reference  to  the 
list  of  covered  drugs,  whether  a  particular  drug  would  be  a  covered 
drug  for  which  a  valid  claim  could  be  submitted.  Finally,  use  of  auto- 
matic data  processing  methods  could  be  more  readily  employed  where 
claims  were  submitted  by  the  provider. 

Reliance  on  the  drug  vendors  in  the  claims  and  reimbursement 
process  would  also  facilitate  increased  coordination  of  an  out-of -hos- 
pital drug  benefit  under  Medicare  with  the  drug  benefits  available 
under  other  Government  programs — principally  Title  XIX  pro- 
grams— which  make  payment  directly  to  the  drug  vendor.  In  1967, 
Federal  vendor  payments  for  out-of-hospital  drugs  amounted  to  $100 
million  and  it  is  likely  that  all  Federal  programs  involving  vendor 
payments  will  be  even  larger  in  the  future. 

Reilance  on  vendors  also  would  enable  the  Social  Security  Adminis- 
tration to  take  advantage  of  advances  in  electronic  data  processing 
capabilities,  including  equipment  which  would  permit  transmittal  of 
claims  information  directly  from  drugstores  to  the  agency  processing 
the  claims.  At  the  present  time,  there  are  no  proven  communications 
systems  for  use  in  drugstores  that  would  aid  them  in  meeting  the  re- 
quirements of  a  drug  program  under  Medicare  by  tieing  the  drugstore 
into  the  automatic  data  processing  system.  However,  from  the  tech- 

-  The  National  Drug  Product  Code  will  identify  all  legend  drug  products,  and  some 
nonlegend  products,  by  use  of  a  nine  character  alpha-numeric  code  which  will  identify 
the  drugs  by  manufacturer  or  labeler,  product  form,  and  package  size.  The  code,  which 
is  being  developed  at  the  present  time,  is  a  joint  effort  of  the  Food  and  Drug  Administra- 
tion, the  pharmacy  profession,  the  pharmaceutical  industry,  and  a  number  of  public  and 
private  insurance  programs,  coordinated  by  the  Task  Force  on  Prescription  Drugs.  It  is 
intended  to  facilitate  the  rapid  transmission  of  uniform  data  needed  both  from  the  stand- 
point of  efficient  distribution  in  the  drug  market  and  from  the  standpoint  of  meeting 
the  administrative  requirements  of  third-party  purchasers  of  drugs. 
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nological  standpoint,  there  are  no  significant  obstacles  to  the  develop- 
ment of  such  systems  once  a  program  need  has  been  established,  and 
these  devices  could  play  an  important  part  in  efficient  claims  adminis- 
tration. 

If  substantial  reliance  were  to  be  placed  on  drug  vendors  in  the 
processing  of  drug  benefit  claims  and  in  reimbursement,  it  is  contem- 
plated that  vendors,  like  the  providers  of  services  under  the  present 
Medicare  law,  would  be  able  to  participate  in  the  program  only  if  they 
entered  into  an  agreement  to  do  so  with  the  Secretary  of  Health,  Edu- 
cation, and  Welfare.  They  would  have  to  agree  (a)  to  accept  certain 
limits  on  the  amounts  they  would  charge  program  beneficiaries  (these 
limits  are  discussed  in  Chapter  VI)  ;  (b)  to  submit  bills  with  such 
frequency  and  in  such  form  as  may  be  specified ;  (c)  to  make  available 
drug  and  prescription  records  for  drug  audits ;  (d)  to  keep  such  checks 
on  the  accuracy  of  the  dispensing  of  prescriptions  as  may  be  provided 
under  regulations ;  and  (e)  to  meet  such  other  conditions  of  health  and 
safety  as  may  be  provided  in  regulations. 

As  drug  vendors  under  the  program,  it  would  seem  feasible  to  in- 
clude community,  mail-order  and  hospital  outpatient  pharmacies, 
clinics,  and,  in  certain  cases,  dispensing  physicians.  In  addition,  ex- 
tended care  facilities  participating  under  Medicare  would  be  able  to 
act  as  drug  vendors  under  the  program  if  they  so  desired.  Where  an 
extended  care  facility  did  not  want  to  act  as  a  drug  vendor,  as  dis- 
cussed above,  covered  drugs  could  be  obtained  from  other  dispensers 
of  drugs,  either  by  the  beneficiary  or  on  his  behalf.  It  should  be  noted 
that  some  minor  changes  in  the  definition  of  the  reasonable  cost  of 
extended  care  benefits  would  be  required,  to  avoid  anomalous  situations 
which  might  arise  because  of  the  use  of  two  different  methods  of  mak- 
ing reimbursement  for  drugs.  Some  changes  in  regulations  might  be 
needed  to  assure  that  the  Social  Security  Administration  would  not 
be  paying  more  for  a  drug  purchased  from  a  retail  pharmacist  but 
furnished  as  an  extended  care  benefit  than  the  amount  determined  to 
be  the  "reasonable  drug  charge1'  (see  Chapter  VI)  for  that  same  drug 
furnished  under  a  new  drug  benefit  program. 

It  would  seem  desirable  that  physicians  be  permitted  to  act  as  drug 
vendors  in  the  program  only  under  certain  conditions  established  by 
the  Secretary.  In  determining  reimbursement  of  such  a  dispensing 
physician,  consideration  should  be  given  among  other  factors  to  the 
extent  of  any  other  professional  services  he  performed  at  the  time  he 
dispensed  the  drug,  and  of  any  charges  he  made  for  those  services; 
that  is,  the  physician  should  not  be  reimbursed  both  for  a  dispensing 
charge  as  part  of  his  "reasonable  charges"  as  defined  in  the  present 
Medicare  law  for  professional  services  and  also  for  a  dispensing  allow- 
ance in  his  capacity  as  a  drug  vendor. 

The  Task  Force  finds  that  it  would  be  preferable  for  the  vendor 
rather  than  the  beneficiary  to  have  major  responsibility  for  keeping 
needed  records  and  initiating  claims,  and  to  be  reimbursed  by  the 
program. 

Role  of  the  administering  agency 

If  a  new  drug  benefit  is  added  to  the  Medicare  program,  administra- 
tive responsibility  should  rest  with  the  Secretary  of  Health,  Educa- 
tion, and  Welfare,  with  a  primary  delegation  of  authority  to  the 
Social  Security  Administration.  As  the  legislative  specifications  de- 
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velop  for  the  new  drug  program,  and  as  the  many  complex  problems 
of  designing  the  most  feasible  method  of  administering  the  new  bene- 
fit are  resolved,  it  may  prove  to  be  desirable  to  enlist  the  assistance  of 
non-governmental  organizations.  The  possible  use  of  other  organiza- 
tions and  their  specific  functions,  however,  will  depend  to  a  large  ex- 
tent on  the  resolution  of  other  important  administrative  questions. 
For  example,  the  nature  of  the  automatic  data  processing  system  that 
would  be  used  in  administering  the  new  benefit  would  have  an  impor- 
tant bearing  on  the  delegation  of  functions  to  outside  organizations. 
A  highly  sophisticated  automatic  data  processing  system  could  func- 
tion most  effectively  if  the  drug  benefit  were  administered  at  the  Fed- 
eral level,  but  with  appropriate  consideration  of  the  system's  compati- 
bility with  systems  used  by  other  organizations.  An  additional  con- 
sideration here  would  be  the  experience  and  proficiency  developed  by 
various  organizations  in  administering  drug-benefit  claims  by  the  time 
drug  coverage  is  added  to  the  Medicare  program. 

Because  of  the  large  number  of  claims  wliich  would  be  involved,  the 
Task  Force  finds  that  a  suitable  automated  data  processing  system 
could  play  a  vital  role  in  claims  processing  and  other  administrative 
activities,  and  should  be  developed  and  adequately  tested. 

Certification  by  physician 

The  Medicare  law  excludes  from  coverage  all  services  and  supplies 
that  are  not  medically  necessary.  This  exclusion  should  apply  to  out- 
of-hospital  drugs  if  they  were  covered  under  Medicare. 

Under  the  present  law,  one  of  the  primary  methods  of  assuring  that 
the  Medicare  program  pays  only  for  services  which  are  medically  nec- 
essary is  the  requirement  that  a  physician  certify  to  the  need  for  the 
services  received.  In  applying  such  a  requirement  to  an  out-of -hospital 
drug  benefit,  it  is  contemplated  that  the  prescription  filed  with  the 
drug  dispenser  would  be  the  only  certification  required  for  most  pre- 
scription drugs.  In  the  case  of  those  drugs  which  are  especially  subject 
to  abuse,  coverage  might  be  limited  to  cases  where  the  drug  was  pre- 
scribed for  certain  specified  conditions.  In  such  cases,  the  physician 
would  have  to  provide  information  beyond  the  prescription  itself. 
Some  form  of  certification — such  as  a  physician's  prescription — would 
also  be  needed  with  respect  to  any  nonlegend  drugs,  such  as  insulin, 
which  were  included  in  the  list  of  covered  drugs. 

Utilization  revietv- 

Utilization  review  is  another  technique  for  helping  to  limit  payments 
to  those  for  medically  necessary  services.  The  concept  of  utilization 
review  is  gaining  widespread  acceptance  in  the  medical  community  as 
an  appropriate  means  of  discouraging  unnecessary  use  of  medical 
services  and  of  encouraging  improved  patient  care.  By  requiring  as  a 
condition  for  participation  that  hospitals  and  extended  care  facilities 
establish  utilization  review  committees,  the  Medicare  program  has  been 
responsible  for  the  establishment  of  this  machinery  in  most  hospitals 
throughout  the  country.  In  the  case  of  drugs,  utilization  review  is 
being  developed  primarily  to  achieve  rational  prescribing.3 

It  appears,  however,  that  the  problems  involved  in  establishing  ef- 
fective utilization  review  procedures  are  probably  greater  for  all  out- 
of-hospital  services  than  for  services  received  inside  an  institution. 


«  Task  Force  on  Prescription  Drugs  :  "The  Drug  Prescrlber,"  op.  cit.,  p.  8. 
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In  the  case  of  drugs,  the  vast  volume  of  prescriptions,  the  fact  that  a 
given  prescription  in  itself  provides  information  on  only  a  small  seg- 
ment of  an  individual's  total  medical  history,  and  the  fact  that  there 
is  not  yet  complete  consensus  among  physicians  on  rational  prescrib- 
ing— all  these  combine  to  present  serious  obstacles  to  the  effective 
implementation  of  utilization  review  at  the  present  time. 

The  Task  Force  finds  that  to  the  extent  that  appropriate  utilization 
review  methods  are  developed,  these  should  be  applied  in  a  medicare 
drug  program. 

The  Task  Force  has  already  noted  that  there  is  a  pressing  need  to  en- 
courage State  and  local  medical  societies  and  other  concerned  groups 
to  work  toward  improving  patterns  of  prescribing  and  has  recom 
mended  strong  support  of  research  and  experimentation  with  prescrip- 
tion drug  utilization  review  methods.4 

Delay  in  effective  date 

In  preparing  this  report,  it  has  been  assumed  that  the  new  drug  pro- 
gram would  become  effective  no  earlier  than  two  years  after  the  date  of 
legislative  enactment.  As  discussed  above,  the  relative  administrative 
complexity  of  a  drug  program  would  depend  on  the  details  of  design. 
Even  the  simplest  form  of  administration  would  require  a  substantial 
tooling-up  period. 

4  U.S.  Department  of  Health.  Education,  and  Welfare,  Task  Force  on  Prescription 
Drugs :  "Second  Interim  Report  and  Recommendations",  Washington,  D.C.,  August  30, 
1968,  pp.  109-110. 
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Program  Reimbursement 

The  specific  provisions  relating  to  reimbursement  that  are  appro- 
priate for  a  drug  program  would  depend  to  a  large  extent  on  whether 
the  claim  is  filed  by  the  beneficiary  or  by  the  vendor  of  drugs. 

For  example,  if  the  "high  deductible"  approach  described  above 
were  adopted,  with  the  beneficiary  submitting  his  own  claims,  one 
feasible  method  of  reimbursement  would  be  the  "reasonable  charge" 
approach  now  used  under  Part  B  of  the  Medicare  program.  Since, 
however,  most  of  the  claims  submitted  would  be  for  relatively  small 
amounts,  many  claims  would  be  filed  a  considerable  period  of  time 
after  the  prescription  was  obtained,  and  the  Social  Security  Adminis- 
tration would  not  have  entered  into  any  agreements  with  pharmacists 
on  the  records  they  keep,  anything  more  than  a  very  gross  check  on  the 
"reasonableness"  of  the  charges  submitted  by  the  beneficiary  would  be 
extremely  costly  and  almost  impossible  to  accomplish.  An  alternative 
method  would  be  to  pay  claims,  once  the  deductible  is  met,  on  the  basis 
of  a  schedule  which  would  list  a  flat  amount  for  each  item  paid  for. 

If,  on  the  other  hand,  claims  were  to  be  submitted  by  the  pharmacist 
and  reimbursement  were  to  be  made  directly  to  him,  an  entirely  differ- 
ent approach  to  reimbursement  would  be  possible.  In  evaluating  the 
various  possible  approaches  to  such  vendor  reimbursement,  emphasis 
has  been  placed  on  finding  reimbursement  techniques  which  would 
minimize  disruptions  in  the  pharmacist's  customary  methods  of  doing 
business — for  example,  techniques  which  would  minimize  the  amount 
of  additional  recordkeeping  and  the  amount  of  additional  work 
involved  in  submitting  claims,  and  which  would  allow  the  pharmacist 
to  compute  the  program  payment  easily.  Beneficiary  understanding 
has  also  been  stressed.  Other  important  considerations  include  the  need 
for  a  reimbursement  mechanism  that  would  permit  payment  to  be 
made  on  a  current  basis ;  the  need  for  a  mechanism  that  would  permit 
a  reasonable  check  on  the  accuracy  or  appropriateness  of  payments 
made  by  the  program  without  resulting  in  very  high  auditing  and 
accounting  costs;  the  need  to  use  a  method  which  would  be  acceptable 
to  the  drug  vendor  in  terms  of  the  total  payment  he  receives,  from  both 
the  program  and  the  beneficiary ;  and  the  need  to  use  a  method  which 
would  not  reward  inefficient  operation,  which  would  not  spend  pro- 
gram funds  for  drugs  that  are  not  competitively  priced  in  situations 
where  competitively  priced  drugs  are  available,  and  which  would  give 
the  beneficiary  an  incentive  to  be  conscious  of  comparative  drug  prices. 

Guidelines  in  law 

It  would  seem  desirable  that  guidelines  with  respect  to  reimburse- 
ment of  providers  of  drugs  would  be  stated  in  the  law,  but  that  the 
detailed  reimbursement  provisions  would  be  established  by  the  Secre- 
tary in  regulations,  after  consultation  with  representatives  of  all 
affected  groups.  This  was  substantially  the  procedure  followed  in 

(30) 


31 


establishing  the  principles  of  reimbursement  for  hospitals  and  ex- 
tended care  facilities  under  the  present  Medicare  law.  The  provision 
of  a  drug  benefit  under  Medicare  would  involve  many  more  participat- 
ing drug  vendors  than  there  are  "providers  of  services"  under  the  pres- 
ent Part  A,  and  these  vendors  exhibit  a  considerable  degree  of  varia- 
tion in  size,  function,  and  volume  of  pharmacy  business,  as  well  as  in 
methods  of  purchasing,  maintaining  inventories,  and  other  methods  of 
doing  business.  It  would  be  important  to  the  success  of  the  program 
to  give  representatives  of  all  classes  of  drug  vendors  the  opportunity 
to  present  their  views  on  reimbursement  before  the  Secretary  makes 
final  decisions  on  this  matter. 

The  guidelines  in  the  law  would  state  that  reimbursement  for  out- 
of -hospital  drugs  would  be  made  to  qualified  drug  vendors  on  the  basis 
of  the  "reasonable  drug  charge"  for  each  drug,  and  that  the  "reason- 
able drug  charge"  would  consist  of  cost  elements  relating  to  (a)  the 
acquisition  and  (b)  the  dispensing  of  the  drug,  to  be  defined  in  regu- 
lations. The  guidelines  in  the  law  would  also  permit  the  Secretary, 
when  establishing  the  reasonable  charge,  to  take  into  account  signifi- 
cant variations  in  the  price  at  which  the  drug  was  made  available  to 
different  classes  of  drug  vendors,  with  the  result  that  the  "reasonable 
drug  charge"  for  a  specific  drug  might  vary  among  different  classes 
of  providers  in  different  regions  or  localities.  In  addition,  the  guide- 
lines would  require  that  the  regulations  concerning  the  "reasonable 
drug  charge"  include  a  provision  for  periodic  review  in  order  to  assure 
the  continuing  adequacy  of  the  charge.  The  Social  Security  Adminis- 
tration would  carry  on  continuing  studies  designed  to  measure  changes 
in  the  cost  of  the  various  elements  included  in  the  reasonable  drug 
charge. 

Reimbursement  for  product  costs 

Determining  the  acquisition  costs  incurred  by  pharmacists  and  other 
drug  vendors  in  furnishing  covered  drugs  to  Medicare  beneficiaries 
is  the  aspect  of  vendor  reimbursement  on  which  probably  the  greatest 
amount  of  additional  work  is  needed.  Many  different  approaches  have 
been  utilized  in  various  governmental  and  private  programs  in  this 
country  and  abroad,1  but  none  has  been  demonstrated  to  be  completelv 
adequate.  As  the  Task  Force  has  noted  elsewhere,  extensive  studies  are 
needed  on  drug  costs  and  drug  prices,  including  further  examination 
of  the  pricing  structure  of  the  drug  industry,  price  changes  among 
different  categories  of  drugs,  and  related  issues.2 

Among  the  methods  considered  by  the  Task  Force  as  a  basis  of  de- 
termining acquisition  costs  are  these : 

Actual  acquisition  cost  as  verified  by  audit. 
"Usual  and  customary"  charges. 
Listed  wholesale  price. 
Fixed  program  payment. 

Consideration  has  likewise  been  given  to  the  significance  of  acquisi- 
tion by  generic  name,  government  purchase,  and  establishment  of  price 
through  government-industry  negotiation. 

Actual  acquisition  cost. — Under  the  present  Medicare  law,  provid- 
ers of  services  are  generally  reimbursed  on  the  basis  of  the  audited 
actual  costs  of  the  covered  services  they  furnish  to  Medicare  bene- 

1  Task  Force  on  Prescription  Drugs :  "Current  American  and  Foreign  Programs,"  op.  oit. 
*  Task  Force  on  Prescription  Drugs :  "Second  Interim  Report,"  op.  cit.,  pp.  19-20. 
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ficiaries.  In  the  case  of  out-of-hoepital  prescription  drugs,  however, 
basing  reimbursement  on  audited  costs  would  involve  substantial  ad- 
ministrative expenses,  and  a  significant  degree  of  possible  error.  The 
acquisition  cost  of  each  covered  drug  finished  to  a  beneficiary  would 
have  to  be  determinable  and  verifiable  through  audit,  yet  it  would  be 
very  difficult  to  determine  with  precision  the  cost  incurred  by  the 
vendor  in  actually  acquiring  it.  Under  the  pricing  system  now  preva- 
lent in  the  drug  industry,  the  published  wholesale  price  of  a  drug 
product  is  subject  to  a  complex  system  of  frequently  changing  dis- 
counts, including  discounts  based  on  the  purchase  of  other  drug  prod- 
ucts, and  cumulative  discounts  based  on  volume  that  may  be  computed 
after  the  end  of  the  accounting  year.3  Thus,  in  many  cases  the  phar- 
macist's inventory  may  have  been  purchased  at  several  different  prices, 
and  it  is  possible  that  the  costs  associated  with  determining  the  actual 
costs  of  acquiring  drugs  would  be  substantial. 

"Usual  and  customary"  charges,- — An  alternative  approach  would 
be  to  base  reimbursement  on  the  pharmacist's  "usual  and  customary 
charges  (including  both  acquisition  and  dispensing  elements),  thereby 
avoiding  altogether  any  questions  to  the  pharmacist  about  cost.  In 
many  cases,  however,  payment  on  the  basis  of  customary  charges 
would  result  in  the  program  paving  amounts  for  a  drug  that  were 
far  greater  than  the  costs  of  the  pharmacist  in  actually  acquiring  it. 
An  additional  problem  is  that  a  program  of  anything  more  than 
minimal  checks  on  whether  a  charge  was  "usual  and  customary"  would 
be  exceedingly  difficult  to  administer.  Essentially,  this  approach  to 
reimbursement  would  place  no  restraints  on  the  prices  that  bene- 
ficiaries or  the  program  paid  for  covered  out-of-hospital  prescription 
drugs.  While  this  would  seem  to  be  a  feasible  alternative  if  the  bene- 
ficary,  rather  than  the  pharmacist,  were  to  submit  the  claims  for  drug 
benefits,  it  would  seem  to  be  the  least  desirable  approach  to  vendor 
reimbursement,  since  it  would  offer  no  protection  against  unduly  high 
prices  to  either  the  beneficiary  or  the  program. 

Listed  wholesale  price. — Another  alternative  would  be  to  base  reim- 
bursement on  the  listed  wholesale  price  of  a  drug  product,  but,  as  noted 
above,  these  listed  prices  rarely  have  any  realistic  relationship  with 
actual  acquisition  costs.  The  assumption  here  would  be  that  any  losses 
incurred  by  the  program  as  a  result  of  basing  reimbursement  on  listed 
wholesale  costs  would  be  made  up  to  the  program  in  savings  on  audit- 
ing and  other  administrative  costs.  It  would  seem  desirable,  if  this 
approach  were  adopted,  that  Eed  Book  and  Blue  Book  prices  not  be 
relied  upon  as  the  sole  determinants  of  the  wholesale  price  of  a  given 
drug,  but  that  price  listings  be  compiled  on  a  more  current  and  reliable 
basis.4 

This  approach  would  have  the  advantage  of  administrative  sim- 
plicity. It  would  also  permit  the  program  to  place  some  limits  (dis- 
cussed below)  on  the  amounts  paid  by  the  beneficiary  and  by  the 
program  for  a  given  drug. 

Fixed  program  payment. — Still  another  alternative  would  be  to 
establish  a  fixed  program  payment  with  respect  to  each  drug.  Under 

3  Task  Force  on  Prescription  Drugs:  "The  Drug  Makers  and  Drug  Distributors,"  U.S. 
Government  Printing  Office,  Washington,  D.C.,  196S.  pp.  31-38. 

*  The  Red  Book,  published  annually  by  Drug  Topics  magazine,  and  The  Blue  Book, 
published  biennially  by  American  Druggist,  list  all  types  of  drug  store  merchandise, 
including  drugs,  along  with  pertinent  information  about  the  merchandise.  Information 
listed  on  drugs  includes  the  form  and  quantity  in  which  the  item  is  sold,  suggested  retail 
price,  and  manufacturer's  price  to  the  retailer. 
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this  approach — comparable  to  indemnity  fee  schedules  in  many  forms 
of  health  insurance — the  program  payment  for  a  specific  quantity  of  a 
drug  product  would  be  a  single  uniform  amount,  and  would  not 
depend  on  either  the  price  paid  by  the  beneficiary  or  the  costs  incurred 
by  the  pharmacist.  While  this  fixed  payment  would  not  have  to  bear 
any  relationship  to  the  costs  incurred  by  the  pharmacist,  it  could  be 
based  on  an  estimate  of  probable  acquisition  costs.  This  approach 
would  also  have  the  merits  of  administrative  simplicity  and  of  being 
easy  for  the  pharmacist  to  compute  and  for  the  beneficiary  to  under- 
stand. Here,  too,  it  would  be  possible  to  impose  certain  limitations 
(discussed  below)  on  the  amounts  paid  by  beneficiaries  or  by  the 
program. 

The  Task  Force  finds  that  reimbursement  for  product  cost,  as  one 
element  in  the  total  cost  of  a  prescription,  may  be  considered  on  the 
basis  of  (a)  "usual  and  customary"  charges,  (b)  listed  wholesale  price, 
(c)  actual  acquisition  cost  as  verified  by  audit,  or  (d)  a  fixed  program 
payment.  Preference  would  be  determined  by  the  nature  of  the 
program. 

Acquisition  by  generic  name 

If  the  Medicare  program  and  its  contributors  are  to  have  the  benefit 
of  any  reduction  in  costs  which  results  from  the  availability  of  a  drug 
from  more  than  one  supplier,  and  from  the  resultant  price  competition, 
it  would  seem  necessary  for  the  element  of  the  "reasonable  drug 
charge"  related  to  acquisition  costs  to  reflect  the  cost  of  acquiring  the 
drug  by  its  generic  name,  or,  if  lower,  by  its  brand  name.  In  most 
cases,  this  would  be  the  cost  of  the  drug  when  acquired  by  generic  name. 
It  is  recognized  that  under  a  program  that  covered  only  a  limited 
number  of  drugs,  a  requirement  that  reimbursement  be  based  on  the 
lowest  cost  of  acquiring  a  given  drug  would  result  in  some  savings  to 
the  program.  For  example,  data  in  the  "Master  Drug  List"  show  that 
among  the  82  drugs  in  the  list  that  were  prescribed  for  an  average  of 
90  days  or  more  per  year,  11  were  dispensed  by  their  generic  names  and 
an  additional  16  were  dispensed  under  brand  names  but  were  avail- 
able under  generic  name  from  more  than  one  source.  It  is  estimated 
that  there  could  have  been  a  28-percent  saving  at  the  wholesale  level 
if  these  27  drugs  had  been  purchased  by  their  generic  names  at  the 
lowest  available  cost. 

If  the  number  of  covered  drugs  were  not  restricted,  the  potential 
saving  from  basing  reimbursement  on  the  cost  of  a  drug  acquired  by 
generic  name  could  be  even  greater.  Thus,  the  "Master  Drug  List" 
shows  that  of  the  409  drugs  most  frequently  dispensed  for  the  elderly 
in  1966,  30  were  actually  dispensed  under  their  generic  names,  and  an 
additional  86  products  dispensed  under  brand  names  were  drugs  for 
which  chemical  equivalents  were  available.  Together,  these  116  drugs 
accounted  for  39  percent  of  total  MDL  prescriptions,  37  percent  of  the 
MDL  acquisition  cost  to  retailers,  and  32  percent  of  the  MDL  retail 
cost  to  patients.  It  is  noteworthy  that,  in  the  case  of  23  of  the  86  drugs 
for  which  chemical  equivalents  were  available,  the  chemical  equivalents 
were  available  only  at  the  same  price  as  their  brand-name  counter- 
parts, or  at  a  higher  price,  and  thus  offered  no  opportunities  for  sav- 
ings. Nonetheless,  for  the  63  multiple-source  products  which  could 
have  been  obtained  at  a  lower  price  if  acquired  by  their  generic  name, 
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the  savings  could  have  been  considerable:  the  wholesale  cost  to  the  re- 
tailer of  these  products  could  have  been  reduced  by  about  55  percent. 
It  should  be  noted  that  this  hypothetical  savings  is  based  on  the  as- 
sumption that  the  lowest-priced  generic  drugs  were  all  of  acceptable 
quality  and  were  available  on  a  nationwide  basis. 

Although  generic  prescribing  as  a  required  approach  presents  many 
attractive  features,  it  has  certain  evident  drawbacks. 

For  example,  any  attempt  to  permit  or  require  a  vendor  to  dispense 
a  low -cost  chemical  equivalent  in  place  of  a  drug  prescribed  under  its 
brand  name  would  necessitate  modification  or  repeal  of  the  so-called 
"anti-substitution''  laws  now  in  effect  in  nearly  all  States. 

There  is  nothing  in  these  laws  to  prevent  a  physician  from  prescrib- 
ing a  generic  name  if  he  so  desires.  Similarly,  there  is  nothing  to  pre- 
vent a  physician  from  authorizing  a  pharmacist  to  fill  the  prescription 
with  any  suitable  chemical  equivalent.  In  a  number  of  hospitals  and 
drug  programs,  special  prescription  blanks  are  customarily  used  to 
provide  such  authorization  routinely  except  when  the  physician  speci- 
fies otherwise.5 

One  drawback  to  basing  reimbursement  on  acquisition  of  a  drug  by 
its  generic  name  is  that  the  Medicare  beneficiary  would  have  to  bear 
the  cost  of  the  difference  between  the  cost  of  acquisition  by  generic 
name  and  the  cost  of  acquisition  by  brand  name,  in  those  situations  in 
which  the  physician  required  dispensing  by  brand  name.  This  draw- 
back, while  serious,  does  not  seem  to  be  insurmountable.  As  noted 
above,  even  under  existing  laws,  a  physician  may  prescribe  generically, 
or  authorize  the  pharmacist  to  dispense  an  appropriate  low-cost  chem- 
ical equivalent.  Every  effort  would  be  made  to  acquaint  physicians 
with  the  names  of  the  drugs  covered  under  the  program  and  with 
detailed  information  on  how  reimbursement  would  be  made  for  cov- 
ered drugs,  as  well  as  with  information  on  the  prices  at  which  a  cov- 
ered drug  was  generally  available. 

Before  a  requirement  was  adopted  basing  reimbursement  on  the 
lowest  acquisition  cost,  it  would  be  necessary  to  provide  assurance  that 
all  drugs  on  the  market  are  of  acceptable  quality.  In  this  connection,  it 
should  be  noted  that  the  drug  quality  control  studies  that  were  under- 
taken by  the  Task  Force  in  cooperation  with  the  Food  and  Drug 
Administration,  the  Public  Health  Service,  representatives  of  the 
United  States  Pharmacopeia,  the  National  Formulary  and  others  are 
expected  to  be  adequately  up-to-date  by  1970,  and  should  provide  rea- 
sonable assurance  of  uniform  drug  quality  by  that  time.6  Further 
assurance  could  be  gained  by  stipulating  in  the  law  that  the  Secretary 
could  find  that  an  out-of-hospital  drug  was  a  covered  drug  for  reim- 
bursement purposes  only  if  it  met  the  Secretary's  standards  as  to 
quality. 

Accordingly,  the  Task  Force  finds  that  reimbursement  for  product 
cost  should  be  based  on  the  cost  of  the  least  expensive  chemical  equiva- 
lent of  acceptable  quality  generally  available  on  the  market. 

At  the  same  time,  it  is  clear  that  the  Department  of  Health,  Educa- 
tion, and  "Welfare  has  the  responsibility  for  keeping  physicians,  ven- 
dors, and  the  general  public  informed  of  the  availability,  quality  and 
relative  costs  of  chemical  equivalents,  and  for  urging  physicians  to 
prescribe  low-cost  chemical  equivalents  for  all  beneficiaries  of  Federal 

5  Task  Force  on  Prescription  Drugs:  "Current  American  and  Foreign  Programs,"  op.  cit., 
pp.  18.  20.  46. 

a  Task  Force  on  Prescription  Drugs  :  "The  Drug  Prescribers,"  op.  cit.,  pp.  25-^0. 
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drug  programs  wherever  this  is  consistent  with  high  quality  health 
care. 

Go  vernment  purchase 

Consideration  has  been  given  to  other  techniques  which  would  pre- 
vent the  Medicare  program  from  paying  excessively  high  prices  for 
drugs,  and  one  noteworthy  technique — direct  purchase  of  drugs  by  the 
government — was  examined  particularly  by  the  Task  Force.  The  case 
for  Government  purchase  of  drugs  provided  under  Medicare  is  based 
on  two  considerations:  (a)  the  fact  that  if  drugs  were  covered  under 
Medicare  on  a  comprehensive  basis,  the  Government  programs  (in- 
cluding Department  of  Defense,  Veterans  Administration  and  Public 
Health  Service  programs,  as  well  as  programs  under  the  Social  Se- 
curity Act)  would  be  paying,  directly  or  indirectly,  for  a  significant 
part — an  estimated  46  percent — of  the  total  domestic  sales  of  the  phar- 
maceutical industry  by  1975;  and  (b)  the  assumption  that  if  the  gov- 
ernment were  either  to  purchase  drugs  directly,  through  competitive 
or  negotiated  bids,  or  to  purchase  patent  and  license  rights  and  enter 
into  contracts  for  producing  drugs  on  the  basis  of  the  purchased 
licenses,  the  cost  to  the  government  would  be  much  less  than  the  cost 
of  the  same  drugs  acquired  on  a  retail  basis. 

In  the  case  of  drugs  still  under  patent,  statutory  authority  already 
exists  for  the  Federal  Government  to  purchase  such  drugs  from  non- 
licensed  manufacturers,  either  in  this  country  or  abroad,  when  this 
would  be  justified  both  by  drug  quality  and  by  price  savings.7  In  addi- 
tion, the  present  drug  procurement  methods  of  several  government 
agencies  include  plant  inspection  and  analyses  of  quality  of  the  drugs 
being  purchased ;  if  these  procedures  were  adopted  on  a  broad  scale, 
along  with  purchase  of  patent  or  license  rights,  the  government  pre- 
sumably could  obtain  a  given  drug  at  the  lowest  possible  price,  with- 
out sacrificing  quality. 

There  is,  of  course,  widespread  concern  that  prescription  drug  prices 
do  not  reflect  price  competition  in  the  market  place,  and  that  as  a  result 
the  price  of  prescription  drugs  is  unduly  high.8  However,  the  Task 
Force  does  not  recommend  direct  purchase  of  drugs  by  the  govern- 
ment at  this  time  as  a  means  of  controlling  prices  and  conserving  Medi- 
care program  funds.  Direct  government  purchase  of  drugs  for  Medi- 
care beneficiaries  would  have  significant  disadvantages.  The  primary 
purpose  of  the  Medicare  program  is  to  provide,  through  the  mechanism 
of  social  insurance,  a  method  of  financing  the  major  health  expenses 
of  older  people.  Widescale  direct  purchase  of  drugs  by  the  Medicare 
program  would  require  that  the  program  perform  functions  that  are 
not  usually  thought  of  as  social  insurance,  and  would  also  introduce 
substantial  alterations  into  the  drug  distribution  system  in  this 
country. 

Since  the  expressed  purpose  of  the  social  security  program  is  to  pro- 
vide assistance  to  beneficiaries,  wherever  possible,  within  the  frame- 
work of  the  existing  health  care  system,  the  Task  Force  finds  that  the 
direct  purchase  of  drugs  by  the  Federal  Government  for  Medicare 
beneficiaries  is  not  recommended  at  this  time,  but  this  approach  de- 
serves further  study. 

7  Task  Force  on  Prescription  Drugs  :  "The  Drug  Makers  and  the  Drug  Distributors," 
op.  cit..  p.  41. 

8  Task  Force  on  Prescription  Drugs  :  "The  Drug  Makers  and  the  Drug  Distributors," 
op.  cit.,  p.  31  et  seq. 


36 


A  somewhat  related  approach  would  be  establishment  of  acquisition 
cost  on  the  basis  of  a  price  negotiated  between  the  government  and 
manufacturers — a  method  used  in  some  national  health  programs.9 
This  approach  presents  some  advantages,  and  warrants  further  study. 

Reimbursement  for  dispensing  costs 

The  reimbursement  guidelines  in  the  law  would  state  that  the  ele- 
ments in  the  "reasonable  drug  charge"  which  represent  dispensing 
costs  would  include  such  factors  as  overhead  costs  associated  with 
dispensing,  a  fair  profit  or  return,  extent  of  professional  services  pro- 
vided, and  other  relevant  factors. 

The  dispensing  cost  elements  in  the  "reasonable  drug  charge''  might 
take  account  of  whether  the  drug  product  was  a  legend  di'ug  or  an 
"over-the-counter"'  drug.  In  establishing  the  dispensing  cost  elements, 
the  Secretary  might  also  take  into  account  substantial  differences  in 
dispensing  costs  associated  with  different  classes  of  vendors  in  dif- 
ferent geographical  locations;  in  the  interests  of  administrative  sim- 
plicity, however,  only  a  small  number  of  classes  of  vendors  would  be 
established.  The  dispensing  cost  elements  would  be  uniform  for  all 
vendors  within  each  such  class. 

A  number  of  approaches  have  been  considered  as  the  basis  for  de- 
termining reimbursement  for  dispensing  cost.  These  include  the 
following: 

A  percentage  markup  based  on  the  actual  or  estimated  acquisi- 
tion cost  of  the  product. 

A  fixed  dispensing  fee  set  to  cover  usual  dispensing  expenses 
plus  reasonable  profit  and  not  related  to  the  acquisition  cost  of  the 
product. 

Percentage  markup. — Traditionally,  many  vendors  have  established 
their  dispensing  compensation  as  a  percentage  of  the  acquisition  cost 
of  the  drug  product — an  approach  which  is  currently  supported  by  the 
National  Association  of  Retail  Druggists. 

Utilization  of  the  percentage  markup  presupposes  that  (a)  the 
vendor  is,  in  fact,  aware  of  the  actual  acquisition  cost  of  each  drug,  (b) 
he  is  aware  of  his  actual  operating  expenses,  and  (c)  he  accepts  the 
philosophy  that  the  marketing  of  prescription  drugs  is,  in  general, 
not  significantly  different  from  marketing  any  other  commodity. 

Since  this  method  is  related  to  estimated  acquisition  costs,  it  may 
serve  as  an  incentive  to  the  vendor  to  dispense  the  more  expensive 
brand  of  a  product,  providing  he  has  any  choice  in  such  a  matter.  To 
a  considerable  extent,  it  appears  to  lay  a  heavy  burden  upon  the  indi- 
vidual unfortunate  enough  to  require  expensive  medication,  and  such 
a  patient  actually  subsidizes  the  individual  who  requires  lower  cost 
prescriptions.10 

Unquestionably,  however,  application  of  the  percentage  markup 
approach  has  been  found  acceptable  in  many  governmental  and  pri- 
vate programs. 

Fixed  dispensing  fee. — More  recently,  on  the  basis  of  the  concept 
that  dispensing  services  represent  a  professional  service  generally 
unrelated  to  the  cost  of  the  drug,  some  vendors  have  charged  a  fixed 

0  Task  Force  on  Prescription  Drugs  :  "Current  American  and  Foreign  Programs,"  op.  cit., 
p.  137  et  seq. 

10  Task  Force  on  Prescription  Drugs  :  "The  Drug  Makers  and  the  Drug  Distributors," 
op.  cit.,  pp.  63-67. 
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dispensing  fee  per  prescription.11  Such  an  approach  has  been  endorsed 
particularly  by  the  American  Pharmaceutical  Association. 
As  one  authority  has  stated  : 

In  applying  the  fee  concept  to  a  pharmacy  practice,  a  pharmacist  makes  two 
assumptions  which  are  the  philosophic  principles  underlying  its  use.  First,  the 
pharmacist  is  a  health  specialist  by  virtue  of  his  knowledge,  education,  and  train- 
ing, and  dispensing  prescription  medication  is  a  pharmaceutical  service.  For  this 
act,  he  receives  a  fee  .  .  .  Second,  the  service  a  pharmacist  provides  in  dispensing 
prescriptions  is,  in  general,  the  same  for  all  prescriptions,  and  the  cost  of  provid- 
ing this  service  remains  relatively  constant  from  one  prescription  to  the  next.12 

The  use  of  the  dispensing  fee  approach  would  reduce  the  relative 
costs  of  high-priced  medications,  while  increasing  the  costs  of  low- 
priced  drugs,  but  the  system  appears  to  be  more  equitable  because  it 
eliminates  the  subsidization  of  some  patients  by  others. 

From  the  point  of  view  of  the  vendor,  implementation  of  a  fixed 
dispensing  fee  system  could  mean  that  physicians  would  seek  to  help 
their  patients  by  prescribing  large  quantities  of  drugs  at  one  time, 
carrying  only  a  single  dispensing  fee,  rather  than  an  original  small 
prescription  and  many  small  refills,  each  carrying  a  dispensing  fee. 
This  would  obviously  work  to  the  advantage  of  the  beneficiary  or  the 
program,  but  to  the  disadvantage  of  the  vendor. 

The  use  of  fixed  dispensing  fees  now  marks  a  number  of  State  and 
Federal  drug  programs,  including  the  OCHAMPUS  program  for 
military  dependents  maintained  by  the  Department  of  Defense.  In  the 
latter,  for  example,  fees  are  set  unilaterally  by  the  Government  on  a 
State-by-State  basis  and  revised  periodically  as  necessary  to  reflect 
changes  in  the  costs  of  conducting  business  and  to  minimize  any  sig- 
nificant inequities.  If  such  a  procedure  were  to  be  utilized  for  an  out- 
of-hospital  program  under  Medicare,  it  is  presumed  that  the  Secretary 
would  take  into  account  such  State  or  local  differences,  as  well  as  dif- 
ferences in  the  business  expenses  of  different  categories  of  vendor  es- 
tablishments. 

The  Task  Force  finds  that  the  preferred  method  of  reimbursing  dis- 
pensing costs  would  depend  on  the  nature  of  the  program.  If  the  pro- 
gram provides  for  a  specific  dispensing  allowance  to  be  paid  to  the 
drug  vendor,  rather  than  payment  to  the  beneficiary,  either  a  percent- 
age markup  or  a  fixed  dispensing  fee  would  be  feasible,  with  a  fixed 
fee  approach  being  preferable. 

C ost-sliaring  provision 

If  reimbursement  were  to  be  made  directly  to  the  vendor,  the  most 
feasible  method  of  sharing  the  cost  of  the  benefit  with  the  beneficiary 
would  be  for  the  beneficiary  to  be  responsible  for  paying  part  of  the 
cost  of  each  prescription. 

Many  drug  programs,  private  and  governmental,  in  this  country 
and  abroad,  have  utilized  such  methods  as  co-payment,  co-insurance, 
and  restrictions  on  reimbursable  prescription  costs  or  prescription 
quantities. 

In  some  programs,  for  example,  the  beneficiary  is  required  to  pro- 
vide a  co-payment  of  $1.00  or  other  specified  amount  for  each  pre- 
scription. In  others,  he  is  required  to  pay  20,  25  or  other  percentage 

u  Task  Force  on  Prescription  Drugs  :  "The  Drug  Makers  and  the  Drug  Distributors," 
op.  cit.,  pp.  63-67. 

"  Brodie,  Donald  C,  cited  in  "The  Drug  Makers  and  the  Drug  Distributors,"  op.  cit., 
p.  67. 
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as  co-insurance.  In  a  number  of  programs,  restrictions  are  placed  on 
the  total  dollar  amount  of  any  prescription  for  which  reimbursement 
will  be  provided  without  special  administrative  approval,  or  on  the 
number  of  days'  supply  of  any  single  prescribed  drug. 

Although  complete  data  are  not  available,  there  are  indications 
from  experience  of  the  programs  in  Great  Britain  13  and  in  North  Caro- 
lina 14  that  use  of  a  co-payment  reduces  the  number  of  claims  and  the 
cost  of  a  program.  Similarly,  experience  with  the  Medicaid  program 
in  Pennsylvania  has  indicated  that  use  of  limitations  on  maximum 
prescription  prices  or  maximum  quantities  is  associated  with  control 
of  costs.15 

In  terms  of  administrative  simplicity  and  conservation  of  program 
funds,  a  fairly  high  co-payment  amount — in  contrast,  for  example,  to 
a  percentage  co-insurance  payment- — would  seem  to  be  the  most  ad- 
vantageous approach,  since  it  would  eliminate  a  substantial  number  of 
small  claims.  (Depending  on  the  cost  considerations  involved  in  a 
given  program,  refill  prescriptions  could  be  subject  either  to  the  same 
flat  co-payment  as  original  prescriptions,  or  to  a  reduced  co-payment 
amount.)  Consideration  might  be  given  to  placing  the  co-payment 
amount  on  a  dynamic  basis  after  the  drug  benefit  had  been  in  effect  for 
several  years.  (That  is,  the  co-payment  amount  would  be  adjusted 
annually  to  reflect  changes  in  the  average  per  capita  cost  of  drugs 
covered  under  the  program.) 

The  Task  Force  finds  that  any  drug  insurance  program  instituted 
under  Medicare  should  include  cost-sharing  provisions,  such  as  co- 
payment  or  co-insurance. 

The  Task  Force  also  finds  that  consideration  should  be  given  to  the 
use  of  restrictions  on  maximum  prescription  quantities  or  on  maxi- 
mum prescription  prices  as  additional  cost-sharing  approaches. 

Limit  on  amounts  paid  by  bene  ficiaries 

While  it  would  seem  to  be  important  for  an  out-of -hospital  drug 
benefit  under  Medicare  to  place  reasonable  limits  on  the  amounts  that 
beneficiaries  pay  for  covered  drugs,  preliminary  consideration  sug- 
gests that  it  may  not  be  feasible  to  require  that  the  vendor  agree  that 
the  program  payment  for  a  covered  drug  (plus  any  cost-sharing 
amounts)  would  represent  full  payment  for  that  drug,  as  is  the  case 
with  respect  to  Part  A  benefits  under  the  present  program.  One  im- 
portant consideration  is  the  extreme  difficulty  which  would  be  in- 
volved in  arriving  at  an  audited  cost  with  respect  to  each  pharmacy 
on  which  to  base  full-cost  reimbursement.  Another  important  factor 
is  that  not  all  overhead  costs  incurred  by  some  pharmacists  may  be 
taken  into  account  in  the  "reasonable  drug  charge" — an  example  of  a 
cost  element  that  may  well  be  excluded  is  the  cost  of  home  delivery 
of  prescription  drugs.  An  additional  factor,  is  that  if  the  program 
payment  is  based  on  acquisition  of  a  drug  by  its  generic  name,  but 
the  pharmacist  does  not  purchase  by  generic  name,  he  will  be  incurring 
costs  which  the  program  would  not  meet.  Given  these  considerations, 
it  would  seem  necessary  to  permit  the  pharmacist  to  charge  the  pro- 
gram and  the  beneficiary  together  up  to  the  amount  he  charges  the 
public  for  a  drug. 

» Task  Force  on  Prescription  Drugs :    :"Current  American  and  Foreign  Programs," 
op.  cit.,  p.  178. 
"  Ibid.,  p.  84. 
"  Ibid.,  p.  73. 
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There  may,  however,  be  cases  where  the  pharmacist  would  agree  to 
accept  the  program  payment  plus  the  copayment  amount  from  the 
beneficiary  as  full  payment,  at  least  in  instances  where  the  covered 
drug  is  prescribed  by  generic  name.  Beneficiaries  could  be  furnished 
with  lists  of  pharmacies  where  such  agreements  were  in  effect. 

Several  other  limitations  on  program  payment  appear  to  be  feasible. 
These  include:  a  requirement,  similar  to  that  in  present  law  with 
respect  to  Part  A  benefits,  that  in  agreeing  to  participate  in  the  pro- 
gram, the  drug  vendor  would  have  to  agree  not  to  charge  beneficiaries 
for  any  amounts  that  the  Medicare  program  was  liable  for,  or  could 
be  liable  for;  a  requirement  that,  with  respect  to  those  prescriptions 
which  fell  at  or  below  the  co-insurance  amount,  the  vendor  would 
agree  that  the  "reasonable  drug  charge"  would  be  the  amount  at  which 
the  drug  was  customarily  made  available  to  the  general  public;  and 
a  requirement  that  the  vendor  would  agree  not  to  charge  a  beneficiary, 
with  respect  to  any  covered  drug,  an  amount  which,  when  added  to 
the  beneficiary  co-payment  and  the  program  payment,  resulted  in  a 
sum  in  excess  of  the  customary  charge  at  which  the  drug  was  available 
to  the  general  public  at  the  time  the  drug  was  furnished  to  the 
beneficiary. 
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APPENDIX  A 


Summary  of  Amendment  No.  440  to  H.R.  12080,  Offered  in  the 
Senate  on  November  16,  1967 

Amendment  No.  440  would  have  established  a  Formulary  Committee 
consisting  of  the  Surgeon  General  of  the  Public  Health  Service,  the 
Commissioner  of  the  Food  and  Drug  Administration,  and  the  Director 
of  the  National  Institutes  of  Health,  which  would  have  determined 
what  drugs  would  be  covered  under  the  program ;  the  Committee  would 
have  been  assisted  by  an  advisory  group  that  represented  national  or- 
ganizations of  physicians,  drug  manufacturers,  pnarmacists,  experts  in 
public  health,  hospital  pharmacists,  medical  schools,  pharmacy  schools, 
and  consumers.  The  amendment  stated  that  the  list  of  covered  drugs 
could  include,  in  addition  to  drugs  which  require  a  prescription  for 
dispensing,  lifesaving  drugs  which  do  not  require  a  prescription ;  no 
other  guidelines  were  given  as  to  what  drugs  should  be  included.  Drugs 
would  have  been  listed  by  their  established  name,  and  where  applicable, 
by  proprietary  name. 

In  addition  to  determining  which  drugs  should  be  covered,  the  For- 
mulary Committee  would  have  established  and  published  the  "allow- 
able expense"  with  respect  to  each  drug  included  in  the  list.  In  estab- 
lishing the  "allowable  expense"  the  Committee  would  have  been  guided 
by  the  acquisition  cost  to  the  ultimate  dispenser  for  the  most  frequently 
prescribed  quantities  of  a  given  drug  plus  a  dispensing  fee.  In  a  case 
where  the  drug  was  available  by  generic  name  as  well  as  by  proprietary 
name,  the  "allowable  expense"  would  have  been  the  lowest  cost  at  which 
the  drug  was  available  in  a  form  which  the  Formulary  Committee 
found  to  be  of  acceptable  quality.  Regional  variations  in  acquisition 
cost  would  have  been  taken  into  account.  Reimbursement  would  have 
been  made  directly  to  the  beneficiary,  or  to  the  person  to  whom  he  as- 
signed his  benefit.  There  would  have  been  an  annual  deductible  of  $25 
with  respect  to  drugs,  in  addition  to  the  deductible  under  present  law 
with  respect  to  expenses  for  services  covered  under  Part  B  other  than 
drugs.  Only  the  cost  of  drugs  covered  by  the  program  could  have  been 
counted  toward  the  $25  drug  deductible.  The  amount  reimbursed  would 
have  been  the  lower  of  the  "allowable  expenses"  or  the  actual  price  paid 
for  the  drug.  The  allowable  expense  with  respect  to  any  drug  would 
have  been  established  by  the  Formulary  Committee.  The  Secretary 
would  have  been  able  to  use  carriers  to  help  in  the  administration  of 
the  program.  The  cost  of  the  drug  benefit  under  the  bill  has  been  esti- 
mated to  be  $2.30  per  month  in  addition  to  the  premium  for  other  med- 
ical insurance  benefits,  with  a  matching  amount  paid  out  of  general 
revenues. 

A  similar  bill,  S.  2936,  introduced  by  Senator  Montoya  on  February 
6,  1968,  diffeis  from  this  amendment  in  several  respects.  Under  S. 
2936,  the  amount  reimbursed  would  be  the  lower  of  the  "allowable 
benefit"  or  80  percent  of  actual  expenses  incurred  for  the  purchase  of 
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qualified  drugs;  in  addition,  all  prescription  drug  expenses  incurred 
could  be  counted  toward  meeting  the  drug  deductible.  Reimbursement 
would  not  be  made  for  the  first  claim  submitted  in  any  one  year  unless 
the  actual  expense  exceeded  the  deductible,  or  for  a  subsequent  claim 
unless  the  actual  expense  for  the  claim  was  $10  or  more ;  in  determining 
the  allowable  benefit,  the  Secretary  would  give  consideration  to  the 
costs  of  overhead  and  a  fair  profit;  and  the  composition  of  the  For- 
mulary Committee  and  the  Advisory  Group  differ  slightly  from 
Amendment  No.  440. 


APPENDIX  B 


Assumptions  Used  in  Cost  Estimates  for  the  Various  Proposals  for 

Covering  Drugs  1 

Cost  estimates  were  prepared  for  two  basic  proposals:  (i)  coverage 
of  all  legend  drugs  (and  a  few  exceptions  such  as  insulin)  and  (ii)  cov- 
erage of  a  restricted  list  of  "maintenance"'  drugs,  limited  initially  to 
a  specific  list,  each  subject  to  20  percent  coinsurance.  The  costs  of  a 
number  of  other  proposals  covering  all  legend  drugs  or  maintenance 
drugs  involving  different  types  of  cost-sharing  (but  with  benefits  of 
approximately  75-85  percent  of  total  charges)  were  derived  by  adjust- 
ing these  basic  cost  estimates,  as  summarized  in  Table  6. 

The  cost  estimates  assume  that  benefits  would  be  payable  only  to 
persons  aged  65  or  older.  The  estimates  are  presented  in  terms  of  the 
level-cost  of  the  various  proposals  under  the  Hospital  Insurance  part 
of  Medicare,  which  is  financed  through  payroll  contributions.  Esti- 
mated level-costs  are  determined  on  the  same  25-year  basis  as  in  all 
other  Hospital  Insurance  cost  estimates,  but  they  apply  only  to  the 
period  from  1971  on  (since  benefits  would  begin  in  1971).  These  level- 
costs  are  based  on  the  taxable  payroll  arising  under  the  Hospital  In- 
surance program  if  the  maximum  taxable  earnings  base  is  $7,800  per 
year  in  all  future  years.  Where  appropriate,  estimates  are  also  given 
of  the  cost  in  calendar  1971  under  the  Suplementary  Medical  Insur- 
ance part  of  the  Medicare  program. 

It  should  be  noted  that  the  cost  estimates  with  respect  to  "mainten- 
ance" drugs  represent  estimates  of  the  cost  of  covering  a  specific  list 
of  drugs.  The  list  consists  essentially  of  those  drugs  which,  according 
to  the  "Master  Drug  List,"  2  were  dispensed  to  the  aged  for  an  average 
of  90  days  of  therapy  or  more  in  1966.  While  the  "Master  Drug  List" 
is  merely  an  index  of  current  prescribing  habits,  and  does  not  neces- 
sarily reflect  expert  medical  judgments  as  to  what  is  good  drug  therapy 
or  what  drugs  are  most  significant  for  treatment  of  serious  illness,  nor 
would  it  necessarily  be  identical  with  a  list  of  covered  maintenance 
drugs  drawn  up  for  purposes  of  a  drug  benefit  under  Medicare,  the  list 
is  considered  to  provide  an  adequate  basis  for  a  preliminary  estimate  of 
benefit  costs  under  a  maintenance  drug  program.  (The  cost  estimates 
for  any  maintenance  drug  proposal  would,  of  course,  vary  with  the 
actual  initial  list  of  drugs  to  be  covered  under  the  program.) 

Summary  of  principal  assumptions  employed  in  cost  estimates 

The  cost  estimates  are  presented  in  terms  of  "high"  and  "low"  cost 
estimates.  It  should  be  noted  that  the  per  capita  annual  costs  shown  in 
the  cost  estimates  increase  at  higher  rates  after  1971  for  the  proposals 
covering  all  drugs  than  do  those  for  the  maintenance  drug  programs 
(more  in  each  case  under  the  high-cost  estimate  than  under  the  low- 


1  Prepared  In  the  Office  of  the  Actuary,  Social  Security  Administration. 

2  See  page  5  of  text. 
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cost  estimate).  The  lower  rate  of  increase  in  both  the  average  price 
and  utilization  of  the  latter  results  in  a  level-cost  for  the  maintenance 
drug  programs  that  is  about  one-third  of  that  for  the  programs  cov- 
ering all  drugs,  in  contrast  to  the  1971  costs,  for  which  the  ratio  is 
about  one-half. 

The  assumptions  employed  in  the  estimates  of  the  costs  of  the  basic 
proposals  appear  in  Table  1.  A  short  explanation  of  the  most  impor- 
tant of  these  assumptions  follows : 

1.  Utilization  in  1967 

The  principal  sources  of  data  were : 

(i)  The  National  Prescription  Audit,  Gosselin  Associates. 

(ii)  The  American  Druggist  estimates  of  total  prescriptions 
and  of  the  proportion  of  prescriptions  used  by  persons  aged  65  or 
older. 

(iii)  The  National  Health  Survey,  National  Center  for  Health 
Statistics,  Series  10,  No.  33. 

(iv)  The  Current  Medicare  Survey,  Social  Security  Adminis- 
tration. 

The  level  of  utilization  indicated  by  these  sui^veys  for  persons  aged 
65  or  older  ranges  from  approximately  11  to  13  prescriptions  per  cap- 
ita. Since  the  basic  utilization  figures  from  which  the  estimates  were 
derived  are  all  based  on  survey  information  rather  than  on  data  de- 
rived from  an  actual  insurance  program,  the  actual  level  of  utilization 
that  would  occur  under  any  of  the  proposals  could  vary  substantially 
from  the  estimates.  The  information  available  is  thought  to  be  of 
higher  quality  than  that  available  for  the  original  estimates  for  the 
Supplementary  Medical  Insurance  program  (which  resulted  in  a 
premium  rate  that  was  7  percent  low) . 

2.  Longrun  increase  in  drug  utilization 

As  the  full  resources  of  medical  technology  are  extended  to  a  greater 
proportion  of  the  population,  the  average  consumption  of  drugs  in- 
creases. The  long-run  rate  of  increased  use  of  drugs  is  approximately 
2  to  3  percent  per  year,  although  the  rate  of  increased  use  of  drugs  has 
been  much  higher  in  recent  years,  due  in  part  to  Federal  programs.  The 
average  rate  of  increase  in  the  future  should  be  slightly  higher  than 
2-3  percent,  assuming  an  accelerated  pace  of  discovery  generated  by 
Federal  research  funds.  The  rate  of  increased  use  of  "maintenance" 
drugs  has  been  much  less  than  for  all  drugs,  and  this  trend  is  expected 
to  continue  in  the  future. 

3.  Increase  in  utilization  clue  to  third-party  payment  of  75-85  percent 

of  cost 

Payment  by  a  third  party  of  75-85  percent  of  the  cost  of  medical 
services  generally  results  in  a  substantial  increase  in  utilization.  For 
example,  utilization  of  hospital  services  by  the  population  aged  65  and 
over  increased  by  20-25  percent  after  passage  of  the  Hospital  Insur- 
ance program,  despite  the  presumption  that  there  is  relatively  little 
voluntary  element  in  whether  a  person  is  hospitalized.  Due  to  the  in- 
creased discretionary  element  in  prescription  purchases,  the  increase 
in  drug  utilization  should  be  substantially  more.  This  phenomenon  can 
be  explained  as  a  decrease  in  the  supply  curve  by  75-85  percent  at  each 
point.  Even  with  very  inelastic  demands,  a  substantial  increase  in 
quanti  ty  must  be  anticipated. 
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4.  Substitution 

The  drugs  in  the  list  of  maintenance  drugs  on  which  cost  estimates 
are  based  are  those  which  are  frequently  prescribed  for  use  on  a  con- 
tinuous or  recurrent  basis  in  the  treatment  of  chronic  illnesses  which 
afflict  the  aged.  If  only  "maintenance"  drugs  were  covered  under  Medi- 
care, it  is  contemplated  that  once  a  drug  was  included  in  the  list  of 
covered  drugs,  payment  would  be  made  without  regard  to  the  specific 
condition  for  which  the  drug  was  prescribed.  It  is  assumed,  therefore, 
that  payment  would  be  made,  in  some  situations,  for  drugs  prescribed 
to  treat  acute  illness,  rather  than  chronic  illness.  It  is  also  assumed 
that  there  would  be  a  degree  of  substitution  in  the  prescribing  of  drugs 
within  the  therapeutic  categories  represented  by  the  drugs  in  the  main- 
tenance list ;  that  is,  a  physician  would  prescribe  a  covered  drug  in 
lieu  of  a  noncovered  drug.  However,  since  the  drugs  on  which  the  cost 
estimates  are  based  can  be  characterized  as  having  undesirable  or  even 
dangerous  effects  if  used  by  persons  who  are  not  suffering  from  the 
specific  conditions  for  which  the  drugs  are  intended,  it  is  assumed  that 
substitution  of  such  drugs  would  be  strictly  limited. 

5.  Exclusion  of  non-legend  drugs 

The  basic  utilization  data  pertain  to  all  drugs  acquired  with  a  phy- 
sician's prescription.  Approximately  13  percent  of  such  drugs,  how- 
ever, could  be  acquired  legally  without  a  prescription.  Each  of  the 
proposals  excludes  such  "non-legend"  drugs  from  coverage,  and  the 
net  result  of  this  exclusion  is  a  reduction  in  total  cost  of  approximately 
6  percent. 

6.  Average  prescription  price  in  1967 

Nearly  all  basic  data  show  an  average  prescription  price  for  all 
prescribed  drugs  of  around  $4.00  per  prescription  in  1967. 

7.  Longrun  increase  in  average  price  per  prescription 

Several  series  of  data  concerning  the  average  price  of  a  prescription 
are  available :  The  National  Prescription  Audit,  The  American  Drug- 
gist, The  Lilly  Digest,  and  the  Consumer  Price  Index.  The  first  three 
series  are  averages  of  all  prescriptions  sold  in  each  year,  and  each 
shows  a  steady  progression  to  higher  prices,  with  the  increases  averag- 
ing 2-3  percent  a  year  in  recent  years. 

The  Consumer  Price  Index  shows  the  average  price  of  a  consistent 
group  of  drugs.  As  new  discoveries  become  widely  used,  representative 
new  drugs  are  substituted  for  drugs  of  declining  importance,  but  since 
the  new  drugs  represent  an  improvement  in  quality,  the  index  is  ad- 
justed so  as  not  to  reflect  the  higher  price  of  the  new  drugs.  Thus,  the 
index  reflects  only  price  changes  which  occur  after  inclusion  of  a  drug 
in  the  index.  The  increasing  average  price  of  all  prescriptions  sold 
results  from  price  increases  of  individual  drugs,  however,  but  rather 
from  the  introduction  of  new  drugs,  set  at  prices  higher  than  the  previ- 
ous average.  The  Consumer  Price  Index  reflects  the  decrease  that  has 
occurred,  on  the  average,  in  the  prices  of  drugs  after  introduction,  due 
primarily  to  the  expiration  of  patents. 

It  is  assumed  that  the  average  increase  in  prescription  prices  for  all 
prescribed  drugs  will  be  somewhat  less  in  the  future  than  over  the  past 
decade,  due  primarily  to:  (i)  legislation  requiring:  that  new  patents 
for  drugs  represent  significant  discoveries,  and  (ii)  the  anticipated 
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expiration  of  more  than  the  average  number  of  patents  on  drugs  used 
frequently  by  persons  aged  65  or  over. 

The  average  annual  price  increase  in  the  maintenance  drug  cate- 
gories has  been  less  than  the  average  for  all  drugs,  and  this  trend  is 
expected  to  continue  in  the  future.  The  average  annual  increase  in 
price  for  the  list  of  maintenance  drugs  assumed  in  the  cost  estimates 
would  permit  modest  substitution  of  new  discoveries  for  older  drugs, 
provided  that  the  average  price  of  existing  drugs  remains  constant, 
as  it  has  in  recent  years  (as  measured  by  the  Consumer  Price  Index  of 
Prescription  Prices).  Continuing  inflationary  economic  conditions 
would  prevent  such  substitution.  (There  is  no  allowance  in  the  pro- 
posal covering  all  legend  drugs  for  continuing  inflationary  conditions.) 

In  estimating  the  cost  of  the  maintenance  drug  proposals,  it  was 
assumed  that  any  change  in  the  list  of  covered  dings  over  the  25-year 
period  covered  by  the  cost  estimates  would  be  such  that  any  increase 
in  the  cost  of  the  program  would  be  within  the  allowance  provided  for 
new  drugs  (see  Table  1,  Item  B.2  (ii) ).  (It  is  assumed  that  if  a  drug- 
benefit  based  on  coverage  of  only  maintenance  drugs  were  adopted, 
an  independent  actuarial  review  would  be  made  of  any  contemplated 
changes  in  the  list ;  if  the  changes  would  adversely  affect  the  actuarial 
status  of  the  program,  such  changes  would  be  made  only  if  additional 
financing  were  provided;  quite  obviously,  if  the  law  did  not  unambig- 
uously provide  for  an  independent  actuarial  review  before  such  sub- 
stitution is  possible,  the  cost  estimates  would  be  substantially  higher.) 

8.  Population 

All  estimates  are  based  on  the  population  projections  of  the  Office 
of  the  Actuary.  Social  Security  Administration.  According  to  these 
projections,  for  1971,  19.5  million  persons  would  be  covered  under  the 
Supplementary  Medical  Insurance  proposals,  and  20.5  million  persons 
would  be  covered  under  Hospital  Insurance.  Of  the  20.5  million  per- 
program;  the  remainder  would  have  their  benefits  paid  through  ap- 
sons,  18.8  million  would  be  insured  under  the  Hospital  Insurance 
program ;  the  remainder  would  have  their  benefits  paid  through  ap- 
propriations from  the  General  Fund  of  the  Treasury. 

9.  Coinsurance 

In  the  event  that  20-percent  coinsurance  were  incorporated  in  a 
proposal  for  which  cost  estimates  are  presented  without  such  a  featm-e, 
the  cost  estimates  would  be  reduced  by  somewhat  more  than  20  per- 
cent since  utilizations  would  be  reduced. 

Cost  of  insurance  plans  involving  an  initial  deductible 

The  cost  of  plans  involving  an  initial  deductible  were  obtained  by 
adjusting  the  estimates  for  the  basic  plans  covering  all  legend  drugs 
and  "maintenance  drugs."  The  "low-cost"  and  "high-cost"  assump- 
tions are  taken  from  the  extremities  of  the  range  of  values  for  each 
variable  which  appear  reasonably  likely.  They  do  not  represent  the 
lowest  costs  or  highest  costs  possible,  but  are  similar  to  confidence 
limits,  based  on  thorough  examination  of  available  pertinent  informa- 
tion. Costs  for  proposals  which  involve  an  initial  deductible  were 
calculated  only  on  an  "expected"  basis — i.e.,  using  the  means  of  the 
distributions  of  possible  values  for  the  variables  (the  equivalent  of 
point  estimates).  Low-cost  and  high-cost  estimates  were  computed 
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using  ratios  to  a  similar  estimate  of  the  cost  of  the  basic  proposal  to 
cover  all  drugs. 

Cost  of  insurance  plans  involving  payments  per  prescription 

Imposition  of  a  fixed  amount  of  cost-sharing  per  prescription  will 
alter  the  relationship  between  initial  and  renewed  prescriptions,  as 
those  covered  by  the  program  attempt  to  avoid  paying  the  charge  when 
a  prescription  is  renewed  by  persuading  their  physician  to  allow  an 
adequate  quantity  on  the  initial  prescription.  The  larger  the  payment, 
the  smaller  will  be  the  percentage  of  renewals  (presently  65  percent  of 
all  prescriptions).  Another  consequence  of  the  attempt  to  avoid  re- 
newals will  be  a  certain  amount  of  over-purchasing,  when  a  patient 
who  purchased  a  large  enough  quantity  to  avoid  a  renewal  finds  that 
a  renewal  would  have  been  unnecessary.  It  is  assumed  that  such  pre- 
scribing of  increased  quantities  takes  place  despite  all  possible 
administrative  actions  designed  to  prevent  it,  including  enforcement 
of  a  provision  limiting  any  prescription  to  a  90-day  supply. 

The  assumptions  used  for  each  payment  amount  and  the  resulting 
intermediate  costs  (i.e.,  average  of  the  low-cost  and  high-cost  assump- 
tions) are  summarized  in  Table  6.  The  cost  of  any  combination  of  de- 
ductible and  payment  may  be  obtained  by  (i)  applying  the  ratio  in 
Item  (8)  of  Table  6  to  the  basic  utilization  model  (Item  1  of  Table  2), 
and  (ii)  multiplying  by  Item  II.7  of  Table  4. 

It  was  also  assumed  in  the  derivation  of  costs  for  plans  involving 
payments  per  prescription  that  (i)  reimbursement  would  be  made  ac- 
cording to  a  formula  based  on  an  allowance  for  wholesale  costs  and  a 
fixed  professional  fee  (so  that  relatively  few  prescriptions  are  elimi- 
nated even  by  a  $3  payment)  and  (ii)  pharmacists  obtain  the  same 
average  compensation  per  prescription  that  they  do  at  present. 

A  dm  in  is  trat  ive  expenses 

The  cost  estimates  in  the  following  tables  do  not  include  administra- 
tive  costs. 

Under  all  alternatives,  a  wide  variation  is  possible  in  administrative 
expenses,  depending  upon  how  the  plan  will  be  administered  (includ- 
ing the  philosophy  underlying  program  administration,  such  as  the  em- 
phasis placed  on  the  gathering  of  statistical  information  concerning 
prescribing  practices  of  physicians,  drug  utilization  by  patients,  and 
the  cost  of  manufacture,  distribution,  and  retailing  of  medicines). 

For  the  maintenance  drug  proposals,  under  an  administrative  system 
designed  to  pay  benefits  as  expeditiously  as  possible,  with  sufficient  con- 
trols to  prevent  all  fraud  and  abuse  which  it  is  economical  to  prevent, 
the  administrative  cost  would  be  about  $50-80  million  for  1971  (level- 
cost  of  0.01  to  0.02  percent  of  taxable  payroll).  The  costs  under  an  ad- 
ministrative system  using  source  data  equipment  located  in  drug  stores 
and  placing  great  emphasis  on  controls  over  patients,  doctors,  and 
drug  stores  and  on  collection  and  analysis  of  data  of  all  sorts,  produc- 
ing high  costs  but  not  the  maximum  possible,  would  be  about  $200-450 
million  for  1971  (level-cost  of  0.05  to  0.10  percent  of  taxable  payroll), 
depending  on  the  extent  and  complexity  of  data  collected  and  admin- 
istrative controls  employed. 

The  minimum  administrative  costs  for  the  proposals  covering  all 
legend  drugs,  without  an  initial  deductible,  are  somewhat  higher — 
about  $100-160  million  in  1971  (level-cost  of  0.02  to  0.04  percent  of 
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taxable  payroll).  The  cost  of  elaborate  administrative  systems  would 
increase  less  proportionately  than  for  a  minimal  administrative  system, 
due  to  the  high-fixed  cost  elements  of  electronic  data  processing  sys- 
tems and  programs,  and  would  be  in  the  range  of  $300-700  million  in 
1971  (level-cost  of  0.08  to  0.16  percent  of  taxable  payroll). 

The  cost  of  minimal  administrative  systems  for  the  proposals  involv- 
ing initial  deductibles  are  less  than  if  all  drugs  were  covered,  provided 
that  patients  are  reimbursed  and  no  assignment  are  permitted;  the 
percentage  decreases  in  minimal  administrative  expenses  would  be 
approximately  half  the  decrease  in  benefit  costs.  The  administrative 
exepnses  for  the  two  Montoya  amendments  which  are  considered  here 
would  be  moderately  higher  than  for  the  $25  deductible,  20%  coinsur- 
ance plan  (due  to  higher  utilization,  resulting  from  absence  of  cost- 
sharing  and  the  carry-over  deductible).  Again  a  wide  variation  is 
possible,  depending  on  the  type  of  administrative  system  followed.  The 
cost  of  a  minimal  administrative  ssvtem  for  the  Montoya  amendments 
could  be  as  low  as  $80-130  million  in  1971  (level-cost  of  0.02  to  0.03 
percent  of  taxable  payroll).  It  should  be  noted  that  if  a  benefit  were 
to  be  provided  under  Supplementary  Medical  Insurance  without  at 
least  a  $25  deductible  provision,  administrative  costs  would  be  sig- 
nificantly higher  than  for  the  same  benefits  financed  through  Hospital 
Insurance.  Under  any  of  the  proposals,  a  requirement  that  drug  stores 
accept  the  reimbursement  allowance  and  designated  cost-sharing  as 
total  compensation  would  add  significantly  to  administrative  costs. 

Changes  in  cost  estimates  for  Montoya  amendment  of  1967 

The  cost  estimates  for  the  amendment  offered  by  Senator  Montoya  in 
the  Senate  consideration  of  the  Social  Security  Amendments  of  1967 
on  November  16,  1967  (Amendment  No.  440),  which  was  not  adopted, 
are  higher  than  those  previously  issued  by  the  Office  of  the  Actuary, 
Social  Security  Administration,  due  to  their  being  for  a  later  period 
and  to  the  availability  of  new  information  from  a  number  of  sources, 
which  has  led  to  revision  of  a  number  of  the  assumptions  used  in  the 
previous  estimates  (such  as  a  lower  allowance  for  the  exclusion  of  non- 
legend  drugs  and  also  a  much  lower  allowance  for  paying  benefits  on 
the  basis  of  the  lowest-priced  generic  equivalent). 

Senator  Montoya  introduced  a  revised  proposal  in  1968  (S.  2936), 
which  had  significantly  lower  costs  (primarily  because  of  containing 
a  20-percent  coinsurance  element).  Its  cost  closely  approximates  that 
of  the  proposals  of  the  type  considered  in  this  report  with  a  $25  initial 
deductible  and  20  percent  coinsurance  (see  Item  II.  2  in  Table  4  for 
the  annual  per  capital  cost — $38.47).  This  amendment  has  a  slightly 
higher  cost  because  of  containing  a  carry-over  deductible  provision, 
but  has  offsetting  lower  costs  for  certain  other  reasons. 
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TABLE  1. — SUMMARY  OF  BASIC  ASSUMPTIONS 


All  legend  Maintenance 
drugs  drugs 


Item  Low      High      Low  High 


A.  Utilization  (prescriptions  per  capita  per  year): 

1.  1967  level,  no  insurance  program  

2.  Longrun  increase  in  drug  utilization  (annual)  (percent): 

(i)  1967-71  

(ii)  1971-95  

3.  Changes  in  utilization  due  to  insurance  program  (percent): 

(i)  Increase  in  utilization  due  to  third-party  payment  of  75  to  85 

percent  of  cost  

(ii)  Substitution  prescribing  of  maintenance  drugs  as  substitutes 

for  noncovered  drugs  

(iii)  Reduction  of  free  samples  furnished  by  physicians  

4.  Definition  of  covered  drugs: 

(i)  Adjustment  for  inclusion  of  insulin,  1967  level   

(ii)  Adjustment  for  exclusion  of  nonlegend  drugs  (percent)  

B.  Average  prescription  price: 

1.  1967  level  

2.  Longrun  increase  in  average  price  per  prescription  (percent): 

(i)  1967-71  

(ii)  1971-95  

3.  Payment  ceiling  based  on  cost  of  lowest  price  generic  alternative  of 
acceptable  quality  (percent)..-  

4.  Adjustment  for  exclusion  of  nonlegend  drugs  


11 

13 

5.3 

6.2 

3 

5 

1 

2 

3 

3 

1 

2 

25 

40 

2 

8 

5 

10 

2 

4 

2 

4 

0.6 

0.7 

0.6 

0.7 

-13 

-13 

$4 

$4 

$4. 40 

$4. 40 

2 

2 

M 

1 

1 

2 

« 

1 

-5 

-2 

-5 

-2 

+8 

+8  . 

TABLE  2.-1971  BENEFIT  COSTS  PER  CAPITA  ACCORDING  TO  BASIC  UTILIZATION  ASSUMPTIONS 

Utilization 

(acquisitions  per      Average  price  (per      Total  benefit  cost 
capita)  acquisition)  (per  capita) 


Item  Low  cost  High  cost    Low  cost  High  cost    Low  cost    High  cost 


A.  Coverage  of  all  drugs: 

(1)  Utilization  model'   14.5        21.5       $4.44  $4.58 

(2)  Cost  sharing  of  20  percent  

(3)  Charge  per  prescription:  J 

(a)  $1  

(b)  $2  

(c)  $3.  

B.  Coverage  of  maintenance  drugs: 

(1)  Utilization  model '   6.7         9.2        4.26  4.48 

(2)  Cost  sharing  of  20  percent  

(3)  Charge  per  prescription: ' 

(a)  $1  

(b)  $2  

(c)  $3  

(d)  $3  new,  $1.50  renewal.  

(e)  $3  new,  $1  renewal  

(I)  $2  new,  $1  renewal  


$64. 40 

$98.  45 

51.50 

78.75 

55. 40 

84.  70 

51.50 

78.  75 

50.10 

76.80 

28. 55 

41.20 

22. 85 

32. 95 

24.25 

35.00 

21.15 

30. 50 

18.85 

27. 20 

19.00 

27.  75 

19.10 

27. 90 

21.45 

31.00 

1  Potential  benefit  costs;  utilization  would  be  approximately  17^  percent  higher  without  15  to  25  percent  cost  sharing. 

2  Assumes  limit  ol  90-day  supply  per  prescription. 
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TABLE  3. -SUMMARY  OF  BASIC  ASSUMPTIONS  PERTAINING  TO  PROPOSALS  WITH  AN  INITIAL  DEDUCTIBLE 


Initial  deductible 
None       $25       $50       $75  $100 


A.  Utilization  (prescriptions  per  capita  per  year): 

1.  1967  level,  no  insurance  program  

2.  Longrun  increases  in  drug  utilization  (annual)  (percent): 

(i)  1967-71   

(ii)  1971-95....  

3.  Changes  in  utilization  due  to  insurance  program  (percent): 

(i)  Increase  in  utilization  due  to  third-party  payment  of 

75  to  85  percent  of  cost  (applies  after  deductible 
satisfied).  __  

(ii)  Reduction  in  free  samples  furnished  by  physicians  

4.  Definition  of  covered  drugs  (percent): 

(i)  Adiustrnent  for  inclusion  of  insulin   

(ii)  Adjustment  for  exclusion  of  nonlegend  drugs  

B.  Average  prescription  price: 

1.  1967  level.  

2.  Longrun  increase  in  average  price  per  prescription  (percent): 

(i)  1967-71     2  2  2  2  2 

(ii)  1971-95       liH       IX  IX  IX 

3.  Payment  ceiling  based  on  lowest  price  generic  alternative  (of 

acceptable  quality)  (percent)    —5       —5       —5       —5  —5 

4.  Adjustment  for  exclusion  of  nonlegend  drugs  (percent)   8  8  8  8  8 

TABLE  4. — SUMMARY  OF  DERIVATION  OF  COST  ESTIMATES  OF  PLANS  WITH  INITIAL  DEDUCTIBLES  AND  COST 

SHARING  > 


12 

12 

12 

12 

12 

4 

4 

4 

4 

4 

3 

3 

3 

3 

3 

32 

24 

20 

20 

20 

3 

1 

1 

0 

0 

5 

5 

5 

5 

5 

13 

-13 

-13 

-13 

-13 

$4 

$4 

$4 

$4 

$4 

I-  Utilization  model  (assuming  no  insurance  program): 
A.  Distribution  of  annual  charges  per  capita : 


Charges  for  prescriptions 


$1  to    $25  to     $50  to    $75  to  $100 
$25        $50        $75      $100  plus 


(1)  Frequencv,  persons  in  category  (percent)  .        23         25         16         11  7  18 

(?)  Average  charges  for  persons  in  category                  0       $12   $37.00   $62.00  $87.00  $194 

(3)  Cost  per  capita  for  category                               0         $3     $5.90     $6.80  $6.10  $35 

B.  Cumulative  distribution  of  annual  charges  per  capita: 

Deductible 


None        $25        $50        $75  $100 


(1)  Percentage  with  charges  greater  than  deduc- 

tible (frequency  of  potential  claim)   77        52         36  25 

(2)  Charges  for  persons  with  charges  greater  than  == 


deductible  (charges  of  potential  claimants).  $56.  80  $53.  80  $47.90  $41.10  $35 

(3)  Deductible                                                      0  13.00  18.00  18.75  18 

(4)  Charges  in  excess  of  deductible.                        56.80  40.80  29.90  22.35  17 

II.  Cost  of  insurance  program  paying  approximately  75  to  85 

percent  cost: 

1.  Change  in  utilization  due  to  insurance  program,  factor      1.35  1.24  1.20  1.20  1.20 

2.  Charges  per  capita  under  insurance  program,  net  of  = 

deductible    $76.68  $50.59  $35.88  $26.82  $20.40 

3.  Allowance  for  underfiling                                               0  2.50  2.15  1.70  1.35 

4.  Chargessubmitted  for  reimbursement  less  deductible. ..    76.68  48.09  33.73  25.12  19.15 

5.  Coinsurance  (20  percent)                                           15.34  9.62  6.75  5.02  3.83 

6.  Benefit  cost  of  program                                           61.34  38.47  26.98  20.10  15.32 


7.  Ratio  to  cost  of  nondeductible  program  (percent)   100        63        44         33  25 


1  All  dollar  figures  are  annual  costs  per  capita  in  1971. 
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Table  5. — Swnmary  of  derivation  of  cost  estimate  for  Montoya  amendment  of  1967 

(Amendment  No.  440) 


1.  Charges  of  those  meeting  deductible,  if  no  insurance  program   $56.  90 

2.  Deductible  ($25,  less  "carryover")   13.  00 

3.  Charges  after  deductible  (item  1  minus  item  2)   43.  90 

4.  Factor  to  account  for  change  in  utilization  due  to  insurance  program — 

approximately  6  percent  cost-sharing  (due  to  payment  only  for 

lowest  priced  generic  alternative)   1.  39 

5.  Charges  per  capita  under  insurance  program,  net  of  deductible  (item 

3  times  item  4)   61.02 

6.  Allowance  for  underfiling   2.  50 

7.  Carryover  deductible   0.  50 

8.  Charges  submitted  for  reimbursement,  less  deductible  (item  5  plus 

item  7  minus  item  6)   59.  02 

9.  Reduction  due  to  available  lower  priced  generic  alternative  2   3.  54 

10.  Annual  cost  of  benefits  under  Montoya  Amendment  (item  8  minus 

item  9)   55.  48 

1  All  figures  except  item  4  are  annual  costs  per  capita  in  1971. 


2  This  amendment  would  have  allowed  the  deductible  to  be  satisfied  by  the  full  charges  paid,  irrespective 
of  a  lower  priced  generic  alternative.  It  is  assumed  that  prescriptions  would  satisfy  the  deductible  in  order 
by  (late  of  purchase. 

TABtE  6.— SUMMARY  OF  DERIVATION  OF  COST  ESTIMATES  FOR  PROPOSALS  INVOLVING 
PAYMENTS  PER  PRESCRIPTION  I 


All  legend  drugs  payment 

Maintenance  drugs  payment 

$1 

$2 

$3 

$1 

$2 

$3 

(1) 

Benefit  cost,  basic  utilization  model 2  

$81.40 

$81.40 

$81.40 

$34. 80 

$34.  80 

$34. 80 

(2) 

Increase  in  charges  due  to  prescribing  larger 

quantity  than  required  (percent)  

3 

7 

3  12 

2 

3 

4 

(3) 

Total  charges  per  capita  (1971).  

$83.  85 

$87.10 

$91. 15 

$35.  50 

$35.  85 

$36.20 

(4) 

Decease  in  number  of  prescriptions  (see  text) 

(percent)  

20 

35 

45 

25 

35 

45 

(5) 

Number  of  prescriptions  per  capita  

13.8 

11.2 

9.5 

6.0 

5.2 

4.4 

(6) 

Cost  sharing: 

(a)  Prescriptions  less  than  copayment: 

(i)  Number  of  prescriptions  per 

capita  

0 

0 

a  1.7 

0 

0 

0 

(ii)  Average  cost  per  prescription.. 

0 

0 

$2.65 

0 

0 

0 

(iii)  Cost  per  capita  

0 

0 

4.  50 

0 

0 

0 

(b)  Copayments  

$13.80 

$22.  40 

23.40 

$6 

$10.  20 

$13.20 

(c)  Total  cost  sharing  _  

13.  80 

22.40 

27.90 

6 

10.20 

13.20 

(7) 

Benefits  per  capita   

70.  05 

64.70 

63.25 

29.  50 

25. 65 

23.  00 

(8) 

Ratio  to  basic  utilization  model2.  

.86 

.80 

.78 

.85 

.74 

.66 

'  All  dollar  figures  relate  to  the  annual  cost  per  capita  in  1971. 
2  Average  of  low-cost  and  high-cost  figures  in  item  1  of  table  2. 
^Applies  to  prescriptions  costing  more  than  $3. 
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TABLE  7. — ESTIMATED  LEVEL  COST  OF  BENEFITS  FOR  PERSONS  INSURED  UNDER  THE  HOSPITAL  INSURANCE  PRO- 
GRAM (AS  PERCENTAGE  OF  TAXABLE  PAYROLL)  FOR  VARIOUS  DRUG  BENEFIT  PROPOSALS 

All  legend  drugs        Maintenance  drugs 


Cost-sharing  provisions  Low  cost  High  cost    Low  cost    High  cost 

1.  20-percent  coinsurance: 

(1)  No  deductible.    

(2)  $25  deductible.    

(3)  $50  deductible.  _  

(4)  $75  deductible  

(5)  $100  deductible.  

2.  $1  payment  per  prescription: 

<1)  No  deductible  _    

(2)  $25  deductible   

(3)  $50  deductible  

(4)  $75  deductible.  

(5)  $100  deductible..  

(6)  No  deductible,  coverage  at  age  70   

(7)  No  deductible,  coverage  at  age  72.   

3.  $2  payment  per  prescription: 

(1)  No  deductible  

(2)  $25  deductible  

(3)  $50  deductible    

(4)  $75  deductible.  _    

(5)  $100  deductible    

4.  $3  payment  per  prescription: 

(1)  No  deductible  

(2)  $25  deductible.  _  

(3)  $50  deductible.  ._  

(4)  $75  deductible   

(5)  $100  deductible..  

5.  Initial/renewal  payment  per  prescription: 

(1)  $3/$1.50  09  .15 

(2)  $3/$1.00  09  .15 

(3)  $2,$1.00      .10  .17 

6.  Montoya  amendment  of  1967   .29  .52  .  

7.  Montoya  amendment  of  1968   .20  .35  .  


0.  32 

0.56 

0.10 

0. 18 

.20 

.35 

.14 

.25 

.  11 
.08 

.18 

.14 

.34 

.60 

.09 

.19 

.22 

.38 

.15 

.27 

.  12 

.19 

.09 

.15 

.24 

.42 

.20 

.36 

.32 

.56 

.11 

.  17 

.20 

.35 

.14 

.25 

.11 
.08 

.18 

.14 

.31 

.55 

.10 

.  15 

.20 

.34 

.  14 

.24 

.  11 

.18 

.08 

.14 

TABLE  8.— ESTIMATED  1971  BENEFIT  COSTS  OF  VARIOUS  DRUG-BENEFITS  PROPOSALS  (BENEFIT  COSTS  FOR 
INSURED  AND  UNINSURED  PERSONS  COMBINED)1 

[In  millions  of  dollars! 


Cost-sharing  provisions 


All  legend  drugs      Maintenance  drugs 


Low  cost  High  cost    Low  cost    High  cost 


1.  20-percent  coinsurance: 

(1)  No  deductible  

(2)  $25  deductible.  

(3)  $50  deductible  

(4)  $75  deductible  

(5)  $100  deductible  _   

2.  $1  payment  per  prescription: 

(1)  No  deductible  

(2)  $25  deductible  

(3)  $50  deductible.  

(4)  $75  deductible.  

(5)  $100  deductible  

(6)  No  deductible,  coverage  at  age  70_ 

(7)  No  deductible,  coverage  at  age  72  . 

3.  $2  payment  per  prescription: 

(1)  No  deductible...   

(2)  $25  deductible   

(3)  $50  deductible   

(4)  $75  deductible  

(5)  $100  deduc  ibe  

4.  $3  payment  per  prescription: 

(1)  No  deductible   

(2)  $25  deductible...  

(3)  $50  deductible    

(4)  $75  deductible  

(5)  $100  deductible  

5.  Initial/renewal  payment  per  prescription: 

(1)  $3/$1.50    

(2)  $3/$1.00  

(3)  $2/$1.00   

6.  Montoya  amendment  of  1967    

7.  Montoya  amendment  of  1968  


1,060 

1,615 

670 

1,015 

465 

710 

350 

535 

265 

405 

1,135 

1,735 

715 

1,095 

500 

765 

375 

575 

285 

435 

795 

1.245 

680 

1,070 

1,055 

1,615 

665 

1,015 

465 

710 

350 

535 

265 

405 

1,045 

1,575 

660 

990 

460 

695 

345 

520 

260 

395  . 

950 
670 


1,460 
1.015 


470 


675 


495 


720 


435 


625 


385 


560 


390 
390 
440 


570 
570 
635 


1  Approximately  91  percent  of  amounts  relate  to  benefits  financed  bv  the  hospital  insurance  trust  fund;  the  other  9 
percent  would  be  appropriated  from  general  revenues. 
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TABLE  9  — PRESCRIPTIONS  ON  THE  BASIS  OF  WHICH  SOME  PAYMENT  MADE  IN  1971  (PRESCRIPTIONS  FOR  IN- 
SURED AND  UNINSURED  PERSONS  COMBINED) 1 

[In  millions  of  dollars! 


All  legend  drugs      Maintenance  drugs 


Cost-sharing  provisions 


Low  cost  High  cost    Low  cost    High  cost 


1.  20-percent  Coinsurance: 

(1)  No  deductible   

(2)  $25  deductible  

(3)  $50  deductible  

(4)  $75  deductible  

(5)  $100  deductible   

2.  $1  payment  per  prescription:2 

(1)  No  deductible  

(2)  $25  deductible  

(3)  $50  deductible  

(4)  $75  deductible  

(5)  $100  deductible  

(6)  No  deductible,  coverage  at  age  70. 

(7)  No  deductible,  coverage  at  age  72. 

3.  $2  payment  per  prescription: 2 
(1)  No  deductible. 


(2)  $25  deductible. 
(3  " 


(3)  $50  deductible   

(4)  $75  deductible.  

(5)  $100  deductible  

$3  payment  per  prescription: 2 

(1)  No  deductible  

(2)  $25  deductible  

(3)  $50  deductible  

(4)  $75  deductible  

(5)  $100  deductible  

Initial/renewal  payment  per  prescription: 2 

(1)  $3/$1.50  

(2)  $3/$l  

(3)  $2/$l  

Montoya  amendment  of  1967  

Montoya  amendment  of  1968  


295 

430 

195 

280 

130 

190 

95 

140 

70 

100 

235 

350 

150 

230 

105 

155 

75 

115 

55 

80 

160 

240 

140 

205 

190 

285 

125 

185 

85 

125 

60 

95 

45 

65 

160 

240 

105 

155 

70 

105 

50 

80 

40 

55  .. 

200 
195 


300 
280 


135 


190 


95 


135 


80 


115 


65 


95 


70 
70 
85 


100 
100 
120 


>  Approximately  91  percent  relate  to  persons  insured  under  the  hospital  insurance  program. 

2  Number  or  prescriptions  are  artificially  reduced  by  prescribing  and  purchasing  of  larger  quantities  to  avoid  paying 
copayment  for  renewals. 
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PAYMENT  OF  MEDICARE  BENEFITS  IN  NEIGHBORING 
NATIONS:    PROBLEMS  AND  POSSIBLE  APPROACHES 


A  Report  Requested  By 
The  Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
And 

The  Committee  on  Finance 
U.S.  Senate 


Department  of  Health,  Education,  and  Welfare 
Social  Security  Administration 
June  1969 


c 

0 

p 

Y 

DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 


June  24,  1969 


Dear  Mr.  Chairman: 

We  are  enclosing  a  report  on  the  question  of  providing 
Medicare  benefits  to  entitled  persons  who  are  hospitalized 
in  neighboring  nations.    We  are  also  sending  this  report  to 
the  Chairman  of  the  Committee  on  Ways  and  Means. 

This  report  explores  the  feasibility  of  reciprocal  agreements 
or  arrangements  with  neighboring  nations,  as  well  as  other 
possible  approaches  in  dealing  with  this  matter,  and  is  in 
response  to  the  request  of  the  Conference  Committee  on  the 
Social  Security  Amendments  of  1967  (H.R.  Report  No.  1030, 
90th  Congress,  1st  Session,  page  47).    Unfortunately,  several 
unavoidable  circumstances  delayed  meetings  with  the  Canadian 
Government  until  December  1968,  and  thus  delayed  completion 
of  the  report. 

We  trust  that  this  report  will  bring  into  focus  the  major 
aspects  of  the  question  of  providing  Medicare  benefits  in 
neighboring  nations  and  will  provide  your  Committee  with 
sufficient  information  to  evaluate  the  feasibility  of 
various  alternative  approaches  or  to  direct  further 
investigations . 

Appropriate  offices  of  the  Department  of  State  have  con- 
curred in  this  report. 


Sincerely, 

/S/    ROBERT  H.  FINCH 
Secretary 

Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.C.  20510 

Enclosure 


Payment  of  Medicare  Benefits  in  Neighboring 
Nations:     Problems  and  Possible  Approaches 


BACKGROUND 

The  Conference  Committee  on  the  Social  Security  Amendments 
of  1967  considered  Senate  Amendment  No.   89,  which  would  have 
provided  for  benefits  under  Medicare,   to  residents  of  the  United 
States  who  are  otherwise  eligible,  for  up  to  20  days  of  inpatient 
hospital  services  furnished  in  a  contiguous  country  by  a  hospital 
located  in  a  city  or  municipality  any  part  of  which  is  within 
50  miles  of  the  border  of  the  continental  United  States.  The 
benefits  would  have  been  in  the  form  of  an  indemnity  to  the 
individual  for  a  portion  of  the  hospital's  reasonable  charges. 
In  the  case  of  nonemergency  services,  the  amendment  would  have 
required  that  the  hospital  providing  care  be  the  nearest  one  to 
the  patient's  residence  suitable  to  treat  his  illness.  The 
amendment  would  also  have  permitted  an  emergency  to  be  treated 
under  Medicare  if  it  occurred  outside  the  United  States  within 
50  miles  of  the  border.     Under  present  law,  benefits  are 
available  under  Medicare  for  care  at  hospitals  outside  the  United 
States  only  in  cases  of  emergency  which  occur  within  the  United 
States. 

As  indicated  on  page  47  of  the  Report  of  the  Conference 
Committee  on  the  Social  Security  Amendments  of  1967,  the  Senate 
receded  from  Amendment  No.  89  with  the  understanding  that  the 
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Department  of  Health,  Education,  and  Welfare  and  the  Department 
of  State  would  explore  and  report  to  the  Committee  on  Ways  and 
Means  and  to  the  Committee  on  Finance  concerning  "the  feasibility 
of  entering  into  reciprocal  agreements  and  arrangements  with 
neighboring  nations  designed  to  make  Medicare  benefits  available 
to  U.S.  citizens  who  receive  necessary  hospital  care  in  such 
nations . " 

The  Social  Security  Administration,  on  behalf  of  the 
Department  of  Health,  Education,  and  Welfare,  with  the  assistance 
of  various  offices  of  the  Department  of  State  has  held  discussions 
with  representatives  of  Canada  and  Mexico  and  explored  the 
problems  and  feasibility  of  entering  into  some  type  of  agreement 
or  arrangement  with  one  or  both  of  them. 

PROBLEMS 

Border  Residents.     The  main  problem  of  Medicare  beneficiaries 
living  in  the  United  States  along  the  borders  of  contiguous 
countries  —  in  particular  along  the  Canadian  border—is  that  some 
of  these  persons  depend  on  hospital  and  other  medical  facilities 
across  the  border,  as  a  normal  pattern.     Those  facilities  are  often 
more  accessible  and  more  adequate  than  the  closest  facilities 
available  in  the  United  States.     The  restrictions  under  Medicare 
against  reimbursement  for  care  obtained  in  such  facilities 
outside  the  United  States,  except  in  cases  of  emergencies  occurring 
in  the  United  States,  cause  a  very  real  problem  for  the  border 
residents  who  use  these  facilities  before  age  65  and  would  continue 
to  do  so  afterward  except  for  the  restrictions. 
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Amendment  No.  89  would  have  ameliorated  the  situations  of 
most,   though  perhaps  not  all  border  residents,  and  also  it  would 
have  extended  similar  treatment  to  some--though  not  all--other 
Medicare  beneficiaries  who  experience  the  need  for  treatment  in 
contiguous  countries.    Any  resident  of  the  United  States  who  is 
entitled  to  hospital  benefits  under  Medicare  would  have  been 
entitled  to  inpatient  hospital  services  under  Amendment  No.  89 
within  50  miles  of  the  Canadian  or  Mexican  borders  in  cases  of 
emergency.     This  would  have  included  tourists  as  well  as  persons 
on  business  or  visiting  friends  and  relatives.     It  would  not  have 
covered  inpatient  services  for  persons  whose  need  for  care  arises 
beyond  the  50  mile  limit  where,  for  example,  some  of  the  popular 
Canadian  recreational  areas,  parts  of  the  Trans-Canada  Highway 
and  some  major  Canadian  and  Mexican  cities  are  located.  The 
establishment  of  any  arbitrary  line,  whether  a  border  or  any 
distance  beyond  it,  is  likely  to  cause  some  cases  to  be  denied 
merely  by  virtue  of  where  they  occur. 

Other  Problem  Groups.     A  number  of  problems,  in  addition 
to  that  of  the  border  residents,  have  become  evident  as  a  result 
of  the  present  restrictions  on  providing  Medicare  benefits  outside 
the  United  States.    Mention  has  already  been  made  of  persons  who 
travel  to  or  through  Canada  or  Mexico  as  tourists,  to  conduct 
business  on  a  regular  or  extraordinary  basis,  or  to  visit  friends 
or  relatives.     If  they  are  taken  ill  or  are  involved  in  an  accident 
while  there,  under  present  law  they  must  return  to  the  United  States 
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at  their  own  expense  in  order  to  receive  Medicare  benefits. 
Amendment  No.  89  would  have  helped  some,  but  not  all,  of  these. 
Similar  problems  arise,  of  course,  for  Medicare  beneficiaries  who 
travel  elsewhere  abroad. 

Entitled  persons  who  take  up  residence  in  Canada  may  obtain 
coverage  under  the  Canadian  provincial  hospital  insurance  programs, 
generally  only  after  they  have  resided  in  a  Province  for  three  months. 
Those  who  take  up  residence  in  Mexico — and  an  increasing  number  of 
retired  United  States  citizens  are  currently  doing  so  in  the 
Mexico  City  and  Guadalajara  areas — never  will  qualify  under  the 
Mexican  program  (except  in  the  unlikely  case  where  they  work  regu- 
larly in  covered  employment  while  there).    Amendment  No.  89  was  not 
designed  to  help  such  people. 

Conversely,  there  are  sizable  numbers  of  Canadian  and  Mexican 
citizens  among  the  approximately  20,000  persons  in  Canada  and  6,500 
persons  in  Mexico  who  are  automatically  entitled  under  the  Hospital 
Insurance  program  because  they  have  attained  age  65  and  are  entitled 
to  cash  OASDI  benefits.    On  July  1,  1967,  3,041  persons  living  in 
Canada  and  1,266  persons  living  in  Mexico  were  enrolled  in  the 
Supplementary  Medical  Insurance  program.     Some  of  these  are  United 
States  citizens  or  former  permanent  residents,  but  some  are  apparent- 
ly others  who  were  entitled  to  enroll  because  they  were  entitled  to 
Hospital  Insurance.    Any  non-U. S.  citizen  living  in  Canada  or  Mexico 
who  is  entitled  to  Hospital  Insurance  or  is  enrolled  in  Supplementary 
Medical  Insurance  may,  under  present  law,  obtain  benefits  by  entering 
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the  United  States.  Amendment  No.  89  would  not  have  affected  the 
status  of  any  of  these  persons  because  they  would  still  have  had 
to  establish  that  they  are  residents  of  the  United  States  before 
they  could  obtain  care  under  Medicare  outside  the  United  States 

EXPERIENCE  UNDER  PRESENT  LAW 

No  data  are  obtainable,  at  present,  on  the  total  number  of 
cases  that  have  occurred  in  the  problem  areas  that  have  been 
described.     From  time  to  time,  however,   typical  cases  are  called 
to  the  attention  of  the  Department  of  State  and  the  Department 
of  Health,  Education,  and  Welfare  because  of  hardships  or  other 
factors  that  are  involved. 

A  recent  survey  made  by  the  U.S.  Embassy  in  Ottawa  of 
inquiries  received  by  the  ten  U.S.  consular  posts  in  Canada 
during  1968,  showed  the  following.     The  posts  estimate  that  they 
received  somewhere  between  275  and  350  inquiries  from  American 
citizens  about  hospital  care.     The  largest  number  of  these 
inquiries  were  directed  to  the  posts  in  Vancouver,  Montreal,  and 
Toronto,  although  the  locations  from  which  the  inquiries  were 
made  were  not  indicated.     The  posts  that  asked  the  age  of  the 
inquirers  indicated  that  most  seemed  to  be  over  age  65.     At  least 
20  of  the  cases  reported  were  hardship  cases  in  which  the 
intercession  of  the  posts  was  requested. 

By  the  end  of  1968,  the  Social  Security  Administration  had 
been  contacted  by  more  than  60  hospitals  in  Canada,  13  of  which 
are  over  50  miles  from  the  border  including  6  that  are  over  100 
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miles.     In  addition,  contact  had  been  made  by  5  hospitals  in 
Mexico;  4  along  the  border  and  1  in  the  Mexico  City  area.  These 
contacts  were  for  the  purposes  of  either  establishing  a  claim 
for  Medicare  benefits  or  establishing  the  hospital's  accreditation 
so  that  a  beneficiary's  stay  might  qualify  him  for  benefits  in  an 
extended  care  facility  in  the  United  States.     About  190  claims 
originating  as  a  result  of  care  received  in  Canada  had  been  filed 
under  the  present  emergency  inpatient  hospital  provisions  of  which 
about  30  percent  were  partially  or  totally  denied.     Only  3  claims 
had  been  filed  involving  the  emergency  provisions  in  Mexico  of 
which  1  was  paid  and  2  were  pending. 

Under  Section  21(e)  of  the  Railroad  Retirement  Act,  which 
provides  benefits  comparable  to  Hospital  Insurance  benefits  to 
qualified  railroad  retirement  beneficiaries  in  Canada,   there  were 
206  claims  through  the  end  of  1968  resulting  in  payments  totaling 
about  $34,000.     Benefits  under  this  provision  are  paid  only  to 
the  extent  that  the  amount  payable  exceeds  the  amount  payable  for 
like  services  provided  under  Canadian  law. 

DISCUSSIONS  WITH  CANADA  AND  MEXICO 

As  already  indicated,  representatives  of  the  Department  of 
Health,  Education,  and  Welfare  and  the  Department  of  State  have 
held  meetings  with  representatives  of  Canada  and  Mexico.  The 
purpose  of  these  meetings  was  to  determine  whether  there  is  any 
interest  on  the  part  of  the  other  countries  in  reciprocity  and, 
if  so,  in  what  form.     The  meetings  were  also  very  useful  in 
clarifying  the  similarities  and  differences  between  Medicare  and 


the  hospital  and  medical  care  programs  of  these  countries  and  the 
effect  that  these  might  have  on  any  cooperative  efforts.    As  a 
result  of  these  meetings,  it  is  clear  that  there  is  some  interest 
in  reciprocal  agreements  or  arrangements  on  the  part  of  both 
countries  with  the  United  States,  but  that  the  degree  of  interest 
and  the  type  of  arrangements  which  interest  them  differ. 

Mexico 

Mexico  maintains  a  social  security  medical  care  program, 
through  the  Mexican  Social  Security  Institute,  which  is  a  direct 
provider  of  hospital  and  comprehensive  medical  services  to 
covered  workers,  to  pensioners  under  their  national  pension  system 
and  to  the  dependents  of  both.     It  does  not  provide  care  for 
beneficiaries  who  are  abroad.     In  1965,  the  latest  year  for  which 
figures  are  available,  there  were  slightly  over  6.7  million 
persons  covered  for  medical  care,  of  whom  only  about  135,000 
were  pensioners.     The  program  is  effective  for  covered  persons — 
representing  about  16  percent  of  the  population-- throughout  Mexico 
and  care  is  provided  through  Government-owned-and-operated 
facilities  or,  where  these  are  not  available,  through  private 
facilities  under  contract.    Where  facilities  are  inadequate 
to  treat  a  particular  case,  there  are  provisions  for  transporting 
the  individual  to  more  adequate  facilities.     Covered  persons  are 
registered  with  a  facility  near  their  normal  residence,  and,  if 
care  is  needed  elsewhere,  provision  is  made  for  verifying 
entitlement  by  telegraph.     The  average  cost  of  a  day  in  the 
hospital  under  the  program  in  1967  was  about  $27.20. 
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The  Mexican  Government  representatives,  at  the  outset  of 
the  discussions,  appeared  interested  in  a  bilateral  treaty  under 
which  their  social  security  program  would  provide  care  to  U.S. 
citizens  in  Mexico  in  return  for  the  United  States  providing 
similar  care  to  Mexican  citizens  in  the  United  States.  They 
also  agreed  to  consider  two  more  limited  approaches  which  were 
brought  up  during  the  discussions.     One  of  these  would  be  the 
reciprocal  provision  of  services  or  payment  for  services  up  to 
the  limits  of  the  least  comprehensive  of  the  two  country  programs. 
The  other  approach  would  be  reimbursement  to  the  host  Government 
program  by  the  program  of  the  beneficiary's  Government  for  ser- 
vices provided  to  him  (up  to  the  limit  of  his  entitlement)  on  a 
reasonable  cost  or  other  equitable  basis. 

From  the  discussions  with  Mexico,  it  was  clear  that  the 
beneficiaries  that  would  be  of  primary  concern  in  any  agreement 
or  arrangement  would  be  (1)  Mexican  nationals  residing  along  the 
border  who  visit  the  United  States  and  (2)  United  States  nationals 
who  take  up  residence  in  the  interior  of  Mexico.    United  States 
citizens  who  visit  the  border  areas  in  Mexico  normally  have 
ready  access  to  adequate  facilities  in  the  United  States. 


Canada 

Two  meetings  were  held  with  Canadian  Government  representa- 
tives, one  with  National  Government  officials  and  the  other,  at 
the  invitation  of  national  officials,  with  representatives  of  all 
provincial  hospital  insurance  programs.     The  second  meeting  was 
necessary  because  the  Provincial  Governments  have  direct  responsi- 
bility for  the  administration  of  health  insurance,  and  the  National 
Government  would  not  conclude  any  international  arrangements  without 
assurances  of  the  cooperation  of  the  Provinces. 

In  Canada,  the  Hospital  Insurance  and  Diagnostic  Services 
Act,  passed  in  1957,  provides  for  a  cost- sharing  arrangement  by 
the  National  Government  with  Provinces  that  enter  into  agreements 
to  provide  certain  minimum  hospital  inpatient  and  outpatient  services. 
All  ten  Provinces  and  the  Yukon  and  Northern  Territories  participate. 
All  participating  programs  apply  to  residents,  and  most  have  a 
minimum  residence  requirement,  which  may  be  as  much  as  three  months. 
Hospital  services  appear  to  be  available  throughout  all  of  Canada, 
although  facilities  are  somewhat  limited  in  the  Maritime  Provinces 
and  more  so  in  the  Yukon  and  Northern  Territories. 

In  1966,  Canada  enacted  the  Medical  Care  Act,  which  provides 
for  National-Provincial  cost  sharing  when  a  Province  introduces  a 
nonprofit  medical  care  program  for  residents  that  conforms  to 
certain  other  national  standards.     Implementation  has  been  slow 
because  of  fiscal  and  other  difficulties  at  both  the  provincial 
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and  national  levels.  Seven  Provinces  now  have  medical  care  plans. 
Five  of  these  participate  under  the  Act.    As  of  April  1,  1969,  the 
participating  Provinces  were  British  Columbia,  Manitoba, 
Newfoundland,  Nova  Scotia  and  Saskatchewan.    The  two  non-participating 
Provinces  which  have  plans  are  Alberta  and  Ontario.     Intention  to 
participate  has  been  announced  by  Alberta,  New  Brunswick,  and  Quebec. 

The  Canadian  provincial  hospital  insurance  programs  all 
provide  benefits  to  residents  who  obtain  care  outside  Canada. 
Benefits  in  varying  amounts  are  provided  for  inpatient  emergency, 
inpatient  elective,  and  outpatient  care.     Six  Provinces  indemnify 
beneficiaries  at  fixed  per  diem  rates,  two  Provinces  and  the  two 
Territories  indemnify  at  rates  equivalent  to  those  for  similar 
service  provided  in  their  own  facilities,  and  two  Provinces  indem- 
nify against  the  full  or  a  major  portion  of  the  foreign  charges. 
In  most  instances,  the  provincial  programs  have  made  special  pro- 
vision for  four  particular  groups  of  beneficiaries  among  whom  the 
incidence  of  obtaining  care  in  the  United  States  is  high.  These 
are  unmarried  mothers,  students  who  go  to  school  in  the  United 
States,  the  dependent  wives  and  children  acquired  by  these  students 
while  in  the  United  States,  and  temporary  workers.  National 
officials  have  indicated  that,  when  the  new  Medical  Care  Act  is 
fully  implemented,  some  provision  will  also  be  made  for  reimburse- 
ment of  reasonable  charges  for  physicians'  services  to  beneficiaries 
who  obtain  services  in  the  United  States. 
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Some  Canadian  provincial  programs  are  encountering  some 
difficulties  in  providing  benefits  to  residents  who  obtain  care 
outside  of  Canada.     Some  of  these  problems  are  related  to  the  four 
special  groups  just  mentioned.     Also,  some  Provinces  have  received 
complaints  that  their  indemnities  cover  only  a  relatively  small 
portion  of  the  charges  actually  incurred  in  the  United  States,  and 
their  officials  are  disturbed  at  the  relatively  higher  charges 
being  levied  by  hospitals  here. 

A  recent  comparison  of  hospital  costs  between  Canada  and 
the  United  States,  made  by  the  Social  Security  Administration, 
showed  the  following.     In  1966,  the  average  per  diem  cost  for 
patients  in  public  general  hospitals  in  Canada  was  $C35.74  with 
averages  ranging  from  about  $C27  to  about  $C44  among  the  Provinces. 
The  average  per  diem  cost  for  patients  in  non-Federal  general 
hospitals  in  the  United  States  was  $45.46,  with  averages  ranging 
from  about  $39  to  about  $56  among  various  geographic  regions.  The 
study  also  indicates  that  per  diem  costs  in  Canada  have  been  rising 
faster  than  in  the  United  States  since  1959. 

With  respect  to  treating  persons  from  the  United  States  in 
Canada,  some  Canadian  officials  have  expressed  concern  at  the 
number  of  bad  debts  that  have  been  incurred  by  patients  from  the 
United  States.    Despite  this  problem,  however,  no  person  in  need 
of  care  is  turned  away.     Interest  was  expressed  in  any  reciprocal 
arrangement  under  Medicare  or  under  Medicaid  that  would  help  reduce 
the  number  of  bad  debts.     It  appears  that  the  Medicaid  programs  of 
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some  of  the  States  along  the  Canadian  border  already  pay  for  some 
services  provided  in  Canada,  but  only  for  cash  recipients  of 
public  assistance  who  have  an  emergency  or  whose  normal  pattern 
is  to  use  Canadian  facilities,  and  not  for  other  medically  indigent 
persons. 

In  light  of  the  problems  they  encounter,  the  Canadians  have 
shown  an  interest  in  some  type  of  cooperative  arrangement  that 
would  facilitate  the  administration  of  their  programs  in  the 
United  States  and  have  indicated  a  willingness  to  assist  the  United 
States  in  administering  Medicare  for  entitled  persons  in  Canada. 
They  have  shown  particular  interest  in  facilitating  the  exchange  of 
entitlement  information  and  information  about  physicians  charges. 
They  have  also  expressed  a  willingness  to  give  us  assurances  that 
standards  for  providers  of  services  like  those  required  under 
Medicare  are  being  enforced  in  Canada  and  are  under  continuous 
review,  and  that  persons  entitled  to  Medicare  will  be  treated  on 
an  equal  basis  with  their  own  beneficiaries. 

They  have  also  expressed  a  willingness  to  explore  cost 
reimbursement  arrangements  that  would  assure  that  payments  made  for 
services  to  Medicare  beneficiaries  in  Canada  would  be  based  on 
reasonable  cost,  and  have  expressed  some  interest  in  determining 
whether  a  similar  arrangement  for  Canadians  obtaining  care  in  the 
United  States  might  be  feasible  and  might  assist  them  in  stretching 
the  effectiveness  of  their  present    indemnities.     They  have  stated 
that,  if  and  when  the  United  States  extends  Medicare  benefits  to 
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entitled  persons  needing  care  in  Canada,  the  responsible  national 
and  provincial  officials  would  be  glad  to  discuss  and  work  out  any 
necessary  and  feasible  administrative  arrangements  to  facilitate 
the  administration  of  each  country's  program  on  the  other's 
territory. 

ALTERNATIVE  APPROACHES 

Three  basic  approaches,  and  a  wide  variety  of  variations  on 
each,  are  possible  to  meet  some  or  all  of  the  problems  mentioned. 
The  three  approaches  are  unilateral  extension  of  benefits  to  persons 
abroad,  unilateral  extension  combined  with  reciprocal  arrangements 
for  administration,  and  reciprocal  extension  of  benefits. 

Reciprocal  Extension  of  Benefits 

Of  these  three  basic  approaches,  it  would  seem  that  the 
purely  reciprocal  extension  of  benefits  would  be  the  least  desirable 
approach  because,  although  it  might  be  feasible  in  some  circumstances, 
it  would  require  a  radical  change  from  the  current  pattern  of  the 
Medicare  program,  it  could  result  in  a  highly  impractical  adminis- 
trative effort  with  respect  to  the  extent  of  the  problems  that 
exist  for  Medicare  beneficiaries,  and  it  might  nevertheless  result  in 
some  apparent,  if  not  real,  inequities. 

Reciprocal  extension  of  benefits  would  first  of  all  require 
either  ratification  of  a  formal  treaty  that  would  become  an  integral 
part  of  domestic  law  or,  alternatively,  the  enactment  of  legislative 
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authority  for  the  Executive  Branch  to  conclude  executive  agree- 
ments, in  either  case  on  a  bilateral  basis.     In  each  treaty  or 
agreement,  the  quid  pro  quo  would  have  to  take  into  account  the 
differences  in  the  domestic  programs  of  the  contracting  parties. 

In  view  of  the  major  differences  among  the  Canadian, 
Mexican  and  United  States  programs  that  have  already  been  described, 
it  would  be  necessary  either  for  the  United  States  to  offer  more 
favorable  treatment  to  some  categories  of  foreign  nationals  than 
it  gives  to  similar  domestic  categories  or,  alternatively,  to 
offer  less  protection  to  foreign  nationals  than  they  are  getting 
at  home  and,  in  the  case  of  Canada,  less  than  they  are  now  receiving 
in  the  United  States  under  their  own  program.    Medicare  in  the 
United  States  provides  benefits  only  to  those  aged  65  and  over, 
while  under  a  purely  reciprocal  extension  of  benefits,  Medicare 
might  also  be  asked  to  provide  benefits  to  younger  foreign  nationals. 
Based  on  the  discussions  with  Canada,  it  is  doubtful  that  the 
Canadians  would  be  willing  to  participate  in  any  bilateral  treaty, 
primarily  because  of  the  Constitutional  problems  it  would  involve 
for  them.     It  is  also  doubtful  that  any  realistic  basis  for  a 
quid  pro  quo  exists  between  the  United  States,  with  a  program  of 
relatively  limited  scope,  and  other  countries  with  more  comprehen- 
sive programs. 
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Unilateral  Extension  of  Benefits 

Unilateral  extension  of  benefits  to  Medicare  beneficiaries 
abroad  would  also  require  legislative  action.    The  form  that 
legislation  could  take  would  depend  first  on  whether  the  Congress 
considers  it  desirable  to  take  care  of  only  the  special  problems 
of  border  residents,  or  whether  the  problems  of  beneficiaries  not 
otherwise  protected  in  the  countries  should  also  be  considered. 

Border  Residents.     If  the  Congress  wishes  to  take  care 
only  of  the  border  residents,  an  approach  similar  to  that  of 
Amendment  No.  89  might  be  suitable.     In  the  light  of  the  previous 
comments  on  this  approach,  however,  some  modifications  to  provide 
somewhat  greater  protection  for  the  border  residents  and  to  make 
the  provisions  more  clearly  limited  to  this  group,  might  be  worth 
considering. 

Other  Persons  Abroad.    A  reasonable  case  might  be  made  for 
extending  at  least  some  Medicare  benefits  to  any  entitled  person 
who  goes  to  a  contiguous  country  regardless  of  where  his  need  for 
care  may  arise.    Amendment  No.  89  recognizes  this  in  respect  to 
residents  who  go  on  a  temporary  basis  and  require  emergency  care 
within  a  certain  geographic  area.    The  rationale  for  going  beyond 
Amendment  No.  89  would  be  that  it  might  be  difficult  in  some  cases 
to  determine  who  goes  on  a  temporary  and  who  on  a  permanent  basis, 
and  that  just  as  many  problems — albeit  different  ones--might  be 
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generated  by  drawing  an  arbitrary  line  beyond  the  border  as  by 
using  the  border  as  a  dividing  line.    Another  reason  favoring 
this  type  of  extension  might  be  that  it  removes  some  restraints 
on  freedom  of  movement  which  is  one  of  the  bases  of  friendly 
relations  between  the  United  States  and  contiguous  countries. 

A  unilateral  extension  of  a  limited  amount  of  Medicare 
benefits  to  any  entitled  person  in  a  contiguous  country  would 
probably  not  be  very  costly  primarily  because  the  numbers  of 
persons  involved  and  needing  care  would  be  relatively  small. 
The  cost  and  the  administration  of  such  a  measure  could  be 
carefully  controlled  if  the  benefits  were  paid  in  the  form  of  a 
per  diem  indemnity  or  actual  charges  if  less,  for  treatment  in  a 
hospital,  and  if  such  benefits  were  limited  to  payment  for  care 
not  otherwise  provided  under  the  program  of  the  host  country  by 
reason  of  the  beneficiary's  residence  or  citizenship  there. 

Unilateral  Extension  with  Reciprocal  Administrative  Arrangements 

This  approach  would  combine  the  relative  simplicity  of  the 
unilateral  approach  with  some  additional  features  intended  to 
protect  the  interests  of  Medicare  beneficiaries  abroad  and  to 
obtain  the  cooperation  of  the  host  government,  in  return  for  which 
the  United  States  would  offer  reciprocity  to  the  program  of  the 
host  government  along  the  same  lines.    Under  this  approach,  the 
unilateral  extension  of  Medicare  in  the  manner  already  described 
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to  entitled  persons  in  a  country  would  be  made  contingent  on  the 
conclusion  of  an  appropriate  bilateral  executive  agreement  with 
that  country  to  assure  proper  administration  of  benefits. 

Legislation  would  first  be  necessary  to  authorize  extending 
a  specific  benefit  package  to  persons  in  a  specific  category  of 
countries,  such  as  contiguous  countries,,    Benefits  could  be 
extended  on  an  indemnity  basis  or  on  a  service  basis,  but  in  either 
case  it  would  seem  desirable  to  limit  benefits  to  payment  for  any 
services  included  in  the  package  to  the  extent  that  they  are  not 
otherwise  provided  under  the  program  of  the  host  country  by  reason 
of  the  individual's  citizenship  or  residence. 

The  extension  to  entitled  persons  in  an  authorized  country 
would  then  expressly  be  made  contingent  on  the  conclusion  of  appro- 
priate arrangements  between  the  government  of  that  country  and  the 
United  States  to  assure  equal  access  to  treatment  for  Medicare 
beneficiaries  with  beneficiaries  of  the  host  country,  to  assure 
that  standards  for  providers  of  services  comparable  to  those  re- 
quired under  Medicare  are  in  force  and  are  under  continuous  review, 
to  provide  for  the  exchange  of  such  information  as  is  necessary  to 
facilitate  the  administration  of  Medicare  in  the  other  country, 
and,  if  services  are  provided,  to  provide  a  method  of  reimbursement 
for  these  services  based  on  cost  or  charges  or  some  other  equitable 
basis. 
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In  anticipation  of  the  likelihood  that  the  Government  of 
the  other  country  would  condition  its  willingness  to  enter  into 
such  arrangements  on  reciprocal  arrangements  for  their  own 
nationals  residing  or  located  in  the  United  States,  it  would  be 
desirable  that  enabling  legislation  also  authorize  the  conclusion 
of  appropriate  reciprocal  arrangements. 

As  in  any  form  of  reciprocal  arrangement,  this  approach 
would  necessitate  enlisting  the  cooperation  of  providers  of 
services  in  the  United  States.     It  would  also  involve  more 
administrative  complications  than  a  straight  indemnity  approach 
without  any  reciprocal  arrangements. 

Conclusions 

Reciprocal  agreements  between  the  United  States  and 
neighboring  nations  which  provide  for  reciprocal  treatment  of 
each  other's  beneficiaries  under  their  respective  medical  care 
programs  do  not  appear  feasible  at  the  present  time.  Unilateral 
extension  of  Medicare  does,  however,  appear  to  be  feasible.  If 
desired,  unilateral  extension  could  be  limited  to  Medicare  bene- 
ficiaries who  are  border  residents  or  could  apply  to  Medicare 
beneficiaries  anywhere  in  contiguous  countries.    Unilateral  ex- 
tension could  be  accomplished  with  or  without  reciprocal  administra- 
tive arrangements. 
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Introduction 

Financing  the  costs  of  medical  care  is  one  of  the  foremost  domestic  problems 
in  the  United  States  today.  During  the  past  40  years  there  have  been  attempts 
at  both  the  National  and  the  State  level  to  enact  governmental  health  insurance 
legislation  in  the  United  States.  Arguments  against  public  medical  care  plans 
tend  to  revolve  about  problems  of  possible  governmental  control  of  medical 
practice,  the  interposition  of  a  barrier  in  the  doctor-patient  or  hospital-patient 
relationship,  and  interference  with  the  freedom  of  choice  of  physician  or  hos- 
pital on  the  part  of  the  patient.  Proponents  of  national  health  insurance  argue 
that  it  is  through  some  nationwide  insurance  system,  applicable  to  our  entire 
population,  that  the  economic  burden  of  illness  can  be  met  and  a  desirable 
degree  of  utilization  attained  of  what  medical  science  has  to  offer  for  the  pro- 
motion and  preservation  of  a  healthy  nation. 

In  recent  years  widespread  attention  has  been  given  to  bills  now  pending  in 
Congress  1  to  provide  health  insurance  benefits  to  social  security  beneficiaries. 
This  proposal  has  renewed  controversies  about  the  role  of  Government  in  financ- 
ing medical  care  costs.  In  the  fiscal  year  1958,  all  health  and  medical  expendi- 
tures in  the  United  States  were  $22.7  billion.  2  The  share  of  these  expenditures 
met  from  private  funds  in  the  calendar  year  was  $16.4  billion.  This  amounted 
to  $95  for  each  person  in  the  Nation  and  was  equivalent  to  5.2  percent  of  dis- 
posable personal  income.  A  most  significant  development  is  that  the  proportion 
of  disposable  personal  income  spent  for  medical  care  has  grown  from  4  percent 
in  1948  to  5.2  per  cent  in  1958.  3 

A  phenomenal  growth  in  voluntary  health  insurance  has  occurred  in  this 
country  during  the  last  20  years.  The  number  of  persons  having  some  form  of  pro- 
tection against  hospital  expenses  as  of  the  end  of  1958  was  123  million  ;  111 
million  persons  were  covered  by  insurance  for  surgical  expenses;  75  million 
had  regular  medical  "in  hospital"  expense  coverage,  and  17  million  had  "major 
medical  expense  coverage."  4 

While  the  coverage  provided  by  the  various  health  insurance  companies  and 
prepayment  plans  has  become  increasingly  important  to  our  population  and  is  con- 
tinuing to  grow,  the  benefits  paid  through  voluntary  insurance  in  1956  accounted 
for  only  about  25  percent  of  the  total  medical  bill  of  the  Nation.  The  proportion 
of  hospital  services  being  met  by  insurance  is  substantially  larger  than  that  for 
physicians'  services ;  the  proportions  being  about  55  percent  and  32  percent, 
respec  tively.5  Many  voluntary  health  insurance  plans  appear  to  have  difficulty 
reaching  those  segments  of  our  population  which  need  the  coverage  the  most 
(i.e.,  the  aged,  rural,  and  low-income  groups)  under  present  financing 
arrangements. 

At  the  same  time  that  voluntary  health  insurance  has  been  increasing,  public 
expenditures  for  health  and  medical  care  havealso  been  growing.  In  1929  public 
expenditures  represented  9.5  percent  of  all  personal  health  care  expenditures ; 
in  1958,  this  had  grown  to  21.2  percent.6 


1  The  Forand  bill.  H.R.  4700,  is  pending  in  the  House  Committee  on  Ways  and  Means. 
The  Kennedy-Hart  bill,  S.  2915,  is  pending  in  the  Senate  Committee  on  Finance.  Approx- 
imately 20  similar  bills  introduced  by  other  Members  of  Congress  are  also  pending. 

2  Ida  C.  Merriam,  "Social  Welfare  Expenditures,  1957-5S,"  Social  Security  Bulletin, 
October  1959.  p.  S. 

3  Agnes  W.  Brewster,  "Voluntary  Health  Insurance  and  Medical  Care  Expenditures, 
1948-5S,"  Social  Security  Bulletin,  December  1959,  pp.  4-5  and  9. 

*  Source  Book  of  Health  Insurance  Data,  1959.  Health  Insurance  Institute,  New  York, 
1959,  p.  11. 

6  Brewster,  op.  cit. 

*  Merriam,  op.  clt. 


An  important  consideration  in  the  determination  of  the  means  by  which  medical 
care  needs  can  best  be  met  is  the  opinion  of  the  consumer  of  this  care.  Several 
surveys  on  health  insurance  coverage  have  been  made  in  the  past.  In  this  paper 
we  present  the  findings  of  a  national  and  a  local  survey  as  they  relate  to  opinions 
concerning  governmental  participation  in  the  provision  of  medical  care  at  low  cost 
from  doctors  and  hospitals. 

The  data  reported  in  this  paper  are  taken  from  two  surveys  conducted  in  late 
1956  and  early  1957.  The  first  study  used  a  national  sample  of  all  U.S.  residents 
21  years  old  or  older.  The  second  study  was  based  on  a  sample  of  all  adult 
residents  of  Wayne  County  (Detroit),  Mich. 

The  authors  do  not  claim  that  this  paper  represents  a  comprehensive  analysis 
of  public  attitudes  toward  governmental  assistance  in  meeting  the  costs  of  medical 
care.  Moreover,  neither  of  the  above  studies  was  solely  an  investigation 
of  this  issue.  Both  investigations  included  an  identical  series  of  questions 
which  dealt  with  attitudes  toward  the  role  of  the  National  Government  with 
respect  to  medical  expenses.  It  is  the  authors'  hope  that  an  analysis  of  these 
data  may  provide  some  useful  insights  on  the  way  in  which  Americans  as  a  whole 
and  the  residents  of  a  single  large  metropolitan  community  view  this  issue. 
The  authors  realize  that  attitudes  on  this  issue  may  be  subject  to  change.  How- 
ever, these  data  are  the  most  recent  available  to  us  and  may  provide  a  bench- 
mark for  future  studies. 

The  methodological  details  of  this  research  and  the  specific  questions  which 
were  used  in  both  surveys  are  described  at  the  end  of  this  report.  The  remainder 
of  the  paper  presents  some  general  conclusions  of  the  analysis  and  then  dis- 
cusses some  of  the  detailed  findings.  The  conclusions  presented  are  based  on 
the  tables  which  are  included  at  the  end  of  the  report. 

General  Conclusions 

A  majority  of  adults  in  both  the  United  States  as  a  whole  and  in  greater 
Detroit  favor  governmental  assistance  in  the  provision  of  low-cost  medical  care. 
In  view  of  earlier  research,  this  finding  is  not  surprising.  Several  national 
studies7  and  a  1952  survey  of  greater  Detroit8  have  shown  general  support 
for  some  form  of  governmental  action  in  the  field  of  medical  care. 

A  significant  proportion  of  the  population  have  no  opinion  as  to  the  principle 
or  extent  of  governmental  participation.  In  view  of  the  pervasiveness  of  medical 
care  needs  this  lack  of  knowledge  should  be  of  public  concern.  Among  those  who 
do  have  an  opinion,  however,  a  slightly  larger  number  would  increase  govern- 
mental aid  than  believe  the  current  level  of  aid  is  correct.  Very  few  adults  feel 
that  governmental  aid  should  be  reduced. 

Both  surveys  indicate  that  among  most  of  the  general  public  the  positions 
of  the  two  major  political  parties  on  the  role  of  Government  in  medical  care  are 
difficult  to  distinguish.  Many  persons  either  do  not  know  which  party  is  closest 
to  their  own  views  on  the  issue,  or  believe  that  both  the  Republicans  and  the 
Democrats  are  equally  close. 

Summary  of  Major  Findings 
I 

A  MAJORITY  OF  THE  AMERICAN  PEOPLE  AND  THE  RESIDENTS  OF  WAYNE  COUNTY  FAVOR 
GOVERNMENTAL  ACTION  TO  HELP  FINANCE  LOW-COST  MEDICAL  CARE 

Some  55  percent  of  all  adults  in  the  United  States  believe  the  Government 
ought  to  help  people  get  doctors  and  hospital  care  at  low  cost ;  25  percent  oppose 
such  action  ;  and  20  percent  are  not  sure  or  have  no  opinion  on  this  issue.  Stated 
somewhat  differently,  of  those  Americans  who  express  a  specific  attitude,  two 
persons  are  in  favor  of  such  Government  support,  for  every  one  who  is  opposed. 

As  compared  with  the  United  States  as  a  whole,  Detroiters  are  somewhat 
more  likely  to  be  in  favor  of  the  principle  of  governmental  assistance  (64  per- 


7  For  a  summary  of  some  earlier  public  opinion  polls,  see  Hadley  Cantril,  ed.,  Public 
Opinion.  1935-^6,  Princeton  University  Press,  1951,  pp.  439-443. 

8  In  1952  a  representative  sample  of  Greater  Detroit's  residents  were  asked  :  "Do  you 
think  that  national  health  insurance  is  a  good  thing  or  a  bad  thing  for  the  country?"  At 
this  time,  one-half  of  the  Detroiters  thought  it  was  "good"  or  "very  good"  ;  10  percent 
said  it  was  "fair"  ;  and  40  percent  said  it  was  "bad"  or  "very  bad."  These  data  were 
collected  by  the  University  of  Michigan's  Detroit  area  study. 


cent).  They  also  are  less  likely  to  be  unsure  of  how  they  stand  on  the  matter, 
or  to  have  no  opinion  at  all. 

II 

A  SUBSTANTIAL  PROPORTION  OF  THE  AMERICAN  PEOPLE  BELIEVE  PRESENT  GOVERNMENTAL 
AID  FOR  MEDICAL  CARE  IS  NOT  ENOUGH 

ONLY  A  VERY  SMALL  PROPORTION  OF  PERSONS  EXPRESSING  AN  OPINION  BELIEVE  PRESENT 
GOVERNMENTAL  AID  FOR  LOW-COST  MEDICAL  CARE  IS  TOO  MUCH 

One  out  of  every  three  adult  Americans  feels  that  the  present  extent  of 
governmental  aid  in  meeting  medical  costs  is  not  enough.  Only  2  percent  of  our 
adult  population  believe  the  Government  is  already  going  too  far  with  such 
assistance.  Almost  one  out  of  every  four  adults  states  that  the  present  level  of 
assistance  is  about  right.  And  fully  4  out  of  every  10  persons  have  no  opinion 
on  the  subject,  or  don't  know. 

Of  those  who  express  an  opinion,  not  quite  6  out  of  every  10  Americans  appear 
to  be  in  favor  of  greater  governmental  participation,  while  no  more  than  3  per- 
cent believe  the  Government  is  already  providing  too  much  aid  in  meeting  the 
costs  of  medical  care.  The  remaining  39  percent  are  satisfied  with  the  present 
extent  of  governmental  assistance. 

Wayne  County  is  quite  similar  to  the  Nation  as  a  whole  in  the  proportion  of 
its  residents  who  feel  the  Government  is  not  now  going  far  enough.  Detroiters, 
however,  tend  to  be  more  likely  to  approve  of  the  present  level  of  governmental 
assistance  than  are  the  Americans  .in  general.  Conversely,  the  national  popula- 
tion is  much  more  likely  to  have  no  opinion  on  this  issue  than  are  Wayne  County 
residents. 

Ill 

ACED  PERSONS  IN  THE  UNITED  STATES  OVERWHELMINGLY  FAVOR  GOVERNMENT  AID  FOR 

LOW-COST  MEDICAL  CARE 

Over  6  out  of  every  10  Americans  aged  65  or  older  favor  governmental  aid  for 
low-cost  medical  care.  In  the  age  group  21-34,  the  proportion  is  50  percent.  The 
likelihood  of  favoring  assistance  consistently  increases  with  age.  It  should  be 
noted,  however,  that  the  proportion  favoring  governmental  aid  is  at  least  50 
percent  or  more  for  every  age  group. 

The  results  for  the  United  States  are  as  follows : 


Attitudes  toward  the  principle  of  governmental  assistance 


Age  group 

Favor 

Oppose 

Not  sure;  no 

Total 

Number  of 

opinion 

cases 

Percent 

Percent 

21  to  34  -  

50 

27 

23 

100 

576 

35  to  44._    - 

53 

28 

19 

100 

485 

45  to  54..-   

57 

27 

16 

100 

367 

55  to  tj4    

56 

25 

19 

100 

257 

65  and  older  .  --- 

63 

15 

22 

100 

229 

It  is  significant  that  the  general  results  presented  above  are  similar  to  those 
of  an  independent  survey  taken  in  1957  by  the  National  Opinion  Research 
Center  of  the  University  of  Chicago  in  cooperation  with  the  Health  Informa- 
tion Foundation."  In  the  NORC  study,  Dr.  Ethel  Shanas  reported  that  a 
majority  of  aged  respondents  (54  percent)  declared  themselves  in  favor  of 
Government  insurance  paying  doctor  and  hospital  bills ;  a  somewhat  smaller 
proportion  (43  percent)  of  the  older  population  were  not  in  favor  of  this. 
Only  3  percent  of  the  sample  used  in  the  Shanas  research,  however,  had  no 
opinion  on  this  issue. 

Older  residents  with  large  medical  care  requirements  clearly  would  benefit 
from  any  governmental  program.  The  relationship  between  increasing  age 
and  increased  approval  of  governmental  aid  which  is  discussed  above  is 
therefore  not  surprising.    Of  perhaps  more  interest,  however,  is  the  absence 


9  "Voluntary  Health  Insurance  Among  the  Aged,"  Health  Information  Foundation,  New 
York,  January  1959,  p.  5.    Progress  in  Health  Services,  vol.  VIII,  No.  1. 


of  this  relationship  in  Wayne  County.  Detroiters  over  65  years  old  are  no 
more  likely  than  are  very  young  adults  to  be  in  support  of,  or  in  opposition 
to,  the  principle  of  governmental  assistance  in  meeting  medical  costs.  How- 
ever, since  the  proportion  of  all  persons  under  age  65  in  the  Detroit  area 
ifavoring  governmental  aid  was  higher  than  those  in  comparable  ages  in  the 
entire  United  States,  it  may  be  reasonable  to  assume  that  a  60  to  63  percent 
favorable  response  represents  the  effective  limit  to  favorable  opinion  on  this 
subject.  It  should  also  be  noted  that  the  proportion  without  an  opinion  or 
not  sure  in  the  Detroit  area  was  somewhat  less  than  that  for  the  country  as 
a  whole. 

There  is  a  tendency  for  political  "conservatism"  to  increase  with  age  in 
the  Detroit  area  as  elsewhere.  The  substantial  proportion  of  the  older  groups 
in  favor  of  some  governmental  participation  in  medical  care  is  thus  of  sig- 
nificance. It  indicates  that  older  persons  who  might  otherwise  favor  a  smaller 
role  for  Government  in  general  make  an  important  exception  to  this  principle 
when  it  comes  to  financing  medical  care  costs. 

IV 

SOCIOECONOMIC   STATUS   AND   OPPOSITION   TO  GOVERNMENTAL  AID  ARE  DIRECTLY 

BELATED 

High  income  groups,  persons  with  higher  occupational  status,  and  Ameri- 
cans with  a  large  amount  of  formal  education  are  much  more  likely  to  be  in 
opposition  to  the  principle  of  governmental  assistance  in  meeting  medical  costs 
than  are  persons  at  the  lower  income,  occupational,  and  educational  levels. 
This  relationship  holds  both  for  the  United  States  as  a  whole  and  the  greater 
Detroit  area. 

The  tendency  for  lower  socioeconomic  groups  to  be  highly  supportive  of 
the  principle  of  assistance  is  not  unexpected ;  these  population  groups  undoubt- 
edly would  receive  the  greatest  improvement  in  the  extent  of  medical  care 
obtained  from  this  type  of  governmental  activity.  The  magnitude  of  the 
variation  by  socioeconomic  status  is  sizable  however.  For  example,  one- 
tenth  of  the  adults  in  Wayne  County  with  less  than  an  eighth  grade  education 
are  against  such  assistance ;  residents  who  have  had  some  college  experience 
are  almost  five  times  more  likely  to  be  opposed  to  governmental  aid. 

V 

AMONG  THE  MIDDLE  SOCIOECONOMIC  GROUPS  THE  PRINCIPLE  OF  GOVERNMENTAL 
AID  HAS  WIDE  ACCEPTANCE 

Both  nationally  and  in  greater  Detroit,  the  "middle  class"  levels  of  the 
population  are  much  more  likely  to  favor  than  to  oppose  governmental  partici- 
pation in  medical  care  plans.  In  fact,  majority  opposition  to  the  principle  of 
governmental  assistance  appears  only  among  those  residents  of  Wayne  County 
whose  incomes  exceeded  $10,000  in  1956.  Slightly  less  than  one-half  of  even 
the  college-educated  adults  in  the  United  States,  or  in  just  Wayne  County,  do 
not  believe  that  the  Government  should  help  people  obtain  low  cost  medical 
treatment.  Among  the  professional  and  managerial  group,  opinions  were 
about  equally  divided  as  to  whether  they  favor  or  oppose  such  aid. 

VI 

THE    NATION'S    FARMERS    ABE    IN    STRONG    SUPPORT    OF    GOVEBN  MENTAL    AID  FOB 

MEDICAL  CARE 

Nearly  two  out  of  every  three  farmers  in  the  United  States  state  that  they 
are  in  favor  of  governmental  aid.  Farmers  are  at  least  as  much  in  support 
of  this  principle  as  are  urban  workers. 

VII 

THE   TENDENCY    TO   FAVOR   GREATER  GOVERNMENTAL   AID   DECREASES  WITH 
INCREASING    SOCIO-ECONOMIC  STATUS 

When  only  those  Americans  who  have  an  opinion  on  the  matter  are  con- 
sidered, a  majority  of  the  lower-  and  middle-socio-economic  groups  support 
greater  governmental  assistance ;  in  contrast,  about  one-third  of  those  Ameri- 


cans  with  a  1956  income  in  excess  of  $10,000  believe  greater  assistance  is  desir- 
able. However,  only  11  percent  of  the  nation's  high  income  population  feel 
that  as  of  now  the  governmental  assistance  in  this  area  is  excessive.  The 
comparable  proportion  for  Detroit  is  16  percent. 

VIII 

AN   EXTREMELY  LARGE   MAJORITY   OF   NEGROES   ARE  IN   FAVOR  OF 
GOVERNMENTAL  ASSISTANCE 

The  generally  lower  socio-economic  position  of  Negroes,  as  compared  to  whites, 
is  consistent  with  the  strong  support  which  members  of  this  race  give  to  govern- 
mental participation  in  medical  care  plans.  In  the  United  States,  and  in 
Wayne  County,  8  out  of  every  10  Negro  adults  are  in  favor  of  governmental  aid. 

IX 

SLIGHTLY   MORE  REPUBLICANS  FAVOR  GOVERNMENTAL  AID  THAN   OPPOSE  IT  J 
AT  LEAST  THREE  TIMES   AS  MANY   DEMOCRATS  FAVOR  IT  AS   OPPOSE  IT 

Political  party  preference  is  strongly  correlated  with  attitudes  toward  govern- 
mental assistance  in  meeting  the  costs  of  medical  care.  Republicans  in  the 
Nation  and  in  Detroit  are  considerably  more  likely  than  Democrats  to  be  in 
opposition  to  aid.  Even  among  the  Republicans,  however,  the  number  of  sup- 
porters of  this  principle  is  slightly  larger  than  the  number  of  opponents.  But 
Democrats,  either  in  Wayne  County  specifically  or  in  the  Nation  as  a  whole,  are 
much  more  likely  to  approve  than  to  disapprove  governmental  assistance.  It 
may  also  be  noted  that  among  those  with  an  opinion  a  rather  large  minority 
of  Republicans  (43  percent  in  the  United  States  and  37  percent  in  Wayne 
County)  feel  that  the  present  extent  of  governmental  aid  in  meeting  the  costs 
of  medical  care  is  not  enough. 

There  is  not  much  significant  difference  by  party  preference  with  respect  to 
those  who  believe  Government  aid  is  excessive.  Seven  percent  of  the  Republi- 
cans in  the  Nation  think  present  governmental  aid  for  medical  care  is  too  much, 
compared  with  4  percent  of  the  Democrats. 

X 

THE  AMERICAN   PEOPLE  DO  NOT  THINK   OF  GOVERNMENTAL  AID  FOR  MEDICAL 
CARE    AS    A    PARTISAN    POLITICAL  ISSUE 

Even  though  the  political  preference  of  an  individual  is  strongly  associated 
with  attitudes  toward  governmental  aid  in  this  field,  an  overwhelming  majority 
of  Americans,  7  out  of  every  10,  either  do  not  know  which  party  is  closest  to 
their  own  position,  or  feel  that  the  Republicans  and  the  Democrats  are  equally 
close.  Fifteen  percent  of  the  adults  believe  that  the  Democratic  Party  best 
represents  their  position  on  the  issue;  and  a  somewhat  smaller  proportion  (11 
percent)  feel  that  the  Republican  Party  is  closest  to  their  wishes.  Thus,  one- 
quarter  of  the  Nation's  population  can  clearly  distinguish  between  the  Republi- 
can Party  or  the  Democratic  Party  on  this  issue,  and  about  one-half  of  the 
adults  in  the  United  States  either  do  not  know  or  have  no  opinion  as  to  which 
party  is  closest  to  their  own  wishes.  These  findings  for  the  Nation  apply 
almost  equally  well  when  only  the  Detroit  area  is  considered. 

In  almost  every  socio-economic  and  demographic  segment  of  the  population, 
the  most  common  response  of  those  who  have  an  opinion  on  the  subject  is  that 
no  difference  is  discernible  between  the  Republican  and  the  Democratic  positions 
on  medical  care  programs.  There  is  some  evidence  that  adults  at  the  upper 
income  and  educational  levels  are  closer  to  the  Republican  Party  on  this  issue 
than  are  others ;  conversely,  lower  socio-economic  groups  tend  to  favor  the 
Democratic  Party's  position  to  a  greater  extent.  The  major  conclusion  seems 
clear,  nonetheless :  Most  Americans  do  not  perceive  medical  care  programs  as 
an  important  partisan  political  issue. 

XI 

A  SIGNIFICANT  PROPORTION  OF  THE  AMERICAN  PEOPLE  SAY  THEY  ARE  NOT  SURE  OR 
DON'T  HAVE  AN  OPINION  ABOUT  GOVERNMENTAL  AID  FOR  MEDICAL  CARE 

Twenty  percent  of  all  Americans  say  they  are  not  sure  or  have  no  opinion  with 
respect  to  governmental  aid  in  meeting  medical  costs ;  about  40  percent  have  no 


opinion  or  are  not  sure  as  to  the  extent  of  governmental  aid.  When  asked 
"Are  the  Republicans  or  the  Democrats  closer  to  what  you  want  on  this  ques- 
tion, or  are  they  about  the  same?"  About  one  out  of  every  two  Americans 
either  has  no  opinion  or  is  not  sure  of  his  position.  The  residents  of  Wayne 
County  generally  are  more  likely  to  state  an  opinion  on  this  issue  than  are  all 
adults  in  the  United  States. 

XII 

A  SUBSTANTIAL  MAJORITY  OF  PEOPLE  IN  THE  SOUTH  FAVOR  GOVERNMENTAL  AID  FOB 

MEDICAL  CARE 

Sixty-two  percent  of  all  persons  in  the  South  favor  governmental  aid  in  meet- 
ing medical  care  costs ;  21  percent  of  the  southerners  are  opposed.  The  North- 
east region  of  the  United  States  is  very  similar  to  the  South  in  this  respect. 
In  the  Midwest  and  Far  West,  almost  one-half  of  the  adults  support  the  prin- 
ciple of  governmental  assistance,  while  30  and  27  percent,  respectively,  are  in 
opposition. 

In  all  regions  of  the  country,  from  29  to  38  percent  of  the  population  believe 
that  the  present  level  of  governmental  aid  is  not  adequate.  No  more  than  1  to  3 
percent  of  the  residents  of  each  region  feel  that  the  Government  is  already 
providing  too  much  assistance. 

Sources  of  Data 

The  data  reported  here  were  collected  as  a  part  of  two  larger  investigations. 
Information  dealing  with  the  national  population  was  obtained  by  the  political 
behavior  program  of  the  Survey  Research  Center.  The  facilities  of  the  Detroit 
Area  Study,  an  organization  associated  with  the  University  of  Michigan's  De- 
partment of  Sociology  and  the  Survey  Research  Center,  were  used  in  the  inves- 
tigation in  Wayne  County. 

The  national  survey  was  carried  out  in  1956  and  completed  shortly  before 
the  presidential  election  of  that  year.  This  research  employed  a  probability 
sample  of  all  adults  in  the  United  States.  The  data  from  the  national  study 
which  are  reported  here  constitute  only  a  very  small  part  of  that  undertaking. 
A.  comprehensive  analysis  of  this  investigation  will  be  available  shortly  in  "The 
American  Voter,"  by  Angus  Campbell,  Philip  Converse,  Warren  Miller,  and 
Donald  Stokes.    We  are  indebted  to  these  authors  for  the  use  of  their  data. 

The  Detroit  Area  Study's  survey  was  completed  in  early  1957,  shortly  after 
the  national  survey.  This  research  used  a  probability  sample  of  all  adult  resi- 
dents of  Wayne  County.  Similar  to  the  national  study,  the  Wayne  County  data 
discussed  here  only  a  small  segment  from  a  larger  study  of  political  behavior 
in  Greater  Detroit.  Prof.  Daniel  Katz  and  Samuel  Eldersveld  are  analyz- 
ing the  results  of  this  survey.  We  wish  to  express  our  appreciation  for  the  use 
of  their  data. 

Both  the  national  survey  and  the  Wayne  County  survey  used  a  fixed-address 
sample  designed  by  the  sampling  section  of  the  Survey  Research  Center.  In 
these  investigations  interviewers  were  assigned  specific  addresses  at  which  to 
call.  The  respondent  at  each  selected  dwelling  was  chosen  at  random  by  a 
procedure  over  which  the  interviewer  had  no  control.  Substitution  of  dwelling 
unit  or  respondent  was  not  permitted.  Checks  with  U.S.  Census  data  and  with 
other  independent  criteria  indicate  that  the  samples  are  representative  of  their 
respective  research  universes. 

Differences  in  proportions  which  are  specifically  mentioned  in  the  text  are 
statistically  significant  at  the  5  percent  level  or  better. 

The  Questions  Used 

The  three  questions  relating  to  medical  care  used  in  these  surveys  are  as 
follows : 

1.  "Now  I  would  like  to  talk  to  you  about  things  that  our  Government  might 
do.  Of  course,  different  things  are  important  to  different  people,  so  we  don't 
expect  everyone  to  have  an  opinion  about  all  of  these.  First:  The  Government 
ought  to  help  people  get  doctors  and  hospital  care  at  low  cost.  Do  you  have 
an  opinion  on  this,  or  not?"  If  the  respondent  had  an  opinion,  he  was  asked: 
"Do  you  think  the  Government  should  do  this,  or  not?" 

2.  Respondents  with  opinions  on  question  1  were  then  asked :  "On  the  ques- 
tion of  the  Government  helping  people  get  docrors  and  hospital  care  at  low 
cost,  is  the  Government  going  too  far,  doing  less  than  it  should,  or  what?" 


3.  Again,  respondents  with  an  opinion  on  question  1  were  asked :  "Would 
the  Democrats  or  the  Republicans  be  closer  to  what  you  want  on  this  issue,  or 
wouldn't  there  be  any  difference?" 

The  use  of  terms  such  as  "compulsory  health  insurance,"  "socialized  medi- 
cine," or  "socialism"  was  purposely  avoided  in  the  wording  of  the  questions 
in  these  surveys.  The  amount  of  controversy  which  has  centered  on  these  con- 
cepts in  the  past  indicated  that  their  use  in  a  study  of  this  type  would  not 
aid  in  any  analysis  of  the  medical  care  problem.  It  was  noted  in  the  Detroit 
Area  Study's  survey  whether  or  not  the  respondent  used  terms  such  as  the 
above ;  14  percent  of  the  Detroit  residents  spontaneously  employed  the  term 
"socialism"  or  "socialized  medicine"  in  answering  the  question.  Almost  all  of 
those  Detroiters  who  used  these  labels  were  in  decided  opposition  to  govern- 
mental participation. 

Moreover,  it  appears  that  many  Americans  simply  do  not  know  what  the 
term  "socialized  medicine"  means.  In  a  national  poll  taken  by  the  Gallup  or- 
ganization in  February  1949,  respondents  were  asked  what  the  term  "socialized 
medicine"  meant  to  them.  About  40  percent  didn't  know,  gave  no  answer,  or 
gave  incorrect  or  vague  answers.10  Moreover,  of  those  replying  to  a  question  of 
whether  they  would  approve  or  disapprove  of  socialized  medicine  for  this  coun- 
try, nearly  as  many  said  they  approved  it  as  said  they  disapproved  it.  These 
data  indicate  that  "socialized  medicine"  is  neither  as  widely  understood  nor  as 
widely  opposed  as  its  opponents  believe  it  to  be. 


Table  1. — Attitudes  toward  governmental  aid  in  meeting  medical  costs,  for  the 
adult  population  of  the  United  States,  1956;  and  Wayne  County  (Detroit), 
1957 


Attitudes  toward  governmental  aid 

United  States 

Wayne 
County 

Regions  of  the  United  States 

U.S. 
total 

Mid- 
west 

North- 
east 

Far 
West 

South 

Favor  -  -    

Percent 
49 
21 
30 

(') 

Percent 
58 
19 
23 

0) 

Percent 
48 
25 
27 

Percent 
62 
17 
21 

Percent 

55 
20 
25 

(') 

Percent 
63 
12 
23 
2 

Not  sure,  no  opinion...   

Oppose   

Not  ascertained   

Total     

100 

100 

100 

100 

100 

100 

Number  of  cases   

598 

492 

271 

566 

1,927 

860 

1  Less  than  0.5  percent. 


10  Gallup  Survey  No.  437,  Feb.  9,  1949.  Results  obtained  from  the  Roper  Public  Opinion 
Research  Center,  Williams  College,  Williamstown,  Mass. 


Table  2. — Attitudes  toward  governmental  aid  in  meeting  medical  costs,  oy 
selected  characteristics  of  the  adult  population  of  the  United  States  and  Wayne 
County  {Detroit) 


Attitudes  toward  governmental  aid  for  medical  costs 

Selected  characteristics 

N"ot  sur© 

Not 

"NT 

Favor 

HP  opin~ 

OnnfKfl 

Total 

Der  ol 

taineci 

cases 

INCOME  OF  FAMILY  HEAD 

United  States: 

Percent 

P^riVn  / 
J  ci  lc ni 

sereejit 

x e  TceTit 

Under  $2,000     

65 

24 

n 

(') 

100 

360 

$2  000  to  $3  999 

60 

19 

21 

(') 

100 

454 

$4  000  to  $5,999 

50 

20 

30 

100 

568 

$6,000  to  $9,999   

47 

16 

37 

100 

276 

37 

19 

44 

100 

112 

Wayne  County: 

Under  $2  000 

70 

12 

15 

3 

100 

105 

$2  000  to  $3  999 

68 

15 

12 

inn 

1  Ql 
161 

69 

10 

19 

2 

100 

289 

$6,000  to  $9,999    

59 

16 

25 

100 

235 

$10  000  and  over 

33 

4 

61 

2 

100 

67 

EDUCATION 

United  States: 

8  years  or  less 

69 

19 

12 

0) 

100 

604 

g  to  11  years                      ......  -. 

58 

22 

20 

100 

394 

12  years 

50 

20 

30 

(0 

100 

568 

34 

20 

46 

100 

OOU 

Wayne  County: 

77 

g 

10 

5 

100 

271 

9  to  11  years   

64 

16 

19 

I 

inn 

205 

58 

16 

25 

1 

100 

243 

Some  college  --  

42 

g 

48 

100 

139 

RACK 

United  States* 

White    

53 

20 

27 

V) 

100 

1,  /OO 

80 

17 

3 

100 

163 

W  ayne  County: 

White   

59 

13 

26 

2 

100 

712 

Negro 

82 

g 

100 

I'll 

OCCUPATION  OF  FAMILY  HEAD 

United  States: 

Operatives,  service  workers,  laborers.. 

60 

23 

17 

lv 

100 

656 

ki; 

00 

on 

OK 

100 

280 

Clerical,  sales,  kindred  workers  

K9 
D£ 

1  c 

ID 

30 

100 

193 

Professionals,  proprietors,  managers. 

nfTi  male 

AO 

•jo 
oo 

100 

469 

64 

13 

23 

W 

inn 

1  07 

iy* 

Wayne  County: 

y 

10 

flncra t  i  vt><z  cprvlpp  wnfVpr^  lftliorpr*; 

77 

1 

100 

310 

Craftsmen  foremen 

15 

20 

3 

100 

245 

Clerical  sales  kindred  workers 

58 

14 

24 

4 

100 

94 

Professionals,  proprietors,  managers, 

46 

13 

40 

100 

189 

SEX 

United  States: 

57 

17 

26 

c) 

100 

868 

53 

22 

25 

(0 

100 

1,058 

Wayne  County: 

9 

19 

69 

3 

100 

406 

57 

15 

26 

2 

100 

448 

AGE  (IN  YEARS) 

United  States: 

50 

23 

27 

0) 

100 

576 

53 

19 

28 

(') 

100 

485 

57 

16 

27 

100 

367 

56 

19 

25 

(0 

100 

257 

63 

22 

15 

(') 

100 

229 

Wayne  County: 

66 

20 

21  to  34    - 

14 

(') 

100 

294 

61 

10 

27 

.  2 

100 

200 

01 

14 

25 

100 

161 

61 

15 

IS 

6 

100 

122 

62 

5 

24 

9 

100 

76 

1  Less  than  0.5  percent. 


Table  2. — Attitudes  toward  governmental  aid  in  meeting  medical  costs,  by 
selected  characteristics  of  the  adult  population  of  the  United  States  and  Wayne 
County  (Detroit) — Continued 


Attitudes  toward  governmental  aid  for  medical  costs 


Selected  characteristics 

Not  sure, 

Not 

Num- 

Favor 

no  opin- 

Oppose 

ascer- 

Total 

ber  of 

ion 

tained 

cases 

POLITICAL  PREFERENCE 

United  States: 

Percent 

Percent 

Percent 

Percent 

Percent 

43 

22 

35 

(') 

100 

550 

63 

18 

19 

(') 

100 

831 

Wayne  County: 

44 

16 

38 

2 

100 

253 

75 

10 

12 

3 

100 

428 

'  Less  than  0.5  percent. 


Table  3. — Attitudes  toward  the  present  extent  of  governmental  aid  in  meeting 
medical  costs  for  the  adult  population  of  the  United  States  and  Wayne  County 
(Detroit) 


Present  governmental  aid  is — 

United  States 

Regions  of  the  United  States 

U.S. 
total 

Wayne 
County 

Midwest 

Northeast 

Far  West 

South 

Don't  know,  no  opinion   

Percent 
32 
26 

3 
38 

1 

Percent 
38 
23 

2 
36 

1 

Percent 
29 
14 
1 
56 

Percent 
33 

23 
2 

4! 

Percent 
34 
23 
2 
41 

0) 

Percent 
37 
32 

5 
23 

3 

Total  -  — 

100 

100 

100 

100 

100 

100 

598 

492 

271 

566 

1,927 

860 

>  Less  than  0.5  percent. 


Table  4. — Attitudes  toward  the  present  extent  of  governmental  aid  in  meeting 
medical  costs,  by  selected  characteristics  of  the  adult  population  of  the  United 
States  and  Wayne  County  (Detroit)  who  have  opinions  on  the  topic 


Present  governmental  aid  is— 

Selected  characteristics 

Not 

About 

Too 

Total 

Number 

enough 

right 

much 

of  cases 

INCOME  OF  FAMILY  HEAD 

United  States: 

Percent 

Percent 

Percent 

Percent 

Under  $2,000  - 

64 

33 

3 

100 

181 

64 

33 

3 

100 

248 

58 

37 

5 

100 

358 

$6,000  to  $9,999   

46 

51 

3 

100 

194 

35 

54 

11 

100 

71 

Wayne  County: 

37 

100 

Under  $2,000..     

57 

6 

63 

46 

52 

2 

100 

96 

54 

43 

3 

100 

217 

54 

37 

9 

100 

185 

20 

64 

16 

100 

50 

Table  4. — Attitudes  toward  the  present  extent  of  governmental  aid  in  meeting 
medical  costs,  by  selected  characteristics  of  the  adult  population  of  the  United 
States  and  Wayne  County  {Detroit)  who  have  opinions  on  the  topic — Con. 


Selected  characteristics 


Present  governmental  aid  is- 


Not 

About 

Too 

Total 

Number 

enough 

right 

much 

of  cases 

Percent 

Percent 

Percent 

Percent 

67 

30 

3 

100 

319 

62 

36 

2 

1C0 

208 

54 

40 

6 

100 

355 

44 

50 

6 

100 

246 

57 

41 

2 

100 

196 

58 

37 

5 

100 

137 

46 

45 

9 

100 

183 

32 

54 

14 

100 

112 

56 

39 

5 

100 

1,  037 

65 

35 

100 

93 

50 

43 

7 

100 

516 

48 

49 

3 

100 

112 

63 

34 

3 

100 

352 

61 

36 

3 

100 

174 

54 

41 

5 

100 

108 

48 

46 

6 

100 

316 

56 

38 

6 

100 

113 

57 

40 

3 

100 

245 

55 

35 

10 

100 

174 

36 

61 

3 

100 

64 

40 

50 

10 

100 

135 

59 

36 

5 

100 

578 

55 

41 

4 

100 

555 

66 

38 

6 

100 

332 

42 

61 

7 

100 

294 

56 

41 

3 

100 

345 

67 

38 

6 

100 

283 

68 

38 

4 

100 

219 

54 

41 

5 

100 

155 

63 

31 

6 

100 

125 

42 

51 

7 

100 

234 

54 

41 

5 

100 

146 

61 

32 

7 

100 

121 

63 

42 

5 

100 

72 

44 

60 

6 

100 

52 

43 

50 

7 

100 

319 

66 

30 

4 

100 

501 

37 

53 

10 

100 

183 

57 

38 

5 

100 

325 

EDUCATION 

United  States: 

8  years  or  less   

9  to  11  years   

12  years    

Some  college  

Wayne  County: 

8  years  or  less     

9  to  11  years  

12  years  

Some  college    

RACE 

United  States: 

White    

Negro      

Wayne  County: 

White     

Negro    

OCCUPATION  OF  FAMILY  HEAD 

United  States: 

Operatives,  service  workers,  laborers. 

Craftsmen,  foremen  

Clerical,  sales,  kindred  workers  

Professionals,  proprietors,  managers, 

officials  

Farmers  

Wayne  County: 

Operatives,  service  workers,  laborers. 

Craftsmen,  foremen    

Clerical,  sales,  kindred  workers  _ 

Professionals,  proprietors,  managers, 
officials    


United  States: 

Male  

Female  

Wayne  County: 

Male  

Female  


SEX 


AOE  CIN  YEARS) 


United  States: 

21  to  34.  

35  to  44  

45  to  54  

55  to  64  

65  and  over.. 

Wayne  County: 

21  to  34  

35  to  44  

45  to  54  

55  to  64  

65  and  over.. 


POLITICAL  PREFERENCE 


United  States: 

Republican.. 

Democratic. 
Wayne  County: 

Republican.. 

Democratic. 


Table  5. — Attitudes  toward  the  positions  of  the  political  parties  on  the  principle 
and  extent  of  governmental  aid  in  meeting  medical  costs,  for  the  adult  popula- 
tion of  the  United  States  and  Wayne  County  (Detroit) 


Party  whose  position  is  most  approved 

United  States 

Regions  of  the  United  States 

U.S. 
total 

Wayne 
County 

Midwest 

Northeast 

Far  West 

South 

Republican    

Either  party..   

Democratic    

No  opinion,  don't  know  

Not  ascertained    

Total   

Number  of  cases   

Percent 
12 
26 
12 
50 

(') 

Percent 
16 
23 
17 
44 

(') 

Percent 
5 
16 
13 
66 

(') 

Percent 
8 

20 
17 
54 

(') 

Percent 
11 
22 
15 
51 

(') 

Percent 

9 
32 
17 
39 

(') 

100 

100 

1(50 

100 

100 

100 

598 

492 

271 

566 

1,927 

860 

1  Less  than  0.5  percent. 


Table  6. — Attitudes  toward  the  positions  of  the  political  parties  on  the  principles 
and  extent  of  governmental  aid  in  meeting  medical  costs,  by  selected  charac- 
teristics of  the  adult  population  of  the  United  States  and  Wayne  County 
(Detroit)  who  have  opinions  on  the  topic 


Selected  characteristics 

Party  whose  position  Is  most  approved 

Republi- 
can 

Either 
party 

Demo- 
cratic 

Total 

Number  of 
cases 

INCOME  OF  FAMILY  HEAD 

United  States: 

Percent 

Percent 

Under  $2,000  

17 

54 

29 

100 

129 

$2,000  to  $3,999   

21 

46 

33 

100 

194 

$4,000  to  $5,999  

20 

44 

36 

100 

309 

$6,000  to  $9,999     

30 

46 

24 

100 

161 

$10,000  and  over  

42 

41 

17 

100 

64 

Wayne  County: 

Under  $3,999    

13 

63 

24 

100 

131 

$4,000  to  $5,999  

12 

53 

35 

100 

179 

$6,000  to  $9,999  

18 

48 

34 

100 

129 

$10,000  and  over  

36 

47 

17 

100 

42 

EDUCATION 

United  States: 

8  years  or  less  

18 

49 

33 

100 

253 

9  to  11  years  

15 

49 

36 

100 

169 

12  years      

23 

49 

28 

100 

287 

Some  college    

35 

36 

29 

100 

205 

Wayne  County: 

8  years  or  less  

8 

60 

32 

100 

168 

9  to  11  years   

15 

54 

31 

100 

107 

12  years  

21 

55 

24 

100 

130 

Some  college  

22 

44 

34 

100 

89 

RACE 

United  States: 

White...    

24 

46 

30 

100 

853 

Negro...   

14 

42 

44 

100 

64 

Wayne  County: 

White   

16 

54 

30 

100 

391 

Negro   

14 

57 

29 

100 

103 

Table  6. — Attitudes  toward  the  positions  of  the  political  parties  on  the  principles 
and  extent  of  governmental  aid  in  meeting  medical  costs,  by  selected  charac- 
teristics of  the  adult  population  of  the  United  States  and  Wayne  County 
(Detroit)  who  have  opinions  on  the  topic — Continued 


Party  whose  position  isjmost'approved 


Selected  characteristics 

Republi- 
can 

Either 
party 

Demo- 
cratic 

Total 

Number  of 
cases 

OCCUPATION  OF  FAMILY  HEAD 

United  States: 

Percent 

Percent 

Operatives,  service  workers,  laborers... 

19 

47 

34 

100 

280 

Craftsmen,  foremen   

19 

50 

31 

100 

147 

Clerical,  sales,  kindred  workers  

31 

32 

37 

100 

90 

Professionals,  proprietors,  managers. 

officials.   .   

28 

45 

27 

100 

269 

Farmers   

11 

61 

28 

100 

83 

Wayne  County: 

Operatives,  service  workers,  laborers  a  _ 

11 

58 

31 

100 

203 

19 

50 

31 

100 

118 

Clerical,  sales,  kindred  workers.. .  

18 

62 

20 

100 

51 

Professionsls,  proprietors,  managers, 

officials  

19 

51 

30 

100 

112 

SEX 

United  States: 

Male  

22 

44 

34 

100 

493 

24 

49 

27 

100 

427 

Wayne  County: 

12 

56 

32 

100 

275 

20 

52 

28 

100 

219 

AGE  IN  YEARS 

United  States: 

21  to  34    

22 

48 

30 

100 

273 

35  to  44   

24 

48 

28 

100 

238 

45  to  54   -.  

22 

43 

35 

100 

181 

55  to  64      

27 

40 

33 

100 

128 

65  and  over..  

22 

47 

31 

100 

96 

Wayne  County: 

21  to  34   

16 

54 

30 

100 

164 

35  to  44    

12 

51 

37 

100 

119 

45  to  54  

18 

56 

26 

ioo 

100 

55  to  64    

21 

61 

18 

100 

66 

65  and  over. ..  .       ...    .... 

14 

52 

34 

100 

44 

POLITICAL  PREFERENCE 

United  States: 

Republican   

49 

42 

9 

100 

267 

Democratic    

6 

42 

52 

100 

410 

Wayne  County: 

Republican.. _    

39 

54 

7 

100 

138 

Democratic   . 

4 

51 

45 

100 

268 

Public  Welfare  Amendments  of  1962  and 
Proposals  for  Health  Insurance  for  the  Aged 


THE  Public  Welfare  Amendments  of  1962,  which 
became  Public  Law  87-543  with  President  Ken- 
nedy's signature  on  July  25,  1962,  represent  the 
most  important  changes  in  the  public  welfare  pro- 
visions of  the  Social  Security  Act  in  that  act's 
history.  The  amendments  emphasize  rehabilitation 
services  and  the  training  of  staff,  liberalize  pay- 
ments, and  provide  States  with  significant  new  tools 
for  making  welfare  programs  more  effective. 

The  amendments,  as  passed,  do  not  affect  the 
program  of  old-age,  survivors,  and  disability  in- 
surance. The  major  proposals  of  the  Kennedy  Ad- 
ministration for  health  insurance  for  the  aged  under 
social  security  were,  however,  offered,  debated, 
and  tabled  by  the  Senate  in  the  form  of  an  amend- 
ment to  the  public  welfare  bill.  The  legislative 
history  of  the  health  insurance  proposal  is  accord- 
ingly included  in  the  last  section  of  this  article. 

The  most  significant  of  the  amendments  to  the 
public  assistance  titles  are  the  following: 

1.  Seventy-five-percent  Federal  matching  is 
provided  for  State  expenditures  for  defined  social 
services  and  training  activities  in  the  Federal-State 
public  assistance  programs. 

2.  Federal  sharing  in  State  assistance  expendi- 
tures for  the  needy  aged,  the  blind,  and  the  disabled 
is  increased.  Federal  sharing  is  also  extended  to 
expenditures  to  meet  the  need  of  the  second  parent 
when  he  is  unemployed  or  incapacitated  and  is 
living  in  the  home  with  needy  children. 

3.  The  provision  for  aiding  the  dependent  chil- 
dren of  unemployed  parents  is  extended  5  years. 

4.  The  provision  for  aid  to  certain  children  re- 
ceiving foster-home  care  is  made  permanent;  before 
October  1,  1964,  such  children  may  be  receiving 
institutional  care. 

'  5.  Protective  payments  in  behalf  of  dependent 
children  are  authorized. 

6.  Provision  is  made  for  demonstration  projects. 

7.  Funds  are  authorized  for  the  use  of  the  Secre- 
tary of  Health,  Education,  and  Welfare  in  providing 


*  Mr.  Cohen  is  the  Assistant  Secretary  for  Legislation  of 
the  Department  of  Health,  Education,  and  Welfare;  Mr.  Hall 
is  the  Commissioner  of  Social  Security. 


by  WILBUR  J.  COHEN  and  ROBERT  M.  BALL* 

for  the  training  of  personnel,  directly  or  by  arrange- 
ments with  institutions. 

The  major  changes  in  the  child  welfare  provisions 
(title  V,  part  3,  of  the  act)  are  listed  below: 

1.  The  amount  authorized  for  annual  appropria- 
tion is  increased  from  S25  million  to  $30  million  for 
the  fiscal  year  1962-63  and,  in  steps  of  $5  million, 
to  $50  million  for  1968-69  and  thereafter. 

2.  Beginning  July  1,  1963,  State  child  welfare 
plans  must  provide  for  coordinating  their  services 
with  the  services  provided  for  dependent  children 
under  title  IV,  and  they  must  also  show  by  that  date 
that  they  are  working  toward  making  child  welfare 
services  available  by  July  1,  1975,  to  all  children  in 
the  State  who  need  them. 

3.  A  portion  of  the  Federal  child  welfare  appro- 
priations is  to  be  earmarked  for  day-care  services, 
effective  for  the  fiscal  year  1962-63  and  thereafter. 

4.  Specific  requirements  with  respect  to  day-care 
services  provided  under  the  State  child  welfare 
plans  are  added,  effective  July  1,  1963. 

5.  Grants  to  institutions  of  higher  learning  for 
special  projects  for  training  in  the  field  of  child 
welfare  are  authorized,  beginning  1962-63. 

6.  The  purposes  for  which  grants  to  States  may 
be  used  are  clarified  and  broadened  through  a  new 
definition  of  child  welfare  services. 


Public  Welfare  Amendments  of  1962 


BACKGROUND  AND  LEGISLATIVE  HISTORY 

The  Public  Welfare  Amendments  of  1962  con- 
stitute the  most  comprehensive  and  constructive 
overhauling  of  Federal  legislation  relating  to  public 
assistance  and  child  welfare  services  that  Congress 
has  ever  made.  Detailed  study  of  the  operation  of 
existing  law,  its  weaknesses,  and  desirable  modifi- 
cations preceded  the  development  of  the  new  public 
law. 

After  his  election  but  before  his  inauguration, 
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President  Kennedy  established  a  task  force  on 
health  and  social  security  for  the  American  people. 
This  task  force,  which  was  chaired  by  Wilbur  J. 
Cohen,  reported  to  the  President  on  January  10, 
1961,  and  made  a  number  of  recommendations  re- 
garding public  assistance  and  child  welfare. 

The  recession  situation  of  the  early  months  of 
1961  suggested  the  need  for  immediate  action,  and 
most  of  the  provisions  regarding  public  welfare 
recommended  by  the  Administration  were  sub- 
sequently embodied  in  temporary  legislation  en- 
acted that  year,  with  most  provisions  scheduled  to 
expire  June  30,  1962. 1  This  legislation  provided 
for  aid  to  dependent  children  of  unemployed  pa- 
rents; for  foster-family  home  care  of  certain  chil- 
dren removed  from  their  homes  by  a  court  because 
continuance  in  the  home  was  contrary  to  their 
welfare;  for  modification  and  extension  of  the  au- 
thority for  training  public  welfare  personnel;  for  an 
increase  of  $1  in  the  amount  of  assistance  subject  to 
Federal  participation  in  the  programs  for  the  aged, 
the  blind,  and  the  disabled;  for  assistance  to  Amer- 
ican citizens  returned  from  foreign  countries;  and 
for  modest  increases  in  the  maximums  on  Federal 
grants  for  public  assistance  purposes  to  Puerto  Rico, 
the  Virgin  Islands,  and  Guam. 

In  his  testimony  before  the  Committee  on  Ways 
and  Means  of  the  House  of  Representatives  on 
February  15,  1961,  when  the  bill  to  amend  the  pro- 
gram of  aid  to  dependent  children  was  under  con- 
sideration, Secretary  Ribicoff  assured  the  Com- 
mittee of  his  intention  to  make  a  thorough  study  of 
the  public  welfare  programs.  He  also  said  that  he 
would  return  to  the  Committee  in  1962  with  what- 
ever recommendations  might  evolve  from  this 
study. 


Prelegislative  Studies  and  Developments 

On  May  2,  1961,  Secretary  Ribicoff  met  with 
representatives  of  the  National  Association  of 
Social  Workers,  discussing  with  them  problems  and 
needs  in  the  welfare  field  and  receiving  from  them  an 
offer  of  cooperation  and  help  in  undertaking  the 
studies  that  he  had  announced.  On  jVay  10  a  some- 
what expanded  group,  representing  public  welfare 
agencies,  private  welfare  agencies,  schools  of  social 


1  See  the  Bulletin,  July  1961,  pages  18-19,  and  September 
1961,  pages  8-9. 


work,  and  others,  was  constituted  as  the  Ad  Hoc 
Committee  on  Public  Welfare  and  held  its  first 
meeting.  On  May  14,  in  a  speech  to  the  National 
Conference  on  Social  Welfare  the  Secretary  de- 
scribed the  limitations  of  existing  welfare  programs 
and  his  determination  to  make  substantial  improve- 
ments in  the  existing  structure.  On  the  same  date, 
he  announced  that  a  separate  study  of  possible 
adminstrative  and  program  changes  would  !>o 
undertaken  by  George  Wyman,  an  administrator 
who  had  had  local,  State,  and  Federal  experience1  in 
public  welfare,  as  well  as  experience  in  the  private 
welfare  field. 

After  the  enactment  on  May  8,  1961,  of  Public 
Law  87-31,  the  question  of  work  relief  came  sharply 
into  focus,  as  Federal  participation  in  assistance  was 
being  provided  for  the  first  time  to  a  group  of  indi- 
viduals (unemployed  parents)  who  were,  by  defini- 
tion, employable.  By  midsummer  the  much  broader 
issue  of  arbitrary  public  welfare  limitations  reached 
a  boiling  point,  generally  characterized  in  the  public 
press  and  elsewhere  by  the  name  "Newburgh," 
referring  to  the  New  York  community  in  which  a  set 
of  very  restrictive  regulations  with  respect  to  wel- 
fare recipients  had  been  adopted. 

On  August  26  the  Wyman  report  was  submitted 
to  the  Secretary,  and  on  September  6  the  Ad  Hoc 
Committee  on  Public  Welfare  submitted  its  report. 
(Grants  for  staff  services  for  both  studies  were 
furnished  by  the  Field  Foundation.) 

A  number  of  other  studies  were  also  made  avail- 
able to  the  Secretary.  One  of  these,  Public  Welfare: 
Time  for  a  Change,  was  a  report  by  Elizabeth 
Wickenden  and  Winifred  Bell  of  the  project  on 
public  services  for  families  and  children,  sponsored 
by  the  New  York  School  of  Social  Work  of  Columbia 
University.  Materials  on  needed  welfare  legislation 
were  also  submitted  by  the  National  Social  Welfare 
Assembly,  and  less  formal  studies  and  advice  were 
received  from  numerous  other  groups  representing 
diverse  interests  in  the  public  welfare  field.  The  re- 
ports of  the  Advisory  Council  on  Public  Assistance 
and  of  the  Advisory  Council  on  Child  Welfare 
Services,  both  established  under  the  1958  amend- 
ments to  the  Social  Security  Act,  had  been  made  to 
Congress  at  the  beginning  of  1960  and  were  also 
available. 

To  analyze  the  wealth  of  material  available  to 
him,  the  Secretary  appointed  a  task  force  in  the 
Department,  which  in  turn  established  12  work 
groups,  each  dealing  with  a  different  aspect  of  the 
public  welfare  programs.  The  groups  considered 
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categories  of  public  assistance,  services  in  public 
assistance,  child  welfare  services,  project  grants, 
levels  of  assistance,  work  relief,  exemption  of  earned 
income  of  assistance  recipients,  various  ways  to 
promote  the  constructive  use  of  assistance  payments 
by  recipients  who  have  demonstrated  their  inability 
to  handle  money,  residence  requirements,  training 
of  public  welfare  personnel,  medical  care  for  recip- 
ients of  aid  to  dependent  children,  and  Federal 
financial  participation  in  the  public  assistance  pro- 
grams. The  task  force  and  its  work  groups  sub- 
mitted a  consolidated  analysis  of  the  available 
materials  to  the  Secretary  at  the  end  of  October. 


President's  Message 

On  February  1,  1962,  President  Kennedy  sent  to 
Congress  a  message  concerning  the  public  assistance 
and  welfare  programs  in  which  he  said: 

Public  welfare,  in  short,  must  be  more  than  a  salvage  opera- 
tion, picking  up  the  debris  from  the  wreckage  of  human  lives. 
Its  emphasis  must  be  directed  increasingly  toward  prevention 
and  rehabilitation — on  reducing  not  only  the  long-range  cost 
in  budgetary  terms  but  the  long-range  cost  in  human  terms  as 
well.  Poverty  weakens  individuals  and  nations.  Sounder 
public  welfare  policies  will  benefit  the  Nation,  its  economy, 
its  morale,  and  most  importantly,  its  people. 

This  was  the  first  Presidential  message  ever  to  be 
devoted  exclusively  to  public  welfare. 


Administrative  Changes 

Out  of  all  these  materials  it  was  entire'y  natural 
that  certain  recommendations  could  be  handled 
administratively  and  that  others  would  require 
legislation.  On  December  6,  1961,  the  Secretary 
announced  10  administrative  changes.  They  dealt 
with  (1)  location  of  deserting  parents,  (2)  admini- 
strative actions  to  reduce  and  control  fraud,  (3) 
allowing  children  to  conserve  income  for  education 
and  employment,  (4)  safeguarding  the  children  in 
families  of  unmarried  parents,  (5)  safeguarding 
children  in  families  in  which  the  father  has  deserted, 
(6)  safeguarding  children  in  hazardous  home  situa- 
tions, (7)  improving  State  staff  training  and  de- 
velopment programs,  (8)  developing  services  to 
families,  (9)  encouraging  States  and  localities  to 
provide  more  effective  family  welfare  services,  and 
(10)  coordinating  family  and  community  welfare 
services. 

On  January  29,  1962,  the  Secretary  announced 
six  additional  administrative  changes.  They  related 
to  (1)  eliminating  unnecessary  paperwork,  (2)  ini- 
tiating more  effective  services  for  children  and 
youth,  (3)  intensifying  efforts  to  combat  illegiti- 
macy, (4)  placing  increased  emphasis  on  research 
and  demonstration  to  reduce  dependency,  (5) 
strengthening  vocational  rehabilitation  services  for 
disabled  recipients  of  public  assistance,  and  (6) 
planning  more  effective  training  of  public  welfare 
personnel.  Another  administrative  change,  an- 
nounced on  March  5,  provides  for  Federal  partici- 
pation in  payments  to  patients  of  mental  institu- 
tions who  are  no  longer  actually  in  the  institutions 
but  have  moved  into  nursing  homes,  boarding 
homes,  or  the  homes  of  relatives. 


House  Action 

On  the  same  day  that  the  President  sent  to  Con- 
gress-his  public  welfare  message,  the  Administra- 
tion's proposals  for  extending  and  improving  the 
programs  of  public  assistance  and  child  welfare 
services  under  the  Social  Security  Act  were  trans- 
mitted to  Congress.  The  Administration  bill  (H.  R. 
10032)  was  introduced  in  the  House  by  Represen- 
tative Wilbur  D.  Mills,  Chairman  of  the  Committee 
on  Ways  and  Means.  The  bill  provided  for — 

1.  Increased  Federal  participation  in  services 
designed  to  promote  self-support  and  self-care  and 
to  strengthen  family  life  and  in  expenditures  for 
training  of  public  welfare  personnel. 

2.  Demonstration  projects  that  States  could  un- 
dertake without  having  to  meet  all  the  conditions 
of  the  Federal  act. 

3.  Progressive  extension  of  child  welfare  services, 
with  higher  Federal  authorizations. 

4.  Earmarking  part  of  child  welfare  services 
funds  for  day-care  services. 

5.  New  authority  for  training  child  welfare  per- 
sonnel. 

6.  Community  work  and  training  projects,  as 
part  of  the  program  of  aid  to  families  with  depend- 
ent children. 

7.  As  an  incentive  for  recipients  to  accept  em- 
ployment, requiring  the  States  to  consider,  in  deter- 
mining the  amount  of  the  assistance  payment,  all 
expenses  reasonably  attributable  to  work. 

8.  Protective  payments  when  inability  to  manage 
money  had  been  clearly  demonstrated. 

9.  Counting,  for  Federal  matching  purposes,  as  a 
recipient  of  aid  to  families  with  dependent  children 
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not  only  the  single  adult  caring  for  the  child  but  the 
husband  or  wife  of  that  adult. 

10.  Extending  the  1961  provision  for  aiding 
dependent  children  of  unemployed  parents,  making 
permanent  the  1961  provision  for  certain  children 
receiving  foster  care,  and  temporarily  broadening 
the  latter  provision  to  include  children  receiving 
care  in  private  child-care  institutions. 

11.  New  training  provisions  for  public  welfare 
personnel. 

12.  Limiting  to  1  year  the  maximum  residence 
requirement  that  States  can  impose  under  Federal- 
State  programs  and  increasing  slightly  the  amount 
of  Federal  participation  for  States  that  abolish  all 
residence  requirements. 

13.  Permitting  the  States,  on  an  optional  basis, 
to  combine  their  plans  for  the  aged,  the  blind,  and 
the  disabled. 

14.  An  advisory  council  on  public  welfare. 

15.  Extending  the  temporary  $1  increase  in  as- 
sistance payments  for  the  aged,  the  blind,  and  the 
disabled,  made  in  1961. 

16.  Making  permanent  the  program  for  aiding 
Americans  repatriated  from  abroad. 

17.  Removing  the  dollar  limitations  on  Federal 
assistance  payments  to  Puerto  Rico,  Guam,  and  the 
Virgin  Islands. 

18.  Changing  the  name  of  the  program  from  "aid 
to  dependent  children"  to  "aid  to  families  with 
dependent  children." 

The  proposals  also  included  a  number  of  techni- 
cal amendments. 

The  Committee  on  Ways  and  Means  held  hear- 
ings on  February  7,  9,  and  13,  at  which  Secretary 
Ribicoff  and  other  witnesses  from  the  Department 
of  Health,  Education,  and  Welfare  and  many  public 
witnesses  were  heard.  In  executive  sessions  held 
March  1,  5,  6,  and  7,  the  Committee  agreed  to  a 
number  of  modifications  in  the  bill.  The  Chairman 
then  introduced  a  "clean  bill,"  H.  11.  10606,  on 
March  8,  which  was  ordered  to  be  reported  the  same 
day. 

The  Administration's  recommendations  were 
changed  in  a  number  of  respects,  listed  below. 

1.  The  Secretary  was  authorized  to  provide  ser- 
vices to  those  persons  who  have  been  or  are  likely  to 
become  recipients  of  public  assistance  only  upon 
their  request. 

2.  Authority  for  financial  participation  in  the 
cost  of  services  provided  under  contracts  between 
the  State  agency  and  nonprof  t  private  agencies  was 
deleted. 


3.  Specific  language  was  introduced  to  avoid  any 
possible  duplication  of  services  of  public  welfare 
agencies  and  of  vocational  rehabilitation  agencies. 

4.  A  number  of  minor  amendments  to  make  more 
explicit  provisions  for  day  care  and  for  community 
work  and  training  programs  were  included. 

5.  A  new  section,  107  (a),  which  was  to  become 
perhaps  the  most  controversial  in  the  bill,  was 
added.  This  section  authorized  a  State  agency,  in 
the  best  interests  of  the  child,  to  provide  counseling 
and  guidance  and  to  advise  the  relative  caring  for 
the  child  that  failure  to  use  the  payments  for  the 
child's  benefit  might  result  in  any  one  of  a  number 
of  specified  actions  or  in  any  other  action  authorized 
by  State  law,  other  than  denial  of  payments  while  a 
child  is  in  the  home,  without  State  loss  of  Federal 
funds.  The  language  used  in  the  bill,  "any  other 
action  authorized  by  State  law,"  clearly  authorized 
voucher  payments  (that  is,  direct  payments  to 
grocers,  landlords,  etc.)  and  any  other  type  of  re- 
striction or  control.  Such  authorization  would  have 
represented  a  substantial  departure  from  the  usual 
pattern  of  the  relationship  between  the  Federal 
Government  and  the  States. 

6.  The  limitation  in  the  Administration  proposal 
on  the  ratio  of  protective  payments  to  all  other 
payments  was  increased  from  1/2  of  1  percent  to  5 
percent. 

7.  The  provision  for  aid  to  the  spouse  of  the  rel- 
ative with  whom  a  child  is  living  was  narrowed 
slight  y  to  apply  when  the  relative  is  the  child's 
parent  and  the  child  is  eligible  because  of  a  parent's 
unemployment  or  incapacity. 

8.  The  provisions  for  training  of  public  welfare 
personnel  were  somewhat  modified. 

9.  The  provision  for  payments  under  the  depend- 
ent children  program  for  children  receiving  foster- 
home  care  was  made  permanent,  and  the  expiration 
date  for  provision  of  aid  to  children  o"  unemployed 
parents  was  extended  to  June  30,  1967.  An  expi- 
ration date  of  June  30,  1964,  was  placed  on  the  pro- 
vision for  assistance  to  repatriated  American  citi- 
zens. 

10.  The  section  on  residence  provisions  was  dele- 
ted entire  y. 

11.  The  proposal  to  elim'nate  the  dollar  ceilings 
on  grants  to  Puerto  Rico,  the  Virgin  Islands,  and 
Guam  was  eliminated,  but  modest  increases  in  these 
cei  ing  were  made. 

12.  The  public  assistance  formu  a  or  Federal 
participation  in  the  programs  for  the  blind,  the  aged, 
and  the  disabled  was  modified  so  that  additional 
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Federal  funds  of  somewhat  more  than  $4  per  re- 
cipient, in  addition  to  those  available  under  the 
temporary  formula  scheduled  to  expire  June  30, 
would  have  become  available  on  July  1,  1962. 

13.  The  temporary  exceptions  that  had  been 
made  for  the  programs  of  aid  to  the  blind  in  Mis- 
souri and  Pennsylvania  since  1950  were  made  per- 
manent, and  the  provisions  for  the  optional  com- 
bined State  plan  were  modified  so  that,  in  States 
where  aid  to  the  blind  is  administered  by  a  separate 
agency,  these  agencies  could  continue  to  administer 
the  part  of  the  program  for  the  blind. 

On  March  13,  the  Rules  Committee  granted  a 
rule  providing  for  4  hours  of  debate  with  a  motion 
to  recommit  but  no  other  amendments.  Some  of  the 
minority  members  of  the  Ways  and  Means  Com- 
mittee attempted  a  motion  to  recommit,  with  in- 
structions to  delete  the  revised  matching  formula, 
when  the  bill  was  debated  in  the  House  on  March 
15.  This  motion  was  defeated  by  a  voice  vote.  The 
House  then  went  on  to  pass  H.R.  10606  by  a  vote 
of  319  to  69. 


Finance  Committee  Action 

At  the  time  that  H.  R.  10606  passed  the  House, 
the  Senate  Finance  Committee  was  not  able  to  take 
up  the  welfare  bill  immediately  but  held  public 
hearings  on  May  14,  15,  16,  and  17  and  executive 
sessions  on  June  6  and  7.  The  Committee  made  a 
number  of  amendments  in  the  bill. 

1.  It  concluded  that  the  requirement  that  a 
State  provide  minimum  services  prescribed  by  the 
Secretary  in  order  to  qualify  for  any  Federal  par- 
ticipation under  a  program  was  too  drastic.  It 
modified  this  requirement  to  provide  that,  if  the 
State  did  not  make  the  minimum  prescribed  serv- 
ices available,  Federal  participation  in  administra- 
tive costs  would  be  reduced  to  25  percent  but  that 
Federal  participation  in  assistance  payments  would 
not  be  affected. 

2.  It  adopted  language  clarifying  the  language  in 
the  House  bill  concerning  the  relationship  between 
State  public  welfare  agencies  and  State  vocational 
rehabilitation  agencies  and  stating  more  explicitly 
the  circumstances  under  which  services  could  be 
provided  and  reimbursement  made. 

3.  It  adopted  the  formula  in  the  House  bill  for  the 
$4  increase  in  payments  to  the  aged,  the  blind,  and 
the  disabled  but  made  the  effective  date  October  1, 
1962.  The  $1  increase  that  was  scheduled  to  expire 


June  30,  1962,  was  extended  through  September  30, 
1962. 

4.  It  adopted  an  amendment  to  the  section  on 
protective  payments,  under  which  a  State  would  be 
permitted  to  use  such  payments  for  those  cases 
that,  under  the  State's  usual  standards,  would  have 
their  needs  met  in  full  even  though  the  operation  of 
some  other  feature,  such  as  a  statutory  maximum, 
prevented  all  recipients  of  aid  to  families  with 
dependent  children  from  having  needs  met  in  full. 

5.  It  eliminated  section  107  (a)  of  the  House  bill, 
which  would  have  permitted  voucher  payments  and 
any  other  action  authorized  under  State  law. 

6.  It  adopted  an  amendment  exempting  pay- 
ments for  work  on  community  work  and  training 
programs  under  title  IV  from  Federal  income  tax 
and  withholding  liability. 

7.  It  deleted  the  provision  in  the  House  bill  that 
would  have  expanded  foster  care  under  the  depend- 
ent children  program  to  include  Federal  partici- 
pation in  payments  for  otherwise  eligible  children 
who  were  placed  in  private  child-care  institutions. 

8.  It  adopted  the  "Baldwin  amendment"  for  a 
1-year  period  ending  June  30,  1963.  This  provision 
would  authorize  Federal  participation  in  foster-care 
payments  when  the  placement  and  supervision  were 
the  responsibility  of  another  public  agency  (such  as 
the  probation  department  of  a  juvenile  court),  if  the 
other  agency  had  in  effect  an  agreement  with  the 
welfare  agency  assuring  that  the  objectives  of  title 
IV  would  be  carried  out. 

9.  It  revised  the  training  provisions  to  authorize, 
within  the  dollar  limitations  established  by  the 
House  bill,  a  program  of  direct  Federal  training  and 
grant  activity  and  of  scholarships  and  stipends  for 
those  persons  who  are  preparing  for  employment  in 
public  welfare  agencies.  The  existing  provisions  of 
law  that  would  have  been  made  permanent,  within 
dollar  limitations,  by  the  House  bill  would  thus  have 
been  repealed.  Under  the  House  bill,  provisions  for 
training  would  have  been  handled  entirely  through 
grants  to  the  States. 

10.  It  raised  the  dollar  limit  on  grants  for  public 
assistance  to  Puerto  Rico  from  the  House  figure  of 
$9.8  million  to  $10.5  million  and  for  the  Virgin  Is- 
lands from  $330,000  to  $400,000. 

11.  It  adopted  an  amendment  that  would  pro- 
vide, in  programs  of  aid  to  the  blind,  for  exempting, 
in  addition  to  present  exempted  amounts  ($85  a 
month  in  earnings  plus  one-half  the  balance),  other 
amounts  of  income  or  resources  necessary  to  fulfill  a 
State-approved  rehabilitation  plan  for  a  blind  indi- 
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vidual.  The  additional  exemption  would  not  be 
available  for  more  than  1  year  for  one  individual. 

12.  It  adopted  a  clarifying  amendment  with  re- 
spect to  day  care,  indicating  that  families  with 
ability  to  do  so  would  be  expected  to  pay  reasonable 
fees  for  such  care. 

13.  It  restored  Administration-proposed  lan- 
guage, not  included  in  the  House  bill,  that  would 
modify  the  existing  authority  for  research  and 
demonstration  projects  in  child  welfare  to  include 
grants  to  institutions  of  higher  learning  for  special 
projects  for  training  personnel  for  child  welfare 
services. 

14.  It  amended  the  House  provision  authorizing 
the  Secretary  to  appoint  advisory  committees  by 
limiting  to  10  the  number  of  such  committees  and  to 
15  the  number  of  members  in  each  committee. 

Where  appropriate,  conforming  changes  were 
made  in  the  combined  title  under  which  States 
could  merge  their  programs  for  the  aged,  the  blind, 
and  the  disabled.  Some  other,  essentially  technical 
amendments  were  made,  and  the  bill  was  ordered 
reported  to  the  Senate. 

Senate  Floor  Action 

H.R.  10606  was  taken  up  by  the  Senate  on  July  3, 
with  Senator  Kerr  managing  the  bill  for  the  Senate 
Finance  Committee.  The  Committee's  amend- 
ments were  adopted,  as  was  an  amendment  pre- 
sented by  Senator  Kerr  for  the  Committee.  This 
amendment  provided-  that  authority  for  Federal 
participation  in  payments  for  work  on  community 
work  and  training  programs  operated  as  a  part  of 
the  program  for  dependent  children  would  be  retro- 
active to  July  1,  1961,  for  States  that  had  operated 
such  programs.  Certain  requirements  in  the  Com- 
mittee bill  would  be  waived  until  October  1,  1962. 
The  Senate  also  adopted  on  that  day  an  amendment 
by  Senator  Williams  of  New  Jersey,  providing  an 
additional  authorization  under  the  child  welfare 
services  program  of  $750,000  a  year  for  the  day  care 
of  children  of  migrant  agricultural  workers. 

In  accordance  with  an  announcement  that  had 
been  made  earlier,  Senator  Anderson  on  July  5 
called  up  his  amendment,  which  would  have  pro- 
vided health  insurance  for  aged  persons.  This 
amendment  was  sponsored  by  21  Democrats  and  5 
Republicans.  Most  of  the  debate  on  the  bill  from 
July  5  to  July  17,  when  the  Anderson  amendment 
was  tabled  by  a  52-48  vote,  was  devoted  to  that 
amendment  and  to  substitutes  for  and  amendments 


to  it.  On  July  9,  a  unanimous-consent  agreement 
was  adopted  under  which,  beginning  July  11,  time 
for  debate  was  controlled  and  equally  divided  be- 
tween the  proponents  and  opponents.  The  agree- 
ment provided  that  a  vote  on  the  motion  to  table 
the  Anderson  amendment  was  to  occur  at  3  o'clock 
on  July  17.  (Details  on  congressional  consideration 
of  the  issue  of  health  insurance  for  the  aged  are 
presented  later  in  this  article.) 

During  the  debate  on  the  Anderson  amendment, 
the  following  additional  amendments  to  the  welfare 
bill  itself  were  approved. 

1.  An  amendment  by  Senator  Saltonstall  elimi- 
nating the  reduction  in  Federal  sharing  in  admini- 
strative costs  required  in  the  Finance  Committee 
bill  if  States  did  not  provide  the  minimum  services 
prescribed  by  the  Secretary.  Under  the  Saltonstall 
amendment,  beginning  July  1,  1963,  States  would 
have  to  provide  such  minimum  services  in  order  to 
be  eligible  for  75-percent  Federal  participation  in 
any  of  their  services  or  training  costs,  but  failure  to 
provide  the  services  would  leave  them  with  50- 
percent  matching  in  all  administrative  costs,  as  in 
the  past. 

2.  An  amendment  by  Senator  Douglas  permit- 
ting the  States  to  exempt  up  to  $25  of  the  earned 
income  of  old-age  assistance  recipients.  The  pro- 
posal was  modified  on  the  Senate  floor  and  the 
figure  raised  to  $50  and  then  approved. 

3.  An  amendment  by  Senator  McCarthy  and 
others  restoring  language  similar  to  that  in  the 
House-passed  bill  concerning  Federal  participation 
in  payments  for  foster  care  under  the  dependent 
children  program  when  the  child  was  placed  in  a 
private  child-care  institution. 

Two  amendments  were  defeated  during  this 
period.  One  by  Senator  Moss  would  have  prevented 
States  from  considering  the  ability  of  relatives  to 
assist  persons  receiving  aid  to  the  blind.  The  other, 
also  offered  by  Senator  Moss,  would  have  put  a 
provision  into  the  statute  requiring  that  additional 
Federal  funds  going  to  the  States  because  of  the 
change  in  the  formula  for  old-age  assistance,  aid  to 
the  blind,  and  aid  to  the  permanently  and  totally 
disabled  would  have  to  be  made  available  in  full  to 
the  individual  recipients.  (The  reports  of  both  the 
Ways  and  Means  Committee  of  the  House  of  Repre- 
sentatives and  the  Senate  Finance  Committee  in- 
cluded language  making  clear  that  this  result  was 
expected  to  occur  and  that  the  Committees  believed 
it  would  occur.)  The  amendment  was  defeated  on 
the  basis  of  the  technical  problems  involved. 
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After  the  tabling  of  the  health  insurance  amend- 
ment on  July  17,  three  additional  amendments  to 
the  welfare  bill  were  adopted  and  two  were  offered 
and  withdrawn.  The  Senate  adopted  the  following 
changes: 

1.  An  amendment  by  Senator  Hartke  permitting 
Federal  participation  in  payments  made  directly 
to  suppliers  of  medical  care  when  the  services  were 
rendered  within  the  3  months  preceding  the  month 
of  application  for  assistance. 

2.  An  amendment  by  Senator  Long  of  Louisiana, 
permitting  policemen  in  that  State  to  be  covered 
under  old-age,  survivors,  and  disability  insurance 
through  the  provisions  for  coverage  available  to 
policemen  in  certain  other  States. 

3.  An  amendment  by  Senator  Clark  and  others 
permitting  adherents  of  certain  religious  groups 
to  file  a  waiver  of  participation  in  the  old-age,  sur- 
vivors, and  disability  insurance  system  if  their 
teachings  forbid  acceptance  of  such  benefits.  (This 
amendment  was  concerned  with  members  of  the 
Amish  group.) 

One  of  the  two  amendments  offered  and  then 
withdrawn  was  proposed  by  Senator  Javits.  It 
would  have  made  explicit  provision  in  the  statute 
for  judicial  review  of  certain  actions  of  the  Secretary 
relating  to  State  plans  for  their  welfare  programs. 
The  other,  proposed  by  Senator  Wiley,  would  have 
reinstated  section  107  (a)  permitting  voucher  pay- 
ments and  other  unspecified  actions  under  State 
law. 

The  Senate  approved  the  bill  by  a  voice  vote 
approximately  an  hour  after  the  tabling  of  the 
Anderson  amendment. 


Conference  Action 

The  conferees  of  the  House  and  Senate  met  on 
July  18  and  made  the  following  significant  changes 
in  the  Senate-passed  bill: 

1.  The  Williams  amendment  making  separate 
provision  for  day  care  of  children  of  migrant  agri- 
cultural workers  was  eliminated. 

2.  The  Senate  Finance  Committee  amendment 
exempting  payments  under  community  work  and 
training  programs  from  liability  for  income  tax  and 
income-tax  withholding  was  eliminated. 

3.  Section  107  (r ;  was  restored,  in  a  limited  form; 
the  House  language  permitting  "any  other  action" 
(in  the  interest  of  the  child)  that  might  be  author- 
ized under  State  law  was  limited  to  advice  that 


civil  or  criminal  penalties  might  be  imposed  upon 
determination  by  a  court  of  competent  jurisdiction 
that  the  payment  was  not  being  used  for  the  benefit 
of  the  child. 

4.  The  Finance  Committee  limitation  on  the 
number  of  advisory  committees  that  the  Secretary 
might  appoint  and  the  number  of  members  of  each 
committee  was  eliminated,  and  a  provision  sub- 
stituted that  the  Secretary  should  report  annually 
to  Congress  on  the  number  of  advisory  committees 
and  their  members  and  activities. 

5.  The  provisions  of  the  House  and  Senate  bills 
concerning  the  training  of  public  welfare  personnel 
were  included,  with  the  same  total  dollar  limitation 
set  by  each  bill,  and  with  the  Secretary  authorized 
to  use  a  part  of  the  appropriated  funds  for  direct 
training  activities  and  grants  and  the  remainder 
to  be  allotted  to  States  as  provided  in  the  House- 
passed  bill. 

6.  The  House  version  of  the  language  on  pay- 
ment of  foster  care  under  the  dependent  children 
program  when  the  child  is  in  a  private  child-care 
institution  was  adopted  with  a  beginning  date  of 
October  1,  1962,  and  a  terminal  date  of  September 
30,  1964. 

7.  The  ceilings  on  public  assistance  grants  to 
Puerto  Rico  and  the  Virgin  Islands  were  reduced  to 
the  House  figures,  $9.8  million  and  $330,000, 
respectively. 

8.  The  Douglas  amendment  permitting  exemp- 
tion of  earned  income  for  recipients  of  old-age  as- 
sistance was  modified  to  permit  the  exclusion  of  the 
first  $10  of  earnings  and  up  to  one-half  the  remain- 
der of  the  first  $50. 

9.  The  two  amendments  affecting  the  old-age, 
survivors,  and  disability  insurance  system — the  one 
permitting  coverage  of  policemen  in  Louisiana  and 
the  other  permitting  members  of  certain  religious 
groups  to  withdraw  from  the  system — were  con- 
sidered inappropriate  for  inclusion  in  a  welfare  bill 
and  eliminated. 


Final  Action 

The  House  of  Representatives  on  July  19  ap- 
proved the  Conference  Committee  report  by  a  vote 
of  357  to  34.  Later  the  same  day  the  bill  was  ap- 
proved by  a  voice  vote  in  the  Senate  and  was  thus 
cleared  for  the  President. 

On  July  25,  the  President  signed  the  bill,  which 
then  became  Public  Law  87-543.    In  a  statement 
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concerning  the  new  legislation  the  President  said, 
in  part: 

I  have  approved  a  bill  which  makes  possible  the  most  far- 
reaching  revision  of  our  Public  Welfare  program  since  it  was 
enacted  in  1935. 

This  measure  embodies  a  new  approach — stressing  services  in 
addition  to  support,  rehabilitation  instead  of  relief,  and  train- 
ing for  useful  work  instead  of  prolonged  dependency.  This 
important  legislation  will  assist  our  states  and  local  public  wel- 
fare agencies  to  redirect  the  incentives  and  services  they  offer 
to  needy  families  and  children  and  to  aged  and  disabled  people. 
Our  objective  is  to  prevent  or  reduce  dependency  and  to  en- 
courage self-care  and  self-support — to  maintain  family  life 
where  it  is  adequate  and  to  restore  it  where  it  is  deficient. 


IMPROVEMENT  IN  PUBLIC  ASSISTANCE  SERVICES 

Beginning  with  the  President's  Welfare  Message 
of  February  1,  1962,  the  entire  legislative  history  of 
Public  Law  87-543  emphasizes  the  importance  of 
the  rehabilitative  factor  in  the  public  assistance 
programs.  The  State-administered  and  State-super- 
vised programs  of  public  assistance  provide  income 
maintenance,  medical  care,  and  social  services  to  the 
needy  aged,  the  blind,  the  disabled,  and  families 
with  dependent  children.  Services  to  applicants  for 
and  recipients  of  assistance  provided  by  the  staff  of 
the  welfare  agency  are  an  essential  component  of 
program  administration. 


Services  and  Other  Administrative  Costs 

Costs  of  services  provided  under  the  public  as- 
sistance programs  have  been  shared  equally  by  the 
Federal  Government  and  the  States.  Effective 
September  1,  1962,  Federal  matching  in  certain 
services  and  in  the  cost  of  staff  training  is  increased 
from  50  percent  to  75  percent.  Thus,  the  new  law 
offers  an  incentive  to  the  States  to  offer  more 
rehabilitative  services  and  to  increase  the  number 
of  skilled  public  welfare  personnel  to  provide  the 
services. 

The  Secretary  of  Health,  Education,  and  Welfare 
is  to  prescribe  the  minimum  services  necessary  to 
help  applicants  and  recipients  attain  or  retain 
capability  for  self-care  or  self-support  or  to  help 
them  maintain  and  strengthen  family  Iire.  These 
services  are  to  be  provided  under  State  plans  for  old- 
age  assistance,  aid  to  families  with  dependent  chil- 
dren, aid  to  the  blind,  and  aid  to  the  permanently 
and  totally  disabled.  Services  are  authorized  in  the 


program  of  medical  assistance  for  the  aged,  with  no 
minimum  prescribed.  The  Secretary  is  also  to 
specify  additional  services  to  applicants  and  recip- 
ients that  prevent  and  reduce  dependency,  which 
would  be  entirely  optional  with  the  States. 

The  new  law  permits  Federal  participation  in  the 
cost  of  providing  services  not  only  to  applicants  for 
and  recipients  of  assistance  but  also  to  those  persons 
who  request  them  and  who,  within  periods  defined 
by  the  Secretary,  have  been  or  are  likely  to  become 
applicants  and  recipients.  Effective  July  1,  1963,  a 
State  that  does  not  provide  under  its  State  plan  for 
the  prescribed  minimum  self-care  or  self-support 
services  will  receive  Federal  matching  funds  on  only 
a  50-50  basis.  This  ratio  applies  to  the  cost  of  all 
services,  training,  and  other  administrative  costs. 

The  new  law  specifies  how  the  services  are  to  be 
furnished.  The  staff  of  the  State  and  local  public 
assistance  agency  is  authorized,  as  before,  to  provide 
services.  In  addition,  services  that  cannot  be  eco- 
nomically or  effectively  provided  by  agency  staff  or 
are  not  otherwise  reasonably  available  may  be 
obtained  by  agreement  with  another  State  public 
agency,  subject  to  limitations  prescribed  by  the 
Secretary. 

Services  identified  in  the  Vocational  Rehabil- 
itation Act  as  "vocational  rehabilitation  services" 
are  not  ordinarily  to  be  provided  by  the  public 
assistance  agency  staff  but  by  the  State  vocational 
rehabilitation  agency.  The  latter  is  the  only  agency 
that  may  furnish  these  services  if  it  (1)  has  in  effect 
a  State  plan  to  furnish  such  services  to  individuals 
needing  them,  inc  tiding  recipients  of  public  assis- 
tance, or  (2)  is  not  providing  such  services  generally 
but  is  able  and  willing  to  provide  them  upon  being 
reimbursed  for  their  cost  by  the  public  assistance 
agency.  Vocational  rehabilitation  services  may  not 
be  obtained  from  any  other  public  agency  when  the 
State  vocational  rehabilitation  agency  is  able  and 
willing  to  provide  them. 


Welfare  Services  for  Each  Child  Under 
Dependent  Children  Program 

To  further  improve  and  coordinate  services  to 
children,  a  provision  is  added  to  the  requirements 
for  the  dependent  children  program,  effective  July  1, 
1963.  Each  State  plan  must  provide  for  the  de- 
velopment of  a  program  of  welfare  and  related  serv- 
ices for  each  child  recipient,  geared  to  the  child's 
home  conditions  and  special  needs.  The  plan  must 
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also  provide  for  coordinating  these  programs  with 
those  developed  in  the  child  welfare  services  plan 
under  title  V  to  further  promote  the  welfare  of 
dependent  children  and  their  families. 


Technical  Amendments  Emphasizing 
Rehabilitation  and  Other  Services 

The  new  law  changes  the  name  of  title  IV  to 
"Grants  to  States  for  Aid  and  Services  to  Needy- 
Families  with  Children"  and  makes  the  necessary- 
conforming  changes  throughout  this  title.  The 
emphasis  on  rehabilitation  and  other  services  is  also 
identified  in  the  purpose  clause  of  each  title,  and 
there  is  authorization  for  such  services  not  only  to 
old-age  assistance  recipients  but  also  to  persons 
receiving  medical  assistance  for  the  aged. 


Community  Work  and  Training  Programs 

Another  change  in  title  IV  is  designed  to  assist  the 
States  in  encouraging  the  conservation  of  existing 
work  skills  and  the  development  of  new  ones. 
Federal  financial  participation  is  authorized  in 
State  expenditures  for  aid  to  families  with  depend- 
ent children  made  in  the  form  of  payments  for 
work  performed  by  a  relative  aged  18  or  older  with 
whom  a  dependent  child  is  living.  For  this  financial 
sharing  the  State  plan  must  include  provisions  that 
give  reasonable  assurance  to  the  Secretary  that 
certain  conditions  are  being  met.  These  conditions 
include  appropriate  standards  for  safety,  health, 
and  other  working  conditions. 

Payment  for  work  must  be  not  less  than  the 
minimum  rate  established  by  State  law  and  not  less 
than  the  prevailing  community  rate  for  similar 
work.  The  work  must  serve  a  useful  public  purpose 
and  not  result  in  the  displacement  of  regular 
workers,  and  it  cannot  be  work  that  would  otherwise 
be  performed  by  employees  of  public  or  private 
agencies,  institutions,  or  organizations.  Except  for 
emergency  projects  or  those  generally  nonrecurring, 
it  must  be  work  not  normally  undertaken  by  the 
State  or  community. 

A  State  carrying  on  work  and  training  projects 
must  take  into  consideration,  in  determining  need, 
expenses  reasonably  attributable  to  work.  There 
must  be  provision  that  the  person  assigned  to  a 
work  project  shall  have  an  opportunity  to  seek 
employment  and  to  secure  appropriate  training  or 


retraining  when  it  is  available.  Aid  may  not  be 
denied  when  refusal  to  work  is  based  on  good  cause. 

The  State  plan  must  include  a  provision,  similar 
to  that  in  State  plans  for  aid  to  children  of  unem- 
ployed parents,  for  entering  into  cooperative  ar- 
rangements with  the  State  public  employment 
service  so  that  the  person  may  be  returned  to  the 
labor  force  as  quickly  as  possible.  These  arrange- 
ments would  include  provisions  for  registration  and 
periodic  re-registration  for  employment  and  also 
for  maximum  use  of  the  placement  services  and 
other  services  and  facilities  of  the  employment 
offices. 

In  addition,  the  State  plan  must  provide  for 
entering  into  cooperative  arrangements  with  the 
State  vocational  education  agency  and  the  State 
agencies  responsible  for  adult  education  services 
and  facilities  for  training  or  retraining  in  prepara- 
tion for  regular  employment.  So  that  the  parent's 
absence  at  work  will  not  affect  the  welfare  of  the 
child,  there  must  be  provisions  for  appropriate 
arrangements  for  the  child's  care  and  protection. 
The  State  plan  must  provide  that  no  adjustment  or 
recovery  will  be  made  for-payments  correctly  made 
for  work.  The  State  may  not  include  as  an  expendi- 
ture for  Federal  sharing  the  cost  of  making  or 
acquiring  materials  or  equipment  in  connection 
with  a  work  program  or  the  cost  of  its  supervision. 

The  Secretary  is  to  report  the  experience  of  the 
States  in  community  work  and  training  programs 
before  January  1,  1967.  The  report  will  be  sent  to 
the  President  for  transmission  to  Congress. 

For  States  that,  before  the  enactment  of  Public 
Law  87-543,  carried  on  community  work  and  train- 
ing programs  that  met  the  plan  requirements  (with 
certain  exceptions),  the  Federal  Government  shares 
in  expenditures  made  from  July  1,  1961,  through 
September  30,  1962.  After  that  date  such  programs 
must  meet  all  the  State  plan  requirements  under 
the  law. 


Incentives  for  Employment 

As  one  step  towards  the  goal  of  rehabilitation, 
the  new  law  requires  that  the  State  consider  all  ex- 
penses attributable  to  employment  in  determining 
the  need  of  a  recipient  of  public  assistance;  formerly 
such  consideration  was  optional  and  not  always  pro- 
vided. In  addition,  in  their  programs  of  aid  to 
families  with  dependent  children,  the  States  may 
permit  earned  or  other  income  to  be  set  aside  for  the 
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dependent  child's  future  identifiable  needs,  such  as 
his  education. 


Use  of  Payments  for  Benefit  of  Child 

When  there  is  a  question  whether  the  money 
payment  in  aid  to  families  with  dependent  children 
is  being  used  for  the  child's  benefit,  the  State  agency 
may  provide,  to  the  relative  caring  for  the  child, 
counseling  and  guidance  in  the  use  of  the  payment 
and  in  the  management  of  other  funds.  Upon  con- 
tinued failure  to  use  the  payment  for  the  benefit  of 
the  child,  the  agency  may  advise  the  relative  of  the 
possibility  of  payment  to  another  interested  person 
or  appointment  of  a  guardian  or  legal  representa- 
tive, or  that  criminal  or  civil  penalties,  authorized 
by  State  law,  may  be  imposed  by  a  court  of  com- 
petent jurisdiction.  These  actions  may  be  taken  by 
a  State  agency  without  jeopardizing  Federal  finan- 
cial participation  or  raising  a  question  concerning 
the  conformity  of  the  State  plan  under  title  IV  of 
the  Social  Security  Act. 

Another  change  relates  to  a  1961  amendment 
allowing  the  States  time  to  amend  their  laws  that 
require — contrary  to  a  ruling  of  January  17,  1961, 
of  the  Department  of  Health,  Education,  and  Wel- 
fare— aid  to  be  denied  because  of  conditions  in  the 
home  in  which  the  child  is  living.  The  new  law 
permits  States  to  deny  aid  if,  pursuant  to  State 
statute,  adequate  care  and  assistance  are  otherwise 
provided  the  child. 


Protective  Payments  Under  Dependent  Children 
Program 

The  definition  of  "aid  to  families  with  dependent 
children"  in  title  IV  is  amended  to  include  payments 
made  to  another  person  interested  in  or  concerned 
with  the  welfare  of  the  child  and  his  relative. 
Standards  for  determining  who  is  "interested  or 
concerned"  are  to  be  prescribed  by  the  Secretary. 

A  State  plan  under  which  protective  payments 
are  made  must  provide  for  the  following  procedures: 
(a)  determination  by  the  State  agency  that  the 
relative  caring  for  the  child  is  unable  to  manage 
funds  to  the  extent  that  making  payments  to  him 
is  contrary  to  the  child's  welfare;  (b)  making  pro- 
tective payments  that,  for  the  recipients  involved, 
in  addition  to  other  income  and  resources,  are 
sufficient  to  meet  all  their  needs,  according  to  State 


standards;  (c)  exerting  special  efforts  to  develop 
greater  ability  on  the  part  of  the  relative  to  manage 
funds;  (d)  making  periodic  review  to  determine  if 
serious  mismanagement  continues,  stopping  the 
protective  payments  if  it  does  not,  and  seeking  the 
appointment  of  a  guardian  or  other  legal  representa- 
tive if  mismanagement  is  likely  to  continue;  (e) 
furnishing  aid  in  the  form  of  foster-home  care;  and 
(f)  giving  the  relative  caring  for  a  dependent  child 
an  opportunity  for  a  fair  hearing  on  any  determi- 
nation that  he  is  unable  to  manage  the  payment. 

The  number  of  individuals  for  whom  protective 
payments  may  be  made  in  any  month  may  not 
exceed  5  percent  of  other  recipients  under  this 
program  during  the  month. 

The  Secretary  is  to  submit  to  the  President  for 
transmission  to  Congress  before  January  1,  1967,  a 
report  on  the  administration  of  the  provision  and  on 
State  experience  in  making  protective  payments, 
with  recommendations  for  continuation  or  modifi- 
cation. 

Aid  for  Both  Parents  of  Dependent  Child 

The  definition  of  "aid  to  families  with  dependent 
children"  is  amended  to  provide  for  Federal  sharing 
in  State  expenditures  for  assistance  given  to  a  sec- 
ond parent.  The  parent  must  be  living  with  the 
child,  and  the  child's  deprivation  must  be  based  on 
the  incapacity  or  unemployment  of  a  parent.  This 
change  in  Federal  law  recognizes  the  need  of  the 
family  when  both  parents  are  in  the  home  and  pro- 
vides Federal  financial  participation  to  assist  the 
States  to  meet  need  more  adequately. 

IMPROVEMENTS  IN  ADMINISTRATION 

Several  of  the  provisions  of  the  new  law  were  con- 
cerned with  improving  the  administration  of  the 
public  assistance  programs. 


Advisory  Council  on  Public  Welfare 

The  Secretary  is  directed  to  appoint  a  12-member 
advisory  council  on  public  welfare  in  1964  to  review 
the  administration  of  the  programs  of  public  assist- 
ance and  child  welfare  services  and  to  make  recom- 
mendations for  improvement.  The  council  is  also  to 
review  the  public  assistance  programs  especially  in 
relation  to  old-age,  survivors,  and  disability  insur- 
ance and  to  the  fiscal  capacities  of  the  States  and 
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the  Federal  Government,  as  well  as  matters  bearing 
on  the  amount  and  proportion  of  Federal  and  State 
shares  in  the  public  assistance  and  child  welfare 
services  programs. 

The  council  members  are  to  include  persons 
representing  employers  and  employees  in  equal 
numbers,  State  or  Federal  agencies  concerned  with 
the  administration  and  financing  of  the  public 
assistance  and  child  welfare  services  programs,  and 
nonprofit  social  welfare  organizations;  other  persons 
with  special  qualifications;  and  members  of  the 
public.  The  council  is  to  report  its  findings  and 
recommendations  to  the  Secretary  by  July  1,  1966. 

The  Secretary  is  directed  to  appoint  succeeding 
advisory  councils  under  similar  conditions.  He  is 
authorized  also  to  appoint  advisory  committees 
to  assist  him  in  carrying  out  his  functions  under  the 
Social  Security  Act  and  report  annually  to  Congress 
on  the  number  of  committees  and  their  membership 
and  activities. 

Waiver  of  State  Plan  Requirements  for 
Demonstration  Projects 

Congress  recognized  the  need  for  the  develop- 
ment of  new  methods  and  for  experimentation  to 
better  meet  the  complex  social  and  economic 
problems  in  the  public  assistance  programs.  Ac- 
cordingly, it  authorized  the  Secretary  to  waive  any 
of  the  requirements  for  State  plans  in  States  that 
desire  to  carry  on  an  experimental,  pilot,  or  demon- 
stration project  likely  to  assist  in  promoting  the 
objectives  of  the  programs. 

The  cost  of  such  projects  is  to  be  financed  with 
the  help  of  Federal  funds.  The  law  makes  available 
not  more  than  $2  million  of  the  funds  appropriated 
for  payments  to  the  States  under  the  public  assist- 
ance titles  in  any  fiscal  year  up  to  July  1,  1967,  to 
assist  in  paying  any  portion  of  the  cost  of  these 
projects  not  otherwise  subject  to  Federal  partici- 
pation. 

Increase  in  Trained  Welfare  Personnel 

The  present  authorization  for  training  grants  in 
title  VII  has  been  made  permanent,  and  the  Secre- 
tary has  been  given  new  authority.  An  appro- 
priation of  $3.5  million  is  authorized  for  the  fiscal 
year  1962-63  and  $5  million  for  each  succeeding 
fiscal  year.  An  amount  to  be  determined  by  the 
Secretary,  but  not  more  than  $1  million  for  1962-63 


and  $2  million  each  year  thereafter,  is  to  be  avail- 
able to  him  to  provide  directly  or  through  grants  to 
or  contracts  with  public  or  nonprofit  institutions  of 
higher  learning  with  respect  to  personnel  employed 
by  or  preparing  for  employment  with  public  assist- 
ance agencies  for  (1)  training,  (2)  establishment  and 
maintenance  of  fellowships  and  traineeships,  and 
(3)  special  short  courses  of  study  (to  last  not  more 
than  1  year). 

The  Secretary  will  allot  the  remainder  of  the 
appropriated  funds  to  the  States  for  the  training 
objectives  of  title  VII.  The  allotments  will  be  based 
on  population;  relative  need  for  trained  public 
welfare  personnel,  particularly  personnel  to  provide 
self-support  and  self-care  services;  and  financial 
need. 

To  the  extent  the  Secretary  finds  it  necessary, 
he  may  prescribe  requirements  for  the  repayment 
of  the  amount  expended  on  fellowships  or  trainee- 
ships  when  an  individual  fails  to  work  the  specified 
amount  of  time  in  a  public  assistance  program. 
He  may  also  waive  these  requirements  when  they 
would  be  inequitable  or  contrary  to  the  purposes  of 
the  assistance  programs, 


REVISION  OF  TEMPORARY  PROVISIONS  AND  IN- 
CREASE IN  FEDERAL  SHARE  OF  PA  EXPENDITURES 


Dependent  Children  of  Unemployed  Parents  or  in 
Foster-Family  Homes 

In  1961,  aid  to  families  with  dependent  children 
was  broadened  to  include  dependent  children 
of  unemployed  parents.  It  was  also  extended  to 
include  payments  for  foster-family  care  for  certain 
children  removed  from  their  homes  by  judicial 
determination.  Both  provisions,  scheduled  to  expire 
June  30, 1962,  have  been  extended  by  the  new  law — 
the  former  to  June  30,  1967,  and  the  latter  per- 
manently. 


Federal  Share  of  Assistance  Payments 

In  addition  to  extending  the  temporary  increase 
of  $1  in  payments  to  the  aged,  the  blind,  and  the 
disabled,  effective  October  1, 1961,  through  June  30, 
1962,  the  new  law  increases  Federal  financial  par- 
ticipation in  these  payments  by  an  additional  $4. 
The  formula  change,  effective  October  1,  1962,  is 
accomplished  by  increasing  the  Federal  share  of 
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the  assistance  payment  from  4/5  of  the  first  $31, 
with  an  average  maximum  of  $66,  to  29/35  of  $35, 
with  an  average  maximum  of  $70.  Since  the  Federal 
Government  continues  to  share  in  the  vendor  pay- 
ments for  medical  care,  up  to  $15,  for  old-age 
assistance  recipients,  the  average  monthly  maxi- 
mum in  old-age  assistance  in  which  it  participates 
is  now  $70  plus  $15  or  $85. 

Extension  of  Assistance  to  Repatriated 
American  Citizens 

In  1961,  temporary  assistance  was  authorized  for 
American  citizens  and  their  dependents  returned 
from  foreign  countries  because  of  destitution,  illness, 
war,  or  similar  crisis.  This  authorization  expired 
June  30,  1962;  it  is  extended  by  the  new  law  through 
June  30,  1964. 

Refusal  of  Unemployed  Parent  To  Accept  Retraining 

Where  a  State  plan  includes  aid  to  families  with 
dependent  children  because  of  the  unemployment 
of  a  parent,  denial  of  aid  is  now  required  if  the  un- 
employed parent  refuses  without  good  cause  to 
undergo  retraining. 

Federal  Payments  for  Foster  Care 
in  Child-Care  Institutions 

The  Federal  Government  will  continue  to  share 
in  State  expenditures  for  payments  when  a  child 
recipient  of  aid  to  families  with  dependent  children, 
following  a  court  determination,  is  placed  in  foster 
care  in  a  nonprofit  child-care  institution.  Formerly 
Federal  sharing  was  limited  to  payments  for  chil- 
dren receiving  foster-family  care.  Payment  with 
respect  to  a  child  in  an  institution  is  to  be  limited, 
as  prescribed  by  the  Secretary,  to  the  items  of  cost 
covered  in  the  care  in  a  foster-family  home.  The 
amendment  is  effective  for  the  period  October  1, 
1962,  through  September  30,  1964. 

State  Plans  Not  Meeting  Income-and-Resources 
Requirements  for  Aid  to  the  Blind 

A  temporary  provision,  first  enacted  in  1950, 
authorized  Federal  financial  participation  in  certain 
State  programs  of  aid  to  the  blind  that  do  not  meet 
the    requirements    of   the  income-and-resources 


clause.  This  provision  has  been  extended  from  time 
to  time  and  was  scheduled  to  expire  in  1964.  The 
new  law  makes  it  permanent. 


COMBINED  STATE  PLANS  FOR  AGED,  BLIND,  AND 
DISABLED 

Effective  October  1,  1962,  a  new  title  (XVI)  is 
added  to  the  Social  Security  Act  that  gives  the 
States  the  option,  instead  of  having  separate  State 
plans  for  titles  I,  X,  and  XIV,  of  combining  their 
programs  of  assistance  for  the  aged,  the  blind,  and 
the  disabled  and  for  medical  assistance  for  the  aged. 
A  State  filing  a  combined  plan  under  the  new  title 
could  not  receive  payments  for  the  same  period 
or  future  periods  under  titles  I,  X,  and  XIV. 

The  State  plan  requirements  are,  with  few  ex- 
ceptions, unchanged.  The  necessary  adaptations 
have  been  made,  such  as  establishing  income  ex- 
emption for  the  aged  and  the  blind  and  continuing 
the  present  limitation  on  residence  requirements  in 
medical  assistance  for  the  aged.  States  that  ad- 
minister aid  to  the  blind  through  a  separate  agency 
may  continue  to  do  so  under  the  new  title. 

Under  title  XVI  the  provision  of  separate  and 
additional  Federal  funds  for  vendor  payments  for 
medical  care  for  recipients  of  old-age  assistance  is 
extended  to  the  blind  and  the  disabled.  The  pro- 
vision of  medical  care  for  42  days  in  a  medical 
institution  because  of  a  diagnosis  of  tuberculosis  or 
psychosis,  now  limited  to  the  aged,  is  also  extended 
to  the  blind  and  the  disabled. 


MISCELLANEOUS  AND  TECHNICAL  AMENDMENTS 

To  accompany  the  increase  in  the  Federal  share  of 
expenditures  for  assistance  among  the  States,  the 
annual  dollar  limitations  for  Puerto  Rico,  the  Virgin 
Islands,  and  Guam  were  raised  to  $9,800,000, 
$330,000,  and  $450,000,  respectively. 

Under  the  program  of  aid  to  families  with  depend- 
ent children,  the  relative  with  whom  a  dependent 
child  is  living  is  permitted  to  receive  money  pay- 
ments or  medical  care  to  meet  his  needs  in  a  month, 
whether  the  child  is  receiving  aid  in  the  form  of 
money  payment  or  medical  care.  Formerly  he  could 
receive  aid  only  if  aid  to  the  child  was  in  the  form  of 
a  money  payment. 

The  new  law  amends  the  provisions  for  the  dis- 
regarding of  income  in  aid  to  the  blind.  As  in  the 
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past  the  States  must  disregard  the  first  $85  of 
earned  income  in  a  month,  plus  half  the  earned  in- 
come in  excess  of  $85  a  month.  Additional  amounts 
of  other  income  and  resources  are  now  to  be  disre- 
garded for  a  maximum  of  12  months  if  the  recipient 
has  an  approved  plan  for  self-support.  The  addi- 
tional income  and  resources  must  be  necessary  for 
the  fulfillment  of  this  plan. 

The  provisions  for  foster  care  of  dependent  chil- 
dren, as  enacted  in  1961,  required  that  the  responsi- 
bility for  placement  and  care  of  children  determined 
by  a  court  to  be  in  need  of  foster  care  must  be  in  the 
agency  administering  the  program  of  aid  to  families 
with  dependent  children.  For  the  9  months  October 
1,  1962 — June  30,  1963,  responsibility  for  such  chil- 
dren may  be  given  to  another  public  agency  with 
which  the  welfare  agency  has  an  agreement.  The 
agreement  must  include  a  provision  for  (1)  develop- 
ing a  plan  for  each  child  (including  periodic  review 
of  the  necessity  for  the  child  to  continue  in  foster 
care)  to  assure  his  proper  care  while  he  remains  in 
foster  care  and  (2)  services  to  improve  the  condi- 
tions in  the  home  from  which  he  was  removed  or  to 
make  possible  his  placement  in  the  home  of  another, 
specified  relative.  The  agreement  must  also  include 
other  provisions  necessary  to  accomplish  the  pur- 
pose of  the  program  under  the  State  plan. 

All  public  assistance  titles  are  amended  to  permit 
Federal  matching  in  State  expenditures  for  medical 
or  remedial  care  furnished  for  as  long  as  3  months 
before  the  month  of  application. 

The  States  are  given  the  option,  in  determining 
need,  of  disregarding  a  certain  amount  of  income 
earned  by  a  recipient  of  old-age  assistance.  As  of 
January  1,  1963,  out  of  the  first  $50  per  month  of 
earned  income,  the  State  agency  may  disregard  not 
more  than  the  first  $10  plus  half  the  remainder. 


CHILD  WELFARE  SERVICES 

The  new  law  contains,  in  substance,  all  the  Ad- 
ministration's recommendations  for  expanding  and 
improving  child  welfare  services,  as  stated  in  Presi- 
dent Kennedy's  Welfare  Message  and  embodied  in 
the  draft  bill  transmitted  to  the  Speaker  of  the 
House  by  Secretary  Ribicoff  on  February  1,  1962. 

Extension  of  Child  Welfare  Services 

Under  the  previous  law,  $25  million  a  year  was 
authorized  to  be  appropriated  for  grants  to  the 


States  for  child  welfare  services.  The  new  law  in- 
creases the  authorization  to  $30  million  for  the 
fiscal  year  1962-63,  $35  million  for  1963-64,  $40 
million  each  for  1964-65  and  1965-66,  $45  million 
each  for  1966-67  and  1967-68,  and  $50  million  a 
year  thereafter. 

In  the  past  the  law  has  provided  for  grants  to 
States  for  the  use  of  cooperating  State  public  welfare 
agencies  in  carrying  out  the  State  plan  that  they 
have  developed  jointly  with  the  Secretary  of  Health, 
Education,  and  Welfare.  The  amendments  require, 
effective  July  1,  1963,  that  the  State  child  welfare 
plan  provide  for  coordinating  its  services  with  those 
under  the  State  plan  for  dependent  children,  with  a 
view  to  ensuring  that  dependent  children  and  their 
families  will  receive  welfare  and  related  services 
that  will  be  most  effective  in  promoting  their 
well-being. 

State  child  welfare  plans  are  also  required, 
effective  July  1,  1963,  to  make  a  satisfactory  show- 
ing that  the  State  is  extending  the  program  with  a 
view  to  making  available  by  July  1,  1975,  to  all 
children  in  need  of  them  throughout  the  State, 
child  welfare  services  provided  by  the  staff  of  State 
and  local  public  welfare  agencies.  The  staff,  to  the 
extent  feasible,  is  to  be  composed  of  trained  child 
welfare  personnel.  In  extending  services,  priority 
must  be  given  to  communities  with  the  greatest 
need  for  such  services,  taking  into  consideration 
their  relative  financial  need. 


Day  Care 

Effective  for  fiscal  years  beginning  after  June  30, 
1962,  funds  appropriated  for  child  welfare  services 
in  excess  of  $25  million  a  year,  up  to  a  maximum  of 
$10  million,  are  to  be  earmarked  for  day-care  ser- 
vices (including  the  provision  of  day  care)  under  the 
State  child  welfare  services  plan.  Such  care  may  be 
provided  only  in  facilities  (including  private  homes) 
licensed  by  the  State  or  approved  (as  meeting 
established  licensing  standards)  by  the  State  agency 
that  is  responsible  for  licensing  facilities  of  this  type. 

The  earmarked  funds  are  to  be  allotted  among  the 
States  on  the  basis  of  the  population  under  age  21 
and  the  State's  allotment  percentage  (which  varies 
between  30  percent  and  70  percent  in  accordance 
with  the  relative  State  per  capita  income);  the 
minimum  allotment  is  $10,000.  The  portion  of  its 
allotment  that  a  State  certifies  it  will  not  use  may 
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be  reallotted  among  States  needing  and  able  to  use 
additional  funds  in  providing  day  care  under  their 
State  plan.  The  reallotment  is  to  be  based  on  need, 
the  population  under  age  21,  and  the  relative  per 
capita  income  of  the  States  needing  such  funds. 
The  States  are  required  to  match  all  child  welfare 
service  funds  allotted  to  them.  Effective  July  1, 
1963,  a  State  child  welfare  plan  must  meet  four 
additional  requirements: 

1.  It  must  provide  for  cooperative  arrangements 
with  the  State  health  authority  and  the  State 
agency  primarily  responsible  for  supervision  of 
public  schools  to  assure  their  maximum  utilization 
in  providing  necessary  health  and  education  ser- 
vices for  those  children  who  are  receiving  day  care. 

2.  It  must  set  up  a  committee  to  advise  the  State 
public  welfare  agency  on  the  general  policy  in- 
volved in  furnishing  day-care  services  under  the 
State  plan.  The  committee  is  to  include  repre- 
sentatives of  other  State  agencies  concerned  with 
day  care  or  related  services  and  persons  representing 
professional,  civic,  or  other  public  or  nonprofit 
private  agencies,  organizations,  or  groups  concerned 
with  the  provision  of  day  care. 

3.  It  must  establish  such  safeguards  as  may  be 
necessary  to  assure  provision  of  day  care  under  the 
plan  only  when  it  is  in  the  best  interest  of  the  child 
and  the  mother  and  only  when  it  is  determined, 
under  criteria  established  by  the  State,  that  a  need 
for  such  care  exists.  When  the  family  is  able  to  pay 
part  or  all  of  the  costs  of  such  care,  the  p'an  is  to 
provide  for  the  payment  of  fees  considered  reason- 
able. 

4.  It  must  give  priority,  in  determining  the  need 
for  day  care,  to  members  of  low-income  or  other 
groups  in  the  population  and  to  geographical  areas 
with  the  greatest  relative  need  for  the  extension  of 
day  care. 


Definition  of  Child  Welfare  Services 

The  definition  of  child  welfare  services  is  clarified 
and  somewhat  broadened  to  read 

Public  social  services  which  supplement,  or  substitute  for, 
parental  care  and  supervision  for  the  purpose  of  (1)  preventing 
or  remedying,  or  assisting  in  the  solution  of  problems  which 
may  result  in  the  neglect,  abuse,  exploitation,  or  delinquency 
of  children,  (2)  protecting  and  caring  for  homeless,  dependent, 


or  neglected  children,  (3)  protecting  and  promoting  the  welfare 
of  children  of  working  mothers,  and  (4)  otherwise  protecting 
and  promoting  the  welfare  of  children,  including  the  strength- 
ening of  their  own  homes  where  possible  or,  where  needed,  the 
provision  of  adequate  care  of  children  away  from  their  homes 
in  foster-family  homes  or  day-care  or  other  child-care  facilities. 


Training 

Before  the  amendments,  the  law  authorized 
grants  for  research  or  demonstration  projects  in  the 
field  of  child  welfare.  The  new  law  adds  authoriza- 
tion for  grants  to  public  or  other  nonprofit  institu- 
tions of  higher  learning  for  special  projects  for  train- 
ing child  welfare  personnel,  including  traineeships 
with  such  stipends  and  allowances  as  may  be  per- 
mitted by  the  Secretary. 


COST  OF  AMENDMENTS 

It  is  estimated  that  the  Public  Welfare  Amend- 
ments of  1962  and  the  administrative  actions  taken 
in  1961  and  1962  by  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  will  involve  the  expenditure  in  the 
fiscal  year  1962-63  of  nearly  $300  million  in  addition 
to  the  amounts  authorized  by  earlier  law.  Of  these 
amounts,  $97.9  million  represents  the  cost  of  con- 
tinuing the  provisions  for  aid  to  families  with  de- 
pendent children  in  which  need  results  from  the  un- 
employment of  a  parent,  the  foster-home  care  pro- 
visions, and  the  $1  increase  in  assistance  payments 
in  which  Federal  participation  is  available  for  the 
aged,  the  blind,  and  the  disabled — all  provisions 
enacted  on  a  temporary  basis  in  1961. 

The  President,  in  the  1962-63  Budget,  asked  for  a 
total  of  $190.1  million  for  this  legislation  (including 
the  extensions  of  the  temporary  provisions).  This 
figure  covers  the  estimated  amount  of  the  increased 
Federal  share  of  services  and  training  costs,  day- 
care costs,  the  inclusion  in  the  recipient  count  of  the 
second  parent  in  needy  families  with  dependent  chil- 
dren, and  the  optional  single  program  for  the  aged, 
the  blind,  and  the  disabled. 

The  President's  Budget  Message  did  not  include 
the  additional  increase  of  more  than  $4  for  each 
aged,  blind,  or  disabled  recipient  of  public  assist- 
ance. This  is  the  major  item  accounting  for  the 
higher  cost  of  Public  Law  No.  87-543,  as  it  was 
enacted. 
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Proposals  for  Health  Insurance  for  the 
Aged 

ADMINISTRATION  PROPOSAL 

On  February  9,  1961,  President  Kennedy  trans- 
mitted to  Congress  his  recommendations  relating  to 
a  health  program.  To  help  meet  the  problem  of 
financing  the  high  cost  of  illness  in  old  age,  the 
President  recommended  the  addition  of  a  health 
insurance  program  to  the  present  old-age,  survivors, 
and  disability  insurance  system. 

Under  his  proposal  as  transmitted,  all  persons 
aged  65  and  over  who  are  eligible  for  old-age, 
survivors,  and  disability  insurance  or  railroad  retire- 
ment benefits  would  be  entitled  to  (1)  up  to  90  days 
of  in-patient  hospital  services  in  a  single  spell  of  ill- 
ness, subject  to  a  deductible  amount  (to  be  paid  by 
the  patient)  of  $10  a  day  for  up  to  9  days,  with  a 
minimum  of  $20;  (2)  up  to  180  days  of  skilled  nurs- 
ing-home services  after  discharge  from  a  hospital; 
(3)  hospital  outpatient  diagnostic  services  for  all 
costs  in  excess  of  $20;  and  (4)  visiting-nurse  and 
related  home-health  services. 

On  February  13,  a  bill  (H.R.  4222,  the  Health 
Insurance  Benefits  Act  of  1961)  proposing  a  pro- 
gram along  the  lines  set  forth  by  the  President  was 
introduced  by  Representative  King  of  California. 
(♦A  companion  bill,  S.  909,  was  introduced  in  the 
Sejiate  by  Senator  Anderson.)  The  House  bill  was 
referred  to  the  Committee  on  Ways  and  Means, 
which  held  public  hearings  from  July  24  through 
August  4,  1961.  There  was  no  further  congressional 
action  in  1961  on  health  insurance  for  the  aged. 

In  both  his  State  of  the  Union  Message  of 
January  11,  1962,  and  his  health  message  of  Febru- 
ary 27,  President  Kennedy  renewed  his  1961  request 
that  the  old-age,  survivors,  and  disability  provisions 
of  the  Social  Security  Act  be  amended  to  provide 
health  insurance  protection  for  the  aged.  On  June 
11,  the  House  Ways  and  Means  Committee  went 
into  executive  session  to  consider  the  Administra- 
tion's proposal  for  a  health  insurance  program  for 
the'aged  under  the  Sociar  Security  Act. 

SENATE  FLOOR  DEBATE 

Anderson  Amendment 

In  the  absence  of  action  on  the  Administration's 
proposal  by  the  House  of  Representatives  or  the 


Senate  Committee  on  Finance,  Senator  Anderson, 
on  June  29,  1962,  presented  to  the  Senate  for  him- 
self, 20  other  Democratic  Senators,  and  5  Republi- 
can Senators  an  amendment  intended  to  be  pro- 
posed to  H.R.  10606,  the  public  welfare  bill. 
Although  the  amendment  provided  the  same  health 
insurance  benefits  that  would  have  been  provided 
under  S.  909  (except  that  skilled  nursing-home  bene- 
fits would  have  been  payable  only  for  services  fur- 
nished in  facilities  affiliated  with  a  hospital),  the 
proposed  amendment  made  several  significant 
modifications  designed  to  meet  various  objections 
raised  to  certain  provisions  of  S.  909. 

These  major  modifications  included  provision  for 
(a)  the  payment  of  health  insurance  benefits 
financed  from  general  revenues  for  aged  persons  not 
eligible  for  monthly  cash  benefits  under  the  old-age, 
survivors,  and  disability  insurance  or  railroad  retire- 
ment systems;  (b)  the  use  of  approved  private  or- 
ganizations, selected  by  hospitals  or  the  other  pro- 
viders of  services,  in  the  administration  of  the  pro- 
gram; and  (c)  an  option  under  which  beneficiaries 
could  receive  the  health  benefits  through  private 
insurance,  group  practice,  and  other  voluntary 
plans,  instead  of  through  the  Government. 

Persons  entitled  to  health  insurance  benefits. — One 
frequent  criticism  of  S.  909  had  been  that  it  did  not 
provide  protection  for  the  uninsured  aged.  The 
Anderson  amendment  would  have  provided  for  this 
uninsured  group  of  2J/£  million  aged  persons  the 
same  health  benefits  that  would  have  been  provided 
for  those  insured  under  old-age,  survivors,  and 
disability  insurance  and  would  have  financed  the 
protection  for  the  uninsured  from  general  revenues. 
Under  the  amendment,  persons  who  reach  age  65 
before  1967  and  who  do  not  meet  the  regular  in- 
sured-status  requirements  of  the  old-age,  survivors, 
and  disability  insurance  program  would  have  been 
deemed  insured  for  health  insurance  benefits  only. 
The  uninsured  reaching  age  65  after  1966  would 
have  needed,  to  be  deemed  insured  for  health 
benefits,  3  quarters  of  coverage — with  a  minimum 
of  6 — for  each  year  elapsing  after  1964  and  before 
reaching  age  65. 

The  special  insured-status  requirements  for 
health  insurance  would  therefore  have  "washed 
out"  in  1970  for  women  and  1972  for  men,  since  in 
those  years  the  number  of  quarters  that  would  have 
been  required  to  qualify  for  health  benefits  would 
have  been  the  same  as  the  number  required  under 
present  law  for  cash  benefits  under  old-age,  survi- 
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vors,  and  disability  insurance.  The  effect  of  the 
special  insured-status  provision  would  have  been 
to  ensure  for  practically  everyone  aged  65  or  over 
protection  under  the  program,  since  most  jobs  are 
now  covered  by  the  Social  Security  Act. 

Use  of  private  organizations  in  administering  the 
program. — The  amendment  would  have  consider- 
ably broadened  the  opportunity  for  use  of  private 
organizations  in  the  administration  of  the  program. 
Groups  of  "providers,"  or  associations  of  providers 
on  behalf  of  their  members,  would  have  been  per- 
mitted to  designate  a  private  organization  of  their 
own  choice  to  receive  provider  bills  for  services  and 
to  pay  these  bills.  In  addition,  such  organizations 
could  have  been  authorized — to  the  extent  the 
Secretary  considered  it  advantageous — to  perform 
related  functions,  such  as  auditing  provider  records 
and  assisting  in  the  application  of  utilization  safe- 
guards. The  Government  would  have  provided 
advances  of  funds  to  such  organizations  for  pur- 
poses of  benefit  payments  and  as  a  working  fund  for 
administrative  expenses. 

During  their  testimony  before  the  Committee  on 
Ways  and  Means  on  H.  R.  4222,  representatives  of 
the  American  Hospital  Association  recommended 
that  the  Government  use  the  services  of  voluntary 
organizations,  such  as  Blue  Cross,  to  administer  the 
health  insurance  program.  The  principal  advantage 
hospitals  and  other  providers  of  services  saw  in  an 
arrangement  of  this  sort  was  that  the  policies  and 
procedures  of  the  Federal  program  would  be  ap- 
plied by  the  same  private  organizations  that  ad- 
minister the  existing  health  insurance  programs 
from  which  providers  now  receive  payments. 

It  was  believed  that  the  participation  of  Blue 
Cross  plans  and  similar  third-party  organizations 
offered  possible  advantages  that  go  beyond  the 
benefits  derived  from  their  experience  in  dealing 
with  various  types  of  providers  of  services.  Having 
such  private  organizations  serve  as  intermediaries 
between  the  Government  and  the  providers  would 
have  helped  to  reduce  anxiety  on  the  part  of  pro- 
viders of  service  and  certain  segments  of  the  public 
about  possible  Government  intervention  in  hospital 
practices. 

Private  insurance  option. — A  basic  premise  of  S. 
909  was  that  private  insurance  would  play  the  same 
important  complementary  role  that  it  has  played  in 
old-age,  survivors,  and  disability  insurance — that  is, 
health  insurance  under  the  Social  Security  Act 
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would  be  a  base  on  which  a  beneficiary  could  build 
private  supplementary  protection.  Many  persons 
expressed  the  conviction  that  the  health  insurance 
proposal  should  have  allowed  beneficiaries  to  have 
all  their  protection  with  private  insurance  com- 
panies and  health  benefits  plans  instead  of  having 
Government  protection  or  to  continue  any  private 
insurance  protection  they  may  have  acquired  before 
attaining  age  65  without  changing  it  into  a  policy 
designed  as  a  supplement  to  the  Government  pro- 
tection. 

The  amendment  included  a  provision  under  which 
an  individual  who  had  an  approved  private  health 
plan  or  policy  in  effect  for  a  period  before  reaching 
reaching  age  65 — one  furnishing  at  least  all  the 
benefits  of  the  Government  plan  as  well  as  some 
additional  health  benefits — could  have  an  optional 
arrangement.  He  could,  if  he  wished,  have  the 
Government  reimburse  the  private  organization 
with  which  he  had  the  policy  for  the  cost  of  the 
statutory  benefits  used.  The  carrier's  administra- 
tive cost  related  to  the  payment  of  statutory  bene- 
fits would  have  been  included  in  the  reimbursement. 

The  amendment  would  have  required  the  bene- 
ficiary to  make  the  election  within  3  months  after  he 
became  entitled  to  health  insurance  benefits.  Only 
one  such  election  would  have  been  permitted,  al- 
though a  beneficiary  could  have  later  revoked  his 
election  if  he  desired. 

To  keep  the  administrative  difficulties  of  dealing 
with  private  insurance  carriers  and  health  plans 
within  reasonable  limits  the  amendment  also  in- 
cluded criteria  that  private  plans  would  have  had  to 
meet  in  order  to  qualify  for  handling  the  payments. 
Commercial  nongroup  carriers  that  are  licensed  in 
all  50  States  and  make  at  least  1  percent  of  all  health 
insurance  payments  in  the  United  States,  or  that 
were  determined  by  the  Secretary  to  be  otherwise 
national  in  scope,  would  have  qualified.  A  commer- 
cial-nongroup  carrier  that  could  not  meet  these 
requirements  would  have  qualified  in  a  particular 
State  if  it  did  at  least  -5  percent  of  the  health  in- 
surance business  in  that  State.  In  addition,  any 
other  carrier  that  sells  group  health  insurance  would 
have  qualified  with  respect  to  its  group  plans.  Non- 
profit plans  would  have  been  approved  without 
regard  to  these  requirements. 

Additional  modifications. — The  Anderson  amend- 
ment also  modified  or  clarified  certain  provisions  of 
S.  909  to  give  additional  assurance  that  the  Federal 
Government  would  not  have  exercised  control  over 
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providers  of  services.  An  amendment  provided 
that  hospitals  accredited  by  the  Joint  Commission 
on  the  Accreditation  of  Hospitals  (and  many  small 
hospitals  are  not  ordinarily  accredited)  would  have 
been  conclusively  presumed  to  meet  all  the  statu- 
tory requirements  for  participation,  save  that  for 
utilization  review.  In  the  event  the  Joint  Commis- 
sion adopted  a  requirement  for  utilization  review, 
accredited  hospitals  would  have  been  presumed  to 
meet  all  the  statutory  conditions.  In  addition,  the 
health  and  safety  requirement  was  modified  to 
permit  the  Secretary  to  prescribe  further  conditions 
only  to  the  extent  that  these  conditions  were  in- 
cluded in  the  requirements  of  the  Joint  Commission. 
Linking  the  conditions  for  participation  to  the 
requirements  of  the  Joint  Commission  would  have 
furnished  assurance  that  providers  would  have  been 
required  to  meet  only  professionally  established 
conditions. 

The  provisions  in  S.  909  for  a  "hospital  utilization 
committee"  were  replaced  in  the  amendment  by 
provisions  for  a  "utilization  review  plan."  A  plan 
would  have  been  required  to  provide  for  a  review  of 
admissions,  length  of  stays,  and  the  medical  neces- 
sity for  services  furnished  as  well  as  the  efficient  use 
of  services  and  facilities.  The  amendment  specified 
that  such  review  take  place  within  1  week  following 
the  twenty-first  day  of  each  period  of  continuous 
hospitalization  and  subsequently  at  such  intervals 
as  may  have  been  specified  in  regulations.  The 
utilization  committee  would  also  have  been  required 
to  notify  the  attending  physician  of  its  findings  and 
provide  an  opportunity  for  consultation  bet  veen 
the  commitee  and  the  physician.  The  utilization 
review  plan  of  a  hospital  would  have  been  extended 
to  include  review  of  admissions  and  length  of  stays 
in  a  skilled  nursing  facility  affiliated  with  the 
hospital. 

The  Joint  Commission,  which  has  been  consider- 
ing adding  utilization  review  as  an  accreditation 
requirement,  has  not  decided  what  form  the  require- 
ments should  take.  The  utilization  review  require- 
ment in  the  amendment  therefore  provided  that 
both  hospital  staff  reviews  and  other  types  of  phy- 
sician review  arrangements  outside  the  hospital 
would  have  been  acceptable  for  purposes  of  the 
proposed  program. 

In  addition,  the  amendment  included  several 
technical  changes  to  take  into  account  suggestions 
made  by  various  professional  organizations.  The 
definition  of  the  terms  "drugs"  and  "biologicals," 
for  example,  was  expanded  to  include  those  drugs 


listed  in  Accepted  Dental  Remedies  and  those  ap- 
proved by  a  drug  or  pharmacy  committee  of  the 
hospital  furnishing  such  drugs.  The  provisions 
relating  to  the  definition  of  a  "skilled  nursing 
facility"  were  also  revised  to  include  only  such  a 
facility  affiliated  or  under  common  control  with  a 
hospital.  This  more  restrictive  requirement  was 
added  to  provide  greater  assurance  that  payments 
would  have  been  made  only  to  those  skilled  nursing 
facilities  that  have  adequate  medical  supervision. 

Financing. — The  proposed  amendment  would 
have  provided  for  an  increase  in  the  social  security 
contribution  rates  of  %  of  1  percent  for  employers 
and  for  employees  and  4/10  of  1  percent  for  the 
self-employed.  (The  latter  rate  would  have  been 
%  of  1  percent  under  S.  909.)  The  taxable  earn- 
ings base  would  have  been  increased  from  $4,800  to 
$5,200  ($5,000  under  S.909)  a  year.  A  separate 
health  insurance  trust  fund  would  have  been  estab- 
lished for  the  program;  S.909  would  have  provided 
for  one  social  insurance  trust  fund  with  separate 
accounts  for  old-age  and  survivors  benefits,  dis- 
ability benefits,  and  health  insurance  benefits, 
respectively. 

Alternative  Proposals 

On  the  floor  of  the  Senate,  three  major  alterna- 
tives to  the  health  insurance  program  proposed  in 
the  Anderson  amendment  were  debated.  All  the 
alternatives  accepted  the  need  for  additional 
Federal  action  with  respect  to  financing  the  health 
care  costs  of  aged  persons  but  proposed  to  meet  this 
need  either  by  providing  Federal  funds  to  States  or 
by  providing  a  cash  supplement  to  monthly  old-age 
and  survivors  insurance  benefits  to  help  meet  the 
cost  of  private  insurance  premiums. 

The  Morton  amendment. — Senator  Morton  pro- 
posed on  July  5  an  amendment  under  which  States 
offering  approved  group  insurance  plans  for  the  aged 
through  private  carriers  would  have  received 
Federal  reimbursement  for  the  cost  of  the  premiums 
paid  on  behalf  of  eligible  aged  persons.  Anyone 
participating  in  the  State  program  could  have 
elected  to  receive  either  ordinary  or  catastrophic 
illness  coverage.  Group-practice,  service,  and  in- 
demnity-benefit private  plans  would  all  have  been 
eligible  to  participate  under  State  programs.  It 
would  have  been  necessary  for  State  programs  to 
receive  the  Secretary's  approval. 
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General  Federal  revenues  would  have  been  used 
to  reimburse  the  States  for  costs  up  to  $125  a  year 
per  participant.  States  would  have  paid  the  admini- 
strative costs  of  the  program,  plus  any  premiums  in 
excess  of  $125  per  person.  Individuals  with  a 
Federal  income-tax  liability  would  have  paid  up  to 
$100  toward  their  own  premiums;  the  exact  amount 
would  have  been  dependent  upon  the  amount  of  the 
liability. 

Senator  Morton  estimated  the  initial  costs  of  his 
proposal  at  about  $1.3  billion  a  year.  Senator 
Anderson  suggested  that  the  cost  of  the  Morton 
proposal  could  have  run  as  high  as  $2  billion  a  year. 

The  Morton  amendment  was  defeated  by  voice 
vote  on  July  6,  1962. 

The  Saltonstall  amendment. — The  amendment 
proposed  by  Senator  Saltonstall  on  July  9,  1962, 
was  essentially  the  same  proposal  as  S.  937,  the  bill 
introduced  on  February  13,  1961,  by  Senator  Javits 
for  himself  and  eight  other  Republican  Senators, 
including  Senator  Saltonstall.  This  amendment, 
like  the  Morton  amendment,  would  not  have  used 
social  security  financing.  It  would  have  provided 
for  a  program  of  Federal  matching  grants  to  the 
States  for  health  benefits  for  the  aged,  furnished 
under  a  State  plan  approved  by  the  Secretary  of 
Health,  Education,  and  Welfare. 

State  plans  would  have  been  required  to  offer  the 
aged  individual  a  choice  between  three  types  of 
packages:  (1)  short-term  illness  benefits  covering  up 
to  21  days  of  hospital- services,  up  to  63  days  of 
skilled  nursing-home  services  (with  substitution  for 
hospital  days  permitted  at  a  ratio  of  3  to  1),  up  to  12 
physician  visits,  outpatient  diagnostic  services,  and 
up  to  24  days  of  home  health  services;  (2)  long-term 
illness  benefits  with  80-percent  coinsurance  and  a 
"deductible"  of  $175  for  a  maximum  of  120  days  of 
hospital  care,  surgical  services,  skilled  nursing- 
home  services,  home  health  services,  and  certain 
other  services  at  the  option  of  the  State;  and  (3) 
private  insurance  benefits,  consisting  of  payment  of 
half  the  premiums  for  a  private  health  insurance 
policy,  with  the  maximum  payment  amounting  to 
$60  a  year. 

The  Federal  matching  would  have  ranged  from 
33  }/i  percent  to  66%  percent.  An  individual 
whose  income  exceeded  $3,000  and  a  married  couple 
with  income  of  more  than  $4,500  would  have  been 
required  to  pay  enrollment  fees  related  to  income. 

The  Saltonstall  amendment  was  defeated  by  a 
vote  of  50  to  34  on  July  12,  1962. 


The  Bush  amendment. — On  July  9,  Senator 
Bush  proposed  an  amendment  under  which  reim- 
bursement from  social  security  trust  funds  would 
have  been  made  to  aged  beneficiaries  of  old-age, 
survivors,  and  disability  insurance  for  premiums 
paid  for  voluntary  insurance.  Beneficiaries  would 
have  been  reimbursed,  up  to  $9  a  month,  for  the 
cost  of  premiums  paid  for  any  guaranteed  renew- 
able health  insurance.  To  finance  the  program, 
the  employer-employee  contribution  rate  for  old-age 
and  survivors  insurance  purposes  would  have  been 
increased  0.5  percent  and  the  self-employed  con- 
tribution rate,  0.375  percent.  At  $108  a  year  for 
12.2  million  beneficiaries — the  number  Senator 
Bush  estimated  would  take  advantage  of  the  pro- 
gram— costs  would  be  $1.3  billion  in  the  initial 
year. 

The  Bush  amendment  was  defeated  on  July  13, 
1962,  by  a  vote  of  74  to  5. 


Changes  in  Anderson  Amendment 

During  the  course  of  debate  on  the  Senate  floor, 
several  amendments  to  the  Anderson  amendment 
were  proposed  and  either  accepted  by  Senator 
Anderson  or  approved  by  a  vote  of  the  Senate. 

On  July  12,  Senator  Javits  proposed  an  amend- 
ment designed  to  modify  the  provisions  of  the 
Anderson  amendment  relating  to  the  beneficiaries' 
option  to  continue  private  health  insurance  pro- 
tection. Under  his  proposal,  an  approved  private 
plan  could  have  provided,  in  place  of  the  90-day 
hospital  benefit  with  a  deductible,  a  45-day  hospital" 
benefit  with  no  deductible.  Group  insurance  plans, 
prepayment  group-practice  plans,  nonprofit  plans, 
and  plans  having  acquisition  costs  comparable  to 
those  of  approved  group  plans  would  have  been 
qualified  to  offer  the  option  of  either  the  90-day 
hospital  benefit  or  the  45-day  hospital  benefit. 
Other  nongroup  plans  would  have  been  permitted  to 
offer  only  the  90-day  hospital  benefit.  The  amend- 
ment changed  the  period  during  which  a  person 
would  be  required  to  have  been  covered  by  the  ap- 
proved plan  from  the  5  years  that  would  eventually 
have  been  required  under  the  Anderson  amendment 
to  only  1  year  in  group  and  nonprofit  plans  and 
2  years  in  commercial  individual  policies.  Senator 
Anderson  accepted  Senator  Javits'  proposal  and 
modified  his  amendment  accordingly. 

An  amendment  proposed  by  Senator  Carroll  con- 
tained a  declaration  of  congressional  intent  that 
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enactment  of  a  health  insurance  benefits  program 
should  not  result  in  the  loss  of  any  benefits  to  which 
an  individual  may  be  entitled  under  a  State  medical 
care  program.  This  amendment  was  approved  by 
voice  vote  on  July  13. 

On  July  16,  a  proposal  by  Senator  McNamara  to 
modify  the  "benefit  period"  provision  of  the  Ander- 
son amendment  was  accepted  by  Senator  Anderson. 
A  "benefit  period"  was  dePned  as  a  period  beginning 
with  the  first  day  covered  services  are  furnished  and 
ending  with  the  ninetieth  day  thereafter  (not  neces- 
sarily consecutive)  on  each  of  which  the  beneficiary 
is  not  an  in-patient  in  a  hospital  or  skilled  nursing 
facility. 

On  July  17,  Senator  Anderson  also  accepted  a 
modification  of  his  amendment  proposed  by  Senator 
Muskie.  Skilled  nursing  facilities  that  are  not 
affiliated  with  a  hospital  would  have  been  permitted 
to  participate  if  the  Secretary,  on  the  basis  of  full 
and  complete  study,  determined  that  they  were 
equipped  to  provide  good  quality  care  and  that 
their  participation  would  not  create  an  actuarial 
imbalance  in  the  Federal  health  insurance  trust 
fund. 

On  July  17,  the  Senate  voted  to  table  the  pro- 
posed Anderson  amendment.  The  vote  was  52  to 
48. 
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House  of  Representatives  debate  on  H.R.  4884,  March  10, 
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Report  of  the  Senate  Committee  on  Finance  on  H.R.  4884 
(Report  No.  165),  April  14,  1961. 
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Administrative  actions  taken  by  Secretary  Ribicoff  (printed 
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RAPIDLY  RISING  per  diem  costs  of  general 
hospital  care  have  been  a  source  of  serious  concern 
in  the  United  States  in  recent  years.  Increasing 
rates  of  utilization  of  general  hospitals  have  also 
been  a  matter  of  concern.  Both  together  have 
resulted  in  a  growth  in  the  Nation's  annual  per 
capita  expenditures  for  general  hospital  care  by 
an  average  of  almost  10  percent  a  year  during 
the  period  1962-66. 

In  this  situation,  it  is  useful  to  look  at  the 
experience  of  other  countries.  Comparison  with 
Canada  is  particularly  fruitful.  Though  Canada 
is  much  like  the  United  States  in  its  general 
economic  system,  organization  of  its  hospitals, 
and  the  system  of  medical  practice,  it  has  a 
markedly  different  system  of  financing  general 
hospital  care. 

In  the  United  States,  private  health  insurance 
has  become  the  primary  means  through  which  the 
population  pays  for  general  hospital  care.  This 
type  of  insurance  met  70  percent  of  all  private 
consumer  expeditures  for  general  hospital  care  in 
1966.  Much  of  the  hospital  care  for  those  receiv- 
ing public  aid  is,  of  course,  financed  by  tax  funds, 
and  since  July  1966  a  very  large  part  of  all  hos- 
pital care  for  persons  aged  65  and  over  has  been 
paid  for  through  the  Federal  Government's  pro- 
gram of  health  insurance  for  the  aged  (Medicare). 
Although  health  insurance  and  government  pro- 
grams have  made  hospital  care  in  this  country  far 
more  widely  available  than  it  would  be  in  their 
absence,  nevertheless  most  of  these  programs  pay 
only  part  of  the  hospital  bill  or  provide  care  for 
only  a  limited  number  of  days. 

Canada  on  the  other  hand  has  had  since  mid- 
1958  a  program  of  Federal  aid  to  the  Provinces 
for  hospital  insurance  systems  that  make  complete 
care  in  general  hospitals  available  to  all  residents 
on  uniform  terms  and  conditions. 

On  July  1,  1958,  five  Provinces  began  programs 
or  had  programs  in  operation;  four  additional 
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Provinces  began  their  programs  in  1959.  Quebec 
— the  last  Province  to  initiate  the  program — 
started  operations  on  January  1,  1961.  Since  the 
beginning  of  1961  therefore,  Canada  has  had  pro- 
grams in  all  its  Provinces  under  which,  to  all 
intents  and  purposes,  there  is  universal  entitle- 
ment to  general  hospital  care.  That  is,  under  these 
programs  there  are  no  financial  barriers  to  the 
individual's  obtaining  all  the  hospital  care  he  may 
need,  except  where  inability  to  pay  or  reluctance 
to  incur  doctors'  bills  may  be  a  deterrent. 

To  obtain  Federal  aid  a  Province  must  have 
a  plan  under  which  complete  inpatient  care  in 
standard  ward  accommodations,  without  limit 
on  duration,  is  made  available  in  general  hospitals 
to  all  residents  "upon  uniform  terms  and  condi- 
tions." Seven  Provinces  finance  their  share  of  the 
cost  of  their  programs  through  general  taxes  and 
make  care  available  to  all  residents;  the  other 
three  Provinces  finance  their  share  of  costs  partly 
through  general  revenues  and  partly  through 
premiums  or  hospitalization  taxes,  with  care 
available  under  the  programs  only  to  those  who 
have  paid  the  premiums  or  for  whom  premiums 
have  been  paid.  Virtually  all  of  the  population  is 
covered  in  nine  Provinces  and  about  97  percent  of 
the  population  in  the  other  Province.  In  effect, 
hospital  utilization  under  this  program  is 
synonymous  with  the  use  of  general  hospitals  by 
the  total  population.1 

Hospital  insurance  in  the  two  countries  is  also 
dissimilar  in  the  measures  to  control  hospital 
operating  expenses.  In  the  United  States,  neither 
Blue  Cross  nor  insurance  companies,  which  are 
the  major  third-party  payers  for  hospital  care, 
exercise  appreciable  control  over  hospital  costs. 

Most  Blue  Cross  plans  pay  hospitals  on  the 
basis  of  their  average  per  diem  cost  of  operation. 
These  plans  obtain  from  participating  hospitals 
audited  statements  of  operating  expense,  but  there 

1  The  Yukon  and  Northwest  Territories,  which  are  not 
Provinces,  began  their  programs  in  1960.  Data  for  these 
areas  are  taken  into  account  when  discussing  Canada  as 
a  whole. 
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is  no  substantial  effort  to  scrutinize  the  costs  of 
each  hospital  and  refuse  to  pay  per  diem  costs 
that  seem  excessive  in  comparison  with  those  of 
other  hospitals.  Other  plans  pay  hospitals  on  the 
basis  of  charges  but  with  very  little  control  over 
those  charges.  Insurance  companies,  to  all  practi- 
cal purposes,  provide  indemnity  allowances 
against  hospital  charges  incurred  and  make  no 
attempt  to  control  hospital  costs  or  charges. 

Under  the  Medicare  program,  hospitals  are 
paid  the  reasonable  costs  of  providing  hospital 
care  for  the  aged,  and  each  hospital  is  paid  its 
reasonable  cost  of  providing  care  to  the  aged 
patients,  based  on  an  audited  annual  financial 
statement. 

The  prevailing  methods  of  third-party  pay- 
ments for  hospital  care  in  the  United  States  have 
led  some  to  suggest  that  they  may  encourage 
inflation  of  hospital  operating  expenses,  since 
hospitals  are  reimbursed  for  their  costs,  whatever 
they  may  be.  Some  critics  state  that,  in  effect, 
hospitals  are  paid  on  a  cost-plus  basis  without  the 
imposition  of  any  corresponding  management 
discipline.  The  present  situation,  it  has  been  said, 
may  not  give  hospitals  incentives  to  control  costs 
or  to  seek  out  economies  that  might  be  achieved 
through  cooperating  in  the  operation  of  common 
services  or  through  avoiding  duplication  of  facil- 
ities and  services. 

In  recognition  of  the  problem,  the  Social  Secu- 
rity Amendments  of  1967  authorized  the  Secre- 
tary of  Health,  Education,  and  Welfare  to  experi- 
ment with  various  methods  of  reimbursement  of 
institutions  and  payments  to  physicians  providing 
services  under  the  health  programs  of  the  Social 
Security  Act.  The  intent  of  this  legislation  was 
to  create  for  these  programs — health  insurance 
for  the  aged,  medical  assistance  (Medicaid),  and 
maternal  and  child  health  programs — additional 
incentives  to  efficiency  and  economy,  while  sup- 
porting high-quality  services. 

In  Canada,  on  the  other  hand,  all  the  Provinces 
under  their  programs  of  hospital  insurance 
finance  hospitals  on  what  may  be  called  a  "budget 
review"  basis.  Each  hospital  submits  a  detailed 
budget  before  the  beginning  of  a  given  year.  This 
budget  contains  data  on  volume  of  services 
(admissions,  days  of  service,  etc.)  provided  in  the 
preceding  completed  year,  an  estimate  of  volume 
of  service  to  be  provided  in  the  current  year,  and 


an  estimate  of  service  to  be  provided  in  the  year 
being  budgeted  for.  Data  on  personnel,  wage 
and  salary  rates,  and  other  expenses  in  the  preced- 
ing and  current  years  are  set  forth,  together  with 
an  estimate  of  funds  required  to  provide  the 
estimated  volume  of  service  in  the  year  ahead. 

These  budgets  are  reviewed  by  persons  in- 
timately familiar  with  the  operation  of  the  par- 
ticular hospital,  as  well  as  other  hospitals;  com- 
parisons are  made  with  comparable  institutions; 
and  a  decision  is  made  as  to  the  funds  required  by 
the  institution  to  provide  the  volume  and  standard 
of  service  planned.  The  Provincial  authorities 
also  review  all  proposed  hospital  construction 
projects  and  all  hospital  purchases  of  substantial 
items  of  equipment  (new  X-ray  machines,  cobalt 
therapy  equipment,  etc.)  with  a  view  to  approving 
only  projects  and  equipment  needed,  taking  ac- 
count of  the  facilities  and  services  offered  by 
other  hospitals.  These  procedures  are  designed 
to  restrict  the  operating  costs  of  hospitals  to  those 
required  for  efficient  operation. 

The  differences  between  Canada  and  the  United 
States  in  hospital  insurance  and  hospital  care 
arrangements  give  pertinency  to  a  comparative 
review  of  the  trends  in  hospital  utilization  and 
costs.  The  available  data  do  not  permit  compari- 
son of  identical  types  of  hospitals,  but  the  dif- 
ferences are  not  important.  The  data  for  the 
United  States  relate,  unless  otherwise  indicated, 
to  all  non-Federal  general  (and  allied  special) 
short-term  and  long-term2  hospitals,  as  shown  in 
the  Annual  Guide  Issues  of  the  magazine  Hos- 
pitals. 

The  data  for  Canada  relate,  unless  otherwise 
indicated,  to  what  the  Canadians  call  "public" 
general  (and  allied  special)  hospitals — that  is, 
hospitals  that  serve  the  general  public,  are  not 
operated  for  profit,  and  accept  patients  regardless 
of  ability  to  pay.  (These  hospitals  are  increas- 
ingly being  referred  to  as  "budget  review"  hospi- 
tals since  under  hospital  insurance  they  receive 
the  funds  required  for  operation  on  the  basis  of 
a  budget  review.)  Such  hospitals  include  those 
operated  by  voluntary  nonprofit  organizations 
and  by  local  and  Provincial  governments;  they 
exclude  Federal  hospitals  and  proprietary 
hospitals. 

2  Data  for  short-term  and  long-term  general  hospitals 
must  be  combined  to  be  comparable  with  the  Canadian 
statistics,  which  make  no  such  distinction. 
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HOSPITAL  UTILIZATION 
Beds 

Canada  has  more  general  hospital  beds  in  rela- 
tion to  its  population  than  the  United  States  and 
higher  hospital  utilization  rates.3  In  1966, 
Canada  had  6.1  beds  (rated  capacity)  in  "public'' 
general  hospitals  per  1,000  civilian  population. 
The  United  States  had  4.3  beds  (rated  capacity) 
in  non-Federal  general  hospitals  per  1,000  civilian 
population  in  1966.  With  proprietary  and  Federal 
hospitals  included,  Canada  had  6.9  beds  (beds  set 
up)  in  general  hospitals  per  1,000  total  popula- 
tion in  1965.  With  Federal  hospitals  included,  the 
United  States  in  1966  had  4.9  beds  (rated  capac- 
ity) in  all  general  hospitals  per  1,000  total  popu- 
lation. (Federal  general  hospitals  are  considerably 
more  important  in  the  United  States  than  in 
Canada  chiefly  because  of  our  large  system  of 
hospitals  for  veterans,  which  has  no  counterpart 
in  Canada.)   Table  1  shows  that  in  the  period 

3  For  sources  of  the  data  see  tables  1  and  4. 


1948-66  the  number  of  general  hospital  beds  in 
relation  to  population  rose  considerably  faster  in 
Canada  than  in  the  United  States. 


Admissions 

The  hospital  admission  rates  are  higher  in 
Canada  than  in  the  United  States.  The  rate  for 
''public''  general  hospitals  in  Canada  in  1966  was 
152  per  1,000  population,  compared  with  140  ad- 
missions per  1,000  population  in  non-Federal 
general  hospitals  in  this  country.  In  both  coun- 
tries admission  rates  have  increased  substantially 
since  1948 — from  111  to  152  per  1,000  population 
in  Canada  and  from  105  to  140  in  the  United 
States.  Until  1958,  the  rate  of  increase  was  faster 
in  Canada  than  in  the  United  States;  from  1958 
to  1964  the  increase  in  both  countries  was  about 
the  same.  Since  1964,  admission  rates  in  Canada 
have  shown  a  tendency  to  decline,  while  those  in 
the  United  States  have  continued  to  rise.  During 
the  whole  period  1948-66,  admission  rates  in- 


Table  1. — General  hospital  care,  Canada  and  the  United  States,  1948-66 


Year 


Canada 


Kates  per  1,000  population 


Beds ' 


Admissions 


Days  of 
care 


Average 
length 
of  stay 
(days  per 
admission) 


United  States 


Rates  per  1,000  population  2 


Beds  1 


Admissions 


Days  of 
care 


'Public"  general  hospitals 


Non-Federal  general 5  hospitals 


1948 
1950 
1952. 
1954 
1956. 
1958 
1959. 

1960 
1961 
1962 
1963 
1964 
1965 
1966 


1958 
1960. 
1962 
1964 
1965 
1966 


4.7 

111 

1,318 

11.9 

3.8 

105 

1,084 

10.3 

4.8 

119 

1,411 

11.9 

3.8 

112 

1,050 

9.4 

5.0 

128 

1,481 

11.6 

3.9 

115 

1,054 

9.2 

5.3 

132 

1,533 

11.6 

3.9 

117 

1,042 

8.9 

5.5 

140 

1,568 

11.2 

4.0 

123 

1,077 

8.8 

5.6 

142 

1,578 

11.1 

4.0 

127 

1,103 

8.7 

5.7 

143 

1,624 

11.4 

3.9 

125 

1,088 

8.7 

5.5 

145 

1,656 

11.4 

4.0 

130 

1,096 

8.4 

5.5 

149 

1,678 

11.2 

4.0 

130 

1,106 

8.5 

5.8 

149 

1,704 

11.4 

4.1 

133 

1,134 

8.5 

5.9 

152 

1,731 

11.4 

4.1 

136 

1,158 

8.5 

6.0 

153 

1,761 

11.5 

4.2 

138 

1,174 

8.5 

6.0 

153 

1,777 

11.6 

4.2 

139 

1,177 

8.5 

46.1 

4  152 

4  1,794 

4  11.8 

4.3 

140 

1.215 

8.7 

All  general  hospitals 

All  general  hospitals 

6.7 

151 

1,915 

12.7 

4.6 

133 

1,267 

9.5 

6.4 

156 

1,866 

12.0 

4.5 

136 

1,266 

9.3 

6.7 

158 

1,969 

12.5 

4.6 

140 

1,294 

9.3 

6.9 

162 

2,017 

12.5 

4.7 

145 

1,327 

9.2 

6.9 

161 

2,029 

12.6 

4.7 

145 

1,329 

9.1 

(s) 

(5) 

(5) 

(5) 

4.9 

146 

1,386 

9.5 

1  Rated  capacity,  except  for  all  general  hospitals  in  Canada  where  data  are 
for  beds  set  up. 

2  Rates  for  non-Federal  hospitals,  based  on  Bureau  of  the  Census  estimated 
resident  civilian  population  as  of  July  1  of  each  year;  for  all  general  hospitals, 
based  on  estimated  total  resident  population,  including  the  Armed  Forces, 
as  of  July  1  of  each  year. 

'  Short-term  and  long-term  hospitals  combined. 
4  Preliminary  estimates. 


5  Not  available. 

Source:  CANADA— data  on  beds  for  1948-65  from  Hospital  Statistics,  vol. 
I,  various  years.  Dominion  Bureau  of  Statistics.  Data  on  admissions  and  days 
of  care  for  1948-62  from  Hospital  Care  in  Canada— Trends  and  Developments, 
1948-62,  Research  and  Statistics  Division,  Department  of  National  Health 
and  Welfare;  for  1963-66,  unpublished  data  from  Research  and  Statistics 
Division.  UNITED  STATES — Hospitals,  Guide  Issues,  1963,  1966,  1967, 
American  Hospital  Association. 
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Chart  1.— Days  of  general  hospital  care  per  1.000  popula- 
tion, Canada  and  the  United  States,  1948-66 
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creased  37  percent  in  Canada  and  33  percent  in 
the  United  States. 


Length  of  Stay 

For  the  entire  period  under  review  the  average 
length  of  stay  in  general  hospitals  has  been  con- 
sistently higher  in  Canada  than  in  the  United 
States.  In  1948  it  was  11.9  days  in  Canada,  com- 
pared with  10.3  days  in  the  United  States.  In 
1966  it  was  11.8  days  in  Canada  and  8.7  days  in 
the  United  States.  In  Canada  the  average  length 
of  stay  declined  from  1948  to  1958  and  since  then 
has  increased.  In  the  United  States  the  length  of 
stay  declined  through  1960,  then  leveled  off,  and 
increased  slightly  in  1966. 


Days  of  Service 

Canada's  higher  admission  rate  coupled  with  its 
longer  average  length  of  stay  produces  a  con- 
siderably higher  number  of  patient  days  of  gen- 
eral hospital  care  per  1,000  population  than  that 
in  the  United  States — in  1966  almost  1,800  days 
of  care  per  1,000  population,  compared  with  1,215 
days.  During  1948-66,  the  number  of  days  of  care 
per  1,000  population  in  Canada  increased  from 
1,318  to  1,794,  or  by  36  percent.  During  the  same 
period  the  rate  per  1,000  population  rose  12 


percent  in  the  United  States,  from  1,084  per  1,000 
to  1,215  (table  1  and  chart  1). 

For  the  United  States,  the  number  of  days  of 
care  per  1,000  population  was  at  approximately 
the  same  level  in  1959  as  it  was  in  1948.  Since 
1959  it  has  increased  11.7  percent.  In  Canada,  the 
number  of  days  of  care  per  1,000  population  rose 
rapidly  from  1948  to  about  1956,  then  leveled  off 
for  2  years,  increased  sharply  in  1959  and  1960— 
the  first  2  years  of  the  hospital  insurance  program 
— and  has  continued  to  rise,  though  at  a  slightly 
lower  rate.  The  data  seem  to  indicate  an  upward 
jog  in  the  volume  of  care  in  Canada  with  the 
inception  of  the  national  hospital  insurance 
program. 

The  3-percent  increase  in  hospital  utilization  in 
the  United  States  during  1966  (more  than  the 
average  annual  rise  since  1959)  may  reflect  in 
part  increased  demand  as  a  result  of  the  Medicare 
program,  which  began  providing  benefits  in  July 
1966.  The  full  effect  of  Medicare,  of  course,  would 
not  be  seen  until  1967.4 

The  difference  in  the  use  of  hospitals  in  the 
two  countries  is  not  narrowed  when  the  compari- 
son is  made  in  terms  of  all  general  hospitals — 
including  proprietary  and  Federal  hospitals  in 
Canada  and  Federal  hospitals  in  this  country. 
Data  for  Veterans  Administration  hospitals  for 
1965  (the  latest  year  that  such  figures  are  shown 
separately)  show  that  these  hospitals  provided 
100  days  of  care  in  general  hospitals  per  1,000 
population — much  of  it  for  long-term  patients. 
When  Federal  hospitals  are  included,  the  average 
length  of  hospital  stay  in  the  United  States  rises 
to  9.1  and  9.5  days  per  1,000  in  1965  and  1966, 
respectively;  the  total  number  of  days  of  care 
per  1,000  total  population  becomes  1,329  and  1,386 
for  these  years.  Inclusion  of  Federal  and  proprie- 
tary hospitals  in  Canada  similarly  raises  rates  of 
hospital  use.  In  1965  the  average  length  of  stay  in 
all  Canadian  general  hospitals  was  12.6  days  per 
1,000  and  the  total  number  of  days  of  care  was 
2,029  per  1,000  population. 


4  Actually,  the  statistics  reported  by  hospitals  to  the 
American  Hospital  Association  are  for  the  year  ending 
not  later  than  October.  The  1966  figures  could  therefore 
reflect  Medicare's  operation  for  only  about  3  or  4  months. 
I'npublished  data  from  the  Panel  Survey  of  the  American 
Hospital  Association  indicate — for  the  year  ended  June 
30,  1967 — a  4. 3-percent  increase  in  the  number  of  days  of 
care  per  1,000  population  in  non-Federal  short-term  hos- 
pitals over  the  number  in  the  preceding  year. 


(6) 


Provincial  and  Regional  Variations 

Both  countries  have  significant  regional  varia- 
tions in  hospital  utilization.  Canadian  admissions 
in  1966  to  "public"  general  hospitals  ranged  from 
128  per  1,000  population  in  Quebec  to  219  per 
1,000  population  in  Saskatchewan.  Days  of  care 
per  1,000  population  ranged  from  1,493  in  New- 
foundland to  2,295  in  Saskatchewan.5  In  the 
United  States,  admissions  per  1,000  population  to 
non-Federal  general  hospitals  ranged  from  130 
in  the  Middle  Atlantic  States  to  159  in  the  West 
North  Central  States;  days  of  care  per  1,000 
population  ranged  from  994  in  the  West  South 
Central  States  to  1,450  in  the  New  England 
States. 

For  both  admissions  and  days  of  care  in  rela- 
tion to  the  national  figures,  the  regional  range 
is  much  greater  in  Canada  than  in  the  United 
States.  The  differences  among  the  Canadian 
Provinces  shown  in  table  2  have  persisted  for 
many  years  and  apparently  are  the  result  of  many 
factors  not  easily  dealt  with  here.  In  any  case, 
the  existence  of  universal  hospital  insurance  for 
many  years — in  Saskatchewan,  for  example, 
which  has  had  its  program  since  1947,  and 
British  Columbia,  which  started  its  program  in 
1949 — is  only  one  factor.  (Why  do  people  in 
Alberta  need  or  use  so  many  more  days  of  care 
than  the  people  of  Nova  Scotia  ?  Supply  of  beds 
and  hospital  occupancy  is  not  the  answer  since 

5  Rates  in  the  Yukon  and  Northwest  Territories,  both 
of  which  are  very  sparsely  populated,  are  excluded  in 
this  discussion.  Data  for  these  Territories  are,  however, 
included  in  those  for  Canada  as  a  whole. 


Table  2. — Canada:  "Public"  general  hospital  care,  by 
province,  1966  1 


Rates  per  1,000  population 

Average 

length  of 

Province 

stay  (days 

Beds  > 

Admis- 

Days of 

per  ad- 

sions 

care 

mission) 

Canada  

6.10 

152 

1,794 

11.8 

Newfoundland  

5.32 

132 

1,493 

11.3 

Prince  Edward  Island... 

6.69 

167 

1,687 

10.1 

Nova  Scotia  

5.63 

151 

1,610 

10.7 

New  Brunswick          .  . 

5.78 

169 

1,789 

10.6 

Quebec   

5.45 

128 

1,582 

12.4 

Ontario.   

6.02 

147 

1,882 

12.8 

Manitoba   

6.23 

171 

1,855 

10.8 

Saskatchewan    . 

7.60 

219 

2,295 

10.5 

Alberta.  

7.47 

194 

2,161 

11.1 

British  Columbia.  

5.63 

168 

1,704 

10.1 

Yukon.   

1.73 

213 

1,845 

8.7 

Northwest  Territories... 

W.28 

249 

2,235 

9.0 

1  Preliminary  estimates. 

2  Regional  data  are  for  1965  (1966  data  not  available). 
Source:  See  table  1. 


the  hospitals  in  both  these  Provinces  have  about 
the  same  rate  of  occupancy.) 

Similarly,  in  the  United  States  the  regional 
differences  in  hospital  utilization  seem  to  be  the 
result  of  a  variety  of  factors.  Ability  to  purchase 
care  as  reflected  in  per  capita  income  and  the 
prevalence  of  hospital  insurance  are  only  two 
among  many  factors. 


Explanation  of  Diverse  Trends 

Hospital  utilization  patterns  in  the  two 
countries  differ  for  many  reasons.  Universal  en- 
titlement of  Canadian  population  to  hospital  care 
is  but  one  of  the  factors  accounting  for  the 
differences.  Marked  dissimilarities  in  hospital 
utilization  were  evident  before  1948,  a  decade 
before  Canada's  hospital  program  began. 

The  difference  in  hospital  utilization  relates 
much  more  to  length  of  stay  than  to  the  rate  of 
admission.  Canada's  considerably  greater  average 
length  of  stay  may  be  explained  in  part  by  the 
fact  that  it  has  considerably  fewer  nursing-home 
beds  in  relation  to  its  population  than  the  United 
States  and  that  much  long-term  chronic  care 
is  provided  in  Canadian  hospitals.  (In  the  United 
States  this  type  of  care  is  rendered  in  nursing 
homes  and  is  thus  not  reflected  in  hospital 
statistics.)  In  June  1965  the  United  States  had 
18,934  licensed  nursing  homes  and  related  facili- 
ties, with  a  total  of  759,000  beds— 640,000  in  facil- 
ities offering  nursing  care.6    From  these  data 

u  U.S.  Public  Health  Service,  Licensed  Nursing  Homes 
and  Related  Facilities,  January  1966. 


Table  3. — United  States:  Non-Federal  general  hospital  care,1 
by  region,  1966 


Rates  per  1,000  population  2 

Average 

length  of 

Region 

stay  (days 

Beds 

Admis- 

Days of 

per  ad- 

sions 

care 

mission) 

United  States 

4.3 

140 

1,215 

8.7 

New  England  

5.1 

142 

1,450 

10.2 

Middle  Atlantic   

4.8 

130 

1,418 

10.9 

South  Atlantic.  

3.8 

135 

1,088 

8.1 

East  North  Central  

4.3 

141 

1,258 

9.0 

East  South  Central  

3.8 

144 

1,039 

7.2 

West  North  Central 

5.2 

159 

1,395 

8.8 

West  South  Central 

3.9 

146 

994 

6.8 

Mountain  

4.1 

149 

1,068 

7.2 

Pacific     

4.0 

134 

1,071 

8.0 

1  Short-term  and  long-term  hospitals  combined. 

2  Based  on  Bureau  of  the  Census  estimated  civilian  population  as  of  July 
1,  1966. 

Source:  Sec  table  1. 


V) 


it  appears  that  the  total  number  of  beds  in  nurs- 
ing homes  and  related  facilities  in  that  year  was 
approximately  80  percent  of  the  total  number  of 
all  general  hospital  beds. 

The  situation  is  in  marked  contrast  with  that 
of  Canada,  where  there  were  1,146  so-called  re- 
lated institutions  in  1966,  with  a  capacity  of 
57,976  beds.7  The  number  of  beds  in  these  institu- 
tions represented  about  41  percent  of  the  total 
number  in  all  general  hospitals. 

Since  1960  the  average  length  of  hospital  stay 
in  Canada  has  risen  a  little  more  than  the  average 
in  the  United  States — a  reflection,  possibly,  of  the 
differences  in  hospital  insurance  in  the  two  coun- 
tries. In  Canada,  patients  may  stay  in  hospitals 
as  long  as  they  need  care.  In  this  country,  where 
hospital  insurance  is  not  as  extensive  and  has 
limits  on  duration  of  benefits,  some  patients  may 
ask  to  be  discharged  because  they  can  no  longer 
afford  the  cost  of  hospital  stay. 

Other  factors  such  as  climate,  geographical 
location,  and  supply  of  physicians  may  also  be 
relevant.  Canada  is  more  rural  than  the  United 
States,  and  some  of  the  rural  population  lives 
at  considerable  distance  from  hospitals.  In  winter, 
in  some  parts  of  rural  Canada,  roads  are  fre- 
quently closed  because  of  snow  and  travel  is 
difficult  and  hazardous.  The  number  of  physicians 
in  relationship  to  the  population  is  less  than  the 
number  in  the  United  States.  As  a  result,  physi- 
cians make  very  few  home  calls,  and  encourage 
their  patients  to  come  into  the  hospitals  and  to 
stay  until  they  can  be  safely  discharged.  They 
may  take  into  account  weather  and  travel  condi- 
tions and  the  difficulties  that  may  arise  if  the 
patient  must  return  to  the  hospital  after  a  re- 
lapse. In  addition,  these  differences  reflect  differ- 
ences in  the  opinions  or  habits  of  Canadian  and 
United  States  doctors  with  respect  to  the  use  of 
general  hospitals. 

In  Canada  as  in  the  United  States,  there  are 
those  who  point  to  the  relatively  low  hospital 
utilization  of  those  served  by  the  various  group- 
practice  prepayment  plans  and  conclude  that 
there  is  much  unnecessary  hospitalization  in  both 
countries. 


7  Dominion  Bureau  of  Statistics,  List  of  Canadian 
Hospitals  and  Related  Institutions  and  Facilities,  1966. 
Related  institutions  include  infirmaries,  nursing  homes, 
rest  homes,  and  homes  for  the  aged,  the  blind,  and  the 
senile. 


The  Steelworkers  Group  Health  Plan  at  Sault 
Ste.  Marie,  Ontario,  reports  for  the  year  ended 
September  1964  that  its  hospital  days  of  service 
were  680  per  1,000  population  covered,  compared 
with  1,400  for  the  general  population  in  that  area 
and  1,850  per  1,000  population  for  all  of  Ontario.8 

In  the  United  States,  the  reports  on  hospital 
utilization  under  the  Federal  employees  health 
benefits  program  show  that  the  group-practice 
plans  had  a  hospital  utilization  rate  less  than 
half  of  that  under  the  Blue  Cross-Blue  Shield 
plan  and  under  the  Aetna  plan.9 


HOSPITAL  COSTS 

Cost  Per  Patient  Day 

In  1966  the  gross  operating  expenses  of  all 
Canadian  "public''  general  hospitals  amounted  to 
$1,281  million — $35.74  per  patient  day.  In  the 
United  States  the  total  operating  expenses  of  all 
non-Federal  general  hospitals  (short-term  and 
long-term  combined)  amounted  to  $10,073  million, 
or  $45.46  per  patient  day. 

Many  factors  enter  into  this  difference  in  per 
diem  expense — lower  wage  and  salary  rates  and 
cost  of  living  in  Canada,  for  example.  No  direct 
comparison  of  quality  or  level  of  care  provided 
in  hospitals  of  the  two  countries  is  attempted  here. 
It  is  germane,  however,  that  the  average  size  of 
general  hospitals  in  Canada  (118  beds  in  "public" 
hospitals  in  1965)  is  considerably  smaller  than 
the  average  size  of  general  hospitals  in  the  United 
States  (155  beds  in  short-term  nonprofit  hospitals 
in  1966). 10  The  U.S.  average  would  be  a  little 
larger  if  one  included  nonprofit  long-term  general 
hospitals  as  well,  but  data  for  these  hospitals  are 
not  available. 

In  both  countries,  per  diem  expense  increases 


8  See  Group  Health  and  Welfare  News,  January  1967, 
page  4. 

9  See  George  St.  J.  Perrott,  "The  Federal  Employees 
Health  Benefits  Program :  Fifth  Term  Coverage  and 
Utilization,"  Group  Health  and  Welfare  News,  May  1967, 
and  "Utilization  of  Hospital  Services  Under  the  Federal 
Employees  Health  Benefits  Program,"  American  Journal 
of  Public  Health,  January  1966. 

"'Figures  for  Canada  derived  from  data  in  Hospital 
Statistics:  Hospital  Beds,  1965,  vol.  I,  page  37;  data  for 
the  United  States  from  Hospitals,  Guide  Issue,  August  1, 
1967,  page  453. 
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Chart  2. — Per  diem  cost  in  general  hospitals,  Canada  and 
the  United  States,  1948-66 
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with  size  of  hospital  up  to  a  certain  point  (300- 
400  beds) ;  beyond  that  point  there  is  little  if  any 
further  rise.  Per  diem  expense  increases  with  size 
because  larger  hospitals  have  a  wider  range  of 
services  and  facilities  than  small  ones  have.  The 
difference  between  Canada  and  the  United  States 
in  per  diem  expense  therefore  reflects  in  part  the 
fact  that  the  United  States  has  relatively  more 
large  hospitals  and  fewer  small  ones. 

In  both  Canada  and  the  United  States,  per  diem 
hospital  expense  has  been  increasing  rapidly.  Per 
diem  hospital  expense  in  Canada's  "public"  gen- 
eral hospitals  was  $7.73  in  1948 ;  for  non-Federal 
general  hospitals  in  the  United  States  it  was 
$11.58.  The  percentage  increase  between  1948  and 
1966  was  362  in  Canada  and  293  in  the  United 
States. 

From  1948  to  1959,  per  diem  costs  in  the  two 
countries  rose  at  virtually  identical  rates  (table 
4  and  chart  2).  Since  1959,  the  first  full  calendar 
year  of  Federal  aid  to  Provincial  programs  of 
hospital  insurance,  per  diem  hospital  costs  in 
Canada  have  risen  by  a  larger  percentage  (though 
not  in  dollar  amounts)  than  those  in  the  United 
States. 

Canada's  more  rapid  increase  in  hospital  per 
diem  expense  may  reflect  the  possibility  that,  at 
the  beginning  of  the  period,  hospitals  in  that 
country  provided  a  level  of  care  inferior  to  that 
in  the  X'nited  States  and  that,  during  the  period 
in  question,  Canadian  hospitals  have  been  im- 
proved and  upgraded  so  that  they  provide  a  level 


of  care  more  nearly  equal  to  that  in  the  United 
States.  Different  trends  in  price  levels  in  the  two 
countries  may  also  be  a  factor,  as  well  as  the  rela- 
tive number  of  paid  hospital  personnel. 

From  1948  through  1965  the  annual  rates  of 
increase  in  the  number  of  personnel  per  100 
patients  (adults  and  children)  were  generally 
higher  in  Canada  than  in  the  United  States.  For 
1958-66  the  number  of  equivalent  full-time  per- 
sonnel (full-time  personnel  plus  full-time  equiva- 
lents of  part-time  personnel)  per  100  average 
patient  census  has  been  as  follows: 


Year 

Canada, 
"public" 
general 
hospitals 

United 
States, 
non-Federal 
general 
hospitals 

1958  

185 
192 
208 
209 
212 
218 
229 
236 

(') 

201 
209 
212 
220 
223 
227 
229 
234 
248 

1959  

1960  

1961  _  

1962  

1963..   

1964  

1965  

1966     

1  Not  available. 


Per  Capita  Expenditures  for  Hospital  Care 

For  the  whole  period  under  review  per  capita 
expenditures  for  the  operation  of  general  hospi- 
tals have  risen  significantly  more  in  Canada  than 
in  the  United  States.  In  1948  the  per  capita  oper- 
ating expenses  of  "public"  general  hospitals 
amounted  in  Canada  to  $10.19;  in  the  United 
States  the  operating  expenses  of  all  non-Federal 
general  hospitals  amounted  to  $12.50  per  capita. 
By  1959,  hospital  operating  expenses  per  capita 
were  approximately  the  same — about  $30.00 — in 
both  countries.  By  1966  these  expenses  had  risen 
to  $55.23  per  capita  in  the  United  States  but  to 
$64.00  in  Canada.  Canada's  greater  increase 
reflects  in  part  the  faster  rise  in  hospital  expense 
per  diem  but  mainly  the  much  greater  growth  in 
days  of  care  per  1,000  population  in  that  country. 


Proportion  of  GNP  Spent  for  Hospital  Care 

For  the  period  from  1948  to  1966,  Canada  has 
been  spending  a  larger  percentage  of  its  gross 
national  product  (GNP)  for  general  hospital  care 
than  the  United  States  has  spent,  and  the  propor- 


(9) 


Table  4. — Cost  of  general  hospital  care,  Canada  and  the  United  States,  1948-66 


Year 


Canada,  "public"  general  hospitals 


Cost  per  patient  day  1 


Index, 
1948=100 


Annual 
percentage 
increase 


Total  cost 


Per 
capita  : 


As  percent 
of  gross 
national 

product 5 


United  States,  non-Federal  general  hospitals  4 


Cost  per  patient  day  1 


Amount 


Index, 
1948=100 


Annual 
percentage 
increase 


Total  cost 


Per 
capita  5 


1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 

1958. 
1959 
1960. 
1961. 
1962. 
1963. 
1964. 
1965. 
1966. 


$7.73 
8.57 
9.16 
10.21 
11.62 
12.48 
13.39 
14.06 
14.84 
16.13 

17.84 
19.10 
21.06 
23.01 
25.03 
27.06 
29.23 
32.09 
'  35.74 


100.0 
110.9 
118.5 
132.1 
150.3 
161.5 
173.2 
181.9 
192.0 
208.7 

230.8 
247.1 
272.4 
297.7 
323.8 
350.1 
378.1 
415.1 
'  462.4 


10.9 

6.9 
11.5 
13.8 
7.4 
7.3 
5.0 
5.5 


10.6 
7.1 
10.3 
9.3 
8.8 
8.1 
8.0 
9.8 
7  11.4 


$10.19 
11.37 
12.61 
14.46 
16.21 
18.25 
20.05 
21.33 
23.21 
25.04 

26.72 
30.69 
34.66 
38.14 
42.13 
46.47 
51.04 
56.67 
7  64.00 


1.0 
1.0 
1.0 
1.1 
1.2 
1.2 
1.2 
1.3 

1.4 

1.5 
1.7 
1.9 
1.9 
2.0 
2.1 
2.1 
7  2.2 


$11.58 
12.67 
14.19 
15.53 
16.81 
18.48 
19.98 
21.05 
22.34 
23.94 

26.01 
28.19 
30.16 
32.77 
34.47 
36.60 
39.39 
42.28 
45.46 


100.0 
109.4 
122.5 
134.1 
145.2 
159.6 
172.5 
181.8 
192.9 
206.7 

224.6 
243.4 
260.4 
283.0 
297.7 
316.1 
340.2 
365.1 
392.6 


9.4 
12.0 
9.4 
8.2 
9.9 
8.1 
5.4 
6.1 
7.2 

8.6 
8.4 
7.0 
8.7 
5.2 
6.2 
7.6 
7.3 
7.5 


$12.50 
13.11 
14.84 
16.04 
17.66 
19.38 
20.73 
22.25 
23.96 
26.10 

28.55 
30.58 
33.06 
36.23 
39.09 
42.36 
46.24 
49.78 
55.23 


1  Excludes  patient  days  of  newborn  infants. 

2  Based  on  Intercensal  Population  Estimates,  Dominion  Bureau  of  Statistics. 
5  Gross  national  product  from  National  Accounts  of  Income  and  Expenditure, 

Dominion  Bureau  of  Statistics. 

4  Short-term  and  long-term  hospitals  combined. 

5  Based  on  Bureau  of  the  Census  estimated  civilian  population  as  of  July  1 
of  each  year. 

■  Gross  national  product  form  Statistical  Abstract,  annual  issues,  Bureau  of 
the  Census. 
7  Preliminary  estimates. 

Source:  CANADA — cost  per  patient  day  for  1948-52  derived  by  the  Office 
of  Research  and  Statistics,  Social  Security  Administration,  on  basis  of  average 


daily  number  of  patients  reported  in  Hospital  Statistics,  vol.  I,  1963  (Domin- 
ion Bureau  of  Statistics)  and  gross  operating  expenditures  from  unpublished 
data  from  Research  and  Statistics  Division,  Department  of  National  Health 
and  Welfare;  for  1953-60,  unpublished  data  from  Research  and  Statistics 
Division;  cost  per  capita  for  1948-60,  unpublished  data  from  Research  and 
Statistics  Division;  cost  per  patient  day  and  cost  per  capita  for  1961-64  from 
Annual  Report  of  the  Minister  of  National  Health  and  Welfare  on  the  Operation 
of  Agreements  with  the  Provinces  Under  the  Hospital  Insurance  and  Diagnostic 
Services  Act,  1966;  for  1965-66,  unpublished  data  from  Research  and  Statistics 
Division.  UNITED  STATES — Hospitals,  Guide  Issues,  1960-67,  American 
Hospital  Association. 


tion  has  been  rising  considerably  faster  in  Canada 
than  in  the  United  States. 

In  the  United  States,  0.7  percent  of  the  GNP 
was  spent  for  general  hospital  care  (non-Federal 


Table  5. — United  States:  Cost  of  care  in  short-term  and 
long-term  non-Federal  general  hospitals,  1948-66 


Short-term 

Long-term 

Year 

Cost  per 

Cost 

Cost  per 

Cost 

patient 

per 

patient 

per 

day  1 

capita  1 

day  1 

capita ' 

1948    

$13 

08 

$11.83 

$3 

84 

$0.67 

1949    

14 

34 

12.43 

4 

07 

.68 

1950.   

15 

61 

14.06 

5 

34 

.78 

1951   

16 

77 

15.26 

6 

29 

.77 

1952   

18 

34 

16.75 

6 

66 

.92 

1953  

19 

94 

18.31 

8 

17 

1.07 

1954  

21 

76 

19.54 

8 

53 

1.19 

1955  

23 

12 

21.07 

8 

09 

1.18 

1956   

24 

13 

22.54 

10 

26 

1.42 

1957   

26 

03 

24.61 

10 

30 

1.49 

1958  

28 

28 

27.03 

10 

71 

1.52 

1959  

30 

19 

29.05 

12 

49 

1.53 

1960  

32 

26 

31.53 

12 

90 

1.53 

1961   

35 

02 

34.49 

14 

43 

1.74 

1962  

36 

82 

37.22 

15 

16 

1.87 

1963   

38 

94 

40.35 

16 

62 

2.01 

1964   

41 

59 

44.09 

18 

90 

2.15 

1965   

44 

51 

47.67 

19 

86 

2.12 

1966_  

47 

88 

53.03 

20 

52 

2.20 

1  Excludes  patient  days  of  newborn  infants. 

5  Based  on  Bureau  of  the  Census  estimated  civilian  population  as  of 
July  1  of  each  year. 
Source:  Hospitals,  Guide  Issue,  1960-67,  American  Hospital  Association. 


hospitals)  in  1948;  in  Canada  for  the  same  year 
the  proportion  was  0.9  percent  ("public"  general 
hospitals).  By  1959  the  proportion  of  the  GNP 
spent  for  hospital  care  had  increased  to  1.5  percent 
in  Canada  and  1.1  percent  in  the  United  States. 
In  1966  the  analogous  proportions  were  2.2  per- 
cent in  Canada  and  1.5  percent  in  the  United 
States. 


Provincial  and  Regional  Variation  in  Costs 

Data  on  per  diem  expense  for  the  Canadian 
Provinces  show  a  range  from  $27  in  Prince 
Edward  Island  to  $44  in  Quebec  (table  6).  Per 
capita  expenditures  were  highest  in  Quebec 
followed  by  those  in  Ontario  and  Saskatchewan. 
They  were  lowest  in  Prince  Edward  Island  and 
Newfoundland. 

Among  the  regions  in  the  United  States,  per 
diem  hospital  expense  ranged  from  $39  in  the 
East  South  Central  States  to  $56  in  the  Pacific 
States  (table  7).   Per  capita  hospital  expense 
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Table  6. — Canada:  Cost  of  "public"  general  hospital  care, 
by  province,  1966  1 


Table  7. — United  States:  Cost  of  non-Federal  general  hos- 
pital care,1  by  region,  1966 


Total  cost  (in 

Per 

Per 

Province 

thousands) 

patient  day  2 

capita 

Canada  

$1,281,045 

$35.74 

$64.00 

Newfoundland  

24,078 

32.71 

48.84 

Prince  Edward  Island..  

4,892 

26.61 

44.88 

Nova  Scotia   

41,449 

34.04 

54.83 

New  Brunswick   

35,741 

32.39 

57.93 

Quebec   

401,817 

43.94 

69.51 

Ontario  

457,037 

34.88 

65.66 

Manitoba  

55,888 

31.29 

58.04 

Saskatchewan   

62,678 

28.60 

65.63 

Alberta  

94,399 

29.86 

64.52 

British  Columbia  

101,432 

31.76 

54.13 

Yukon  

174 

52.68 

12.43 

Northwest  Territories  

487 

33.76 

16.79 

1  Preliminary  estimates. 

J  Excludes  patient  days  of  newborn  Infants. 

Source:  Unpublished  data  from  Research  and  Statistics  Division,  Depart- 
ment of  National  Health  and  Welfare. 

ranged  from  a  high  of  $71.49  (New  England)  to 
a  low  of  $40.07  (East  South  Central). 


SUMMARY  AND  CONCLUSIONS 

Canada  has  a  higher  general  hospital  admis- 
sion rate,  a  longer  average  length  of  stay,  and 
more  days  of  hospital  care  per  1,000  population 
than  the  United  States.  This  was  the  situation 
even  before  Canada's  national  hospital  insurance 
program  was  initiated.  Hospital  utilization  as 
measured  in  days  per  1,000  population  has 
steadily  increased  from  1948  to  1966.  The  rate  of 
increase,  except  for  a  slight  leveling  off  in  1956- 
58  and  a  slight  acceleration  in  1958-60,  has  in 
general  been  constant  during  the  entire  period. 


Chart  3. — Per  capita  cost  of  general  hospital  care,  Canada 
and  the  United  States,  1948-66 


UNITEO  STATES 


I     I     I     I  I 


I     I     I     I     I  I 


Region 

Total  cost  (in 
thousands) 

Per 
patient  day  5 

Per 
capita  * 

United  States  

$10,703,091 

$45.46 

$55.23 

New  England  

796,590 

49.63 

71.49 

Middle  Atlantic   

2,429,082 

46.86 

66.38 

South  Atlantic  

1,271,014 

40.97 

44.66 

East  North  Central   

2,200,779 

45.00 

57.00 

East  South  Central..  

511,615 

38.89 

40.07 

West  North  Central  

887,491 

39.88 

56.14 

West  South  Central  

790,913 

43.34 

42.78 

Mountain  

373,158 

44.43 

49.02 

Pacific  

1,442,449 

55.64 

59.37 

1  Short-term  and  long-term  hospitals  combined. 

2  Excludes  patient  days  of  newborn  infants. 

s  Based  on  Bureau  of  the  Census  estimated  civilian  population  as  of  July 
1,  1966. 

Source:  Hospitals,  Guide  Issue,  1967,  American  Hospital  Association. 


In  the  United  States,  days  of  care  per  1,000  popu- 
lation declined  slightly  from  1948  to  1954  and 
have  since  been  rising. 

Per  diem  hospital  costs  in  Canada  and  in  the 
United  States  rose  at  about  the  same  rate  from 
1948  to  1959.  Since  then  costs  have  risen  faster 
in  Canada.  Though  per  diem  hospital  costs  are 
lower  in  Canada  than  in  the  United  States,  per 
capita  expenditures  for  hospital  care  are  higher 
in  Canada  and  have  been  increasing  at  a  faster 
rate.  Canada  spends  much  more  of  its  gross 
national  product  for  general  hospital  care  than 
the  United  States  does. 

Canada's  national  hospital  insurance  program 
may  have  made  it  possible  for  the  population  to 
receive  more  hospital  care  than  it  would  otherwise 
have  obtained.  The  program  has  certainly  en- 
couraged an  expansion  of  expenditures  for  hos- 
pital care  beyond  what  would  have  taken  place  in 
the  absence  of  a  program.  It  is  difficult  from  the 
trends  of  hospital  costs  and  expenditures  to  draw 
any  conclusions  as  to  the  relative  success  of  the 
"budget  review"  process  in  Canada  in  controlling 
hospital  costs.  It  may  be  that  in  both  countries 
in-patient  hospital  care  is  being  used  at  rates 
higher  than  necessary. 

The  data  presented  here  cannot  be  regarded 
as  conclusive.  Much  study  is  needed,  for  example, 
as  to  why  and  in  what  respects  the  hospital  utiliza- 
tion rates  of  insured  populations  vary  so  widely 
and  to  what  extent  these  variations  are  meaning- 
fully related  to  the  quality  of  health  care  received 
by  the  population.  Studies  of  the  factors  responsi- 
ble for  the  variation  in  the  per  diem  hospital  costs 
of  individual  hospitals  and  of  hospitals  in  differ- 
ent regions  are  also  greatly  needed. 
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Medical  Care  Price  Changes  in  Medicare's  First  Two  Years 


AN  EARLIER  article  in  the  Bulletin  described 
the  nature  of  changes  in  the  prices  of  medical 
care  during  the  first  year  that  health  insurance 
for  the  aged  (Medicare)  was  in  effect — from  July 
1966  to  June  1967.1  It  was  noted  then  that 
medical  care  price  increases,  as  measured  by  the 
Bureau  of  Labor  Statistics  Consumer  Price  Index, 
considerably  outpaced  the  increases  in  all  con- 
sumer prices  during  that  period.  The  next  12 
months,  from  July  1967  to  June  1968,  however, 
witnessed  a  deceleration  in  the  rate  of  increase 
for  medical  care  prices  at  a  time  of  relatively 
greater  increases  in  all  consumer  prices. 

This  article  examines  the  nature  of  changes 
in  medical  care  prices  as  measured  by  the  Bureau 
of  Labor  Statistics  during  Medicare's  second  year 
(July  1967- June  1968)  and  compares  the  price 
movements  with  those  for  the  previous  year. 
Emphasis  is  placed  on  the  behavior  of  the  prices 
for  five  in-hospital  procedures  of  particular 
significance  to  the  aged  that  are  specially  priced 
by  the  Bureau  of  Labor  Statistics  for  the  Social 
Security  Administration.  The  price  changes  are 
presented  on  a  quarterly,  semiannual,  and  annual 
basis.  Definitions  and  explanatory  material  relat- 
ing to  the  consumer  price  index,  its  various  com- 
ponents, and  related  items  are  given  at  the  end 
of  this  report. 


MEDICAL  CARE  PRICES 

For  the  fiscal  years  1967  and  1968,  table  1  pre- 
sents annual  average  figures  for  all  items  and 
for  selected  medical  care  components.  The  annual 
figure  represents  the  average  of  the  12  monthly 
or  the  quarterly  indexes,  taking  into  account  the 
price  movements  and  fluctuations  reported  during 
the  year.  The  percentage  change  in  medical  care 
prices  that  was  reported  for  the  year  ending 

♦Division  of  Health  Insurance  Studies,  Office  of  Re- 
search and  Statistics. 

]  "Medical  Care  Price  Changes  in  Medicare's  First 
Year,"  Social  Security  Bulletin,  January  1908,  pages 
20-25;  see  also  "Trends  in  Medical  Care  Prices,"  in  the 
July  1967  Bulletin. 


by  DOROTHY  P.  RICE  and  LOUCELE  A.  HOROWITZ* 

June  1968  was  exactly  the  same  as  that  for  the 
previous  year — 6.4  percent. 

Contrary  to  the  past  pattern  of  movement  of 
medical  care  prices  and  of  all  items,  the  index  for 
all  consumer  items  increased  at  a  higher  rate  dur- 
ing the  second  year :  3.1  percent  during  fiscal  year 
1967  and  3.3  percent  during  fiscal  year  1968.  The 
indexes  for  hospital  daily  service  charges  and  for 
physicians'  fees,  which  had  been  rising  at  an 
accelerated  rate  since  the  beginning  of  1966, 
showed  some  slowing  down  in  the  rate  of  increase 
during  the  second  year  of  Medicare. 

Indexes  for  all  consumer  items  and  the  medical 
care  components  for  the  last  month  of  each  of  the 
8  quarters  from  June  1966  to  June  1968  are  pre- 
sented in  table  2.  Table  3  shows  the  percentage 
changes  for  medical  care  prices  for  the  6-,  12-,  and 
24-month  periods.  These  monthly  indexes  are 
useful  for  analysis  of  short-run  price  changes, 
especially  in  periods  of  fluctuating  price  move- 
ments. Hence,  they  are  presented  and  discussed 
throughout  the  remainder  of  this  report. 

Examination  of  these  indexes  and  the  short-run 
changes  reveals  that,  in  general,  the  prices  of  the 
various  medical  care  components  increased  faster 
from  June  1966  to  June  1967 — the  first  year  of 
Medicare — than  during  the  program's  second 
year.  At  the  same  time,  however,  the  reverse  pat- 
tern is  found  in  the  consumer  price  index  for  all 
items  and  all  services.  The  rate  of  increase  for 
all  consumer  prices  was  more  than  50  percent 
greater  in  Medicare's  second  year  than  it  was  in 
the  first.  The  rate  of  increase  in  medical  care 
prices  in  the  later  year  was  almost  one-fifth 
smaller,  however. 

The  effect  of  the  sharp  rise  in  prices  of  con- 
sumer items  other  than  medical  care  is  clearly 
evident  when  the  medical  care  component  is  re- 
moved from  the  "all  items"  index.  The  rate  of 
increase  in  that  index,  with  medical  care  excluded, 
was  70  percent  greater  during  the  second  year  of 
Medicare  than  the  first;  with  medical  care  in- 
cluded the  rate  was  55  percent  greater.  The  two 
12-month  percentage  changes  for  all  items 
and  all  services,  with  and  without  the  medical 
care  components,  are  as  follows: 


s 


Percentage  change  from— 

Item 

June  1966  to 
June  1967 

June  1967  to 
June  1968 

All  items..    

2.7 

4.2 

All  items  less  medical  care    

2.4 

4.1 

All  services    

4.4 

5.1 

All  services  less  medical  care   

3.6 

4.8 

Medical  care  

7.3 

S.9 

Medical  care  services   

9.2 

7.1 

The  rise  in  the  index  for  all  services  also  re- 
flects the  impact  of  the  sharp  rise  in  prices  for 
services  other  than  medical  care.  The  all  services 
index  (with  medical  services)  rose  about  16 
percent  faster  in  Medicare's  second  year.  In- 
cluded in  all  services,  in  addition  to  medical  care 
services,  are  the  prices  for  rent,  insurance  and 
finance,  utilities  and  public  transportation,  house- 
keeping and  home  maintenance  services,  personal 
care  services,  and  other  miscellaneous  services. 
The  prices  for  the  services  other  than  medical 
care  increased  one-third  faster  during  fiscal  year 
1968  than  they  had  in  the  previous  year,  but  the 
rate  of  increase  for  medical  care  services  was 
about  one-fifth  less  in  the  second  year.  Neverthe- 
less, even  with  this  deceleration,  the  rate  of  in- 
crease for  medical  care  services  from  June  1967  to 
June  1968  was  nearly  50  percent  greater  that  that 
of  all  other  services — 7.1  percent  compared  with 
4.8  percent. 

Rising  prices  for  medical  care  during  the  past 
2  years  have  aroused  much  discussion  and  focused 
attention  on  the  possible  reasons  for  such  increases 
and  the  extent  to  which  the  Medicare  and  Medi- 
caid programs  contributed  to  them.  It  is  not  pos- 

Table  1. — Annual  average  price  index  and  percentage 
changes  of  consumer  prices  and  selected  medical  care  com- 
ponents, fiscal  years,  1966-68 


[1957-59=  100,  unless  otherwise  specified] 


Item 

Index,  fiscal  year 
annual  average  1 

Annual  per- 
centage change 

1966 

1967 

1968 

1966-67 

1967-68 

CPI,  all  items   

111.2 

114.7 

118.5 

3.1 

3.3 

CPI,  all  services...  

119.6 

125.2 

130.6 

4.7 

4.3 

Medical  care,  total  

124.3 

132.3 

140.8 

6.4 

6.4 

Medical  care  services  

129.6 

139.9 

151.0 

7.9 

7.9 

Physicians'  fees.   

124.1 

133.4 

141.5 

7.5 

6.1 

Dentists'  fees    

119.0 

124.4 

131.0 

4.5 

5.3 

Hospital  daily  service  charge. . 

158.3 

184.6 

213.1 

16.6 

15.4 

Drugs  and  prescriptions  

98.2 

98.2 

98.0 

0 

-.2 

1  Average  of  specially  weighted  quarterly  indexes  or  of  indexes  for  12 
months  for  years  ending  June. 
Source:  Consumer  Price  Index,  Bureau  of  Labor  Statistics. 


sible  to  measure  precisely  the  contribution  of 
these  programs  to  the  increase  in  medical  care 
prices.  Many  factors  contributed  to  the  acceler- 
ated rises  in  medical  care  prices,  but  the  forces 
at  work  operated  differently  for  hospital  charges 
and  for  physicians'  fees.  The  discussion  that 
follows  describes  the  recent  movement  in  prices 
for  each  of  these  components  and  reviews  the 
various  factors  contributing  to  these  increases. 


HOSPITAL  CHARGES 

Hospital  daily  service  charges  have  been  rising 
faster  than  any  other  component  of  the  medical 
care  index.  From  June  1966  to  June  1967,  this 
component  increased  more  than  a  fifth — 21.9  per- 
cent. In  the  following  year,  however,  a  significant 
deceleration  occurred  that  resulted  in  a  percentage 
increase  that  was  just  above  half  that  of  the 
earlier  period — 12.2  percent. 

A  review  of  the  quarterly  changes  in  this  com- 
ponent shows  a  slowing  down  in  the  second  quar- 
ter of  1967  and  again  in  the  second  quarter  of 
1968.  In  both  years  the  rate  of  increase  during 
the  quarter  ending  in  June  was  about  half  that  of 
the  previous  quarter. 

Seasonal  variations  may  account  in  part  for 
the  sharp  drop  in  the  rate  of  growth  in  hospital 
room  rates  during  the  second  quarter  of  the  year. 
In  several  previous  years  the  rate  of  increase  for 
this  index  was  appreciably  slower  in  the  second 
quarter,  compared  with  the  first,  as  indicated  by 
the  data  that  follow: 


Year 

Percentage  change  from  preceding  quarter 
for  quarter  ending — 

March 

June 

September 

December 

I960..   

2.7 

0.9 

1.4 

1.2 

1961.   

2.2 

3.1 

1.6 

1.5 

1962  

2.6 

.5 

1.2 

1.0 

1963   

3.0 

1.2 

1.2 

.9 

1964    

1.8 

.8 

1.0 

1.0 

1965_  ___ 

1.8 

1.7 

1.6 

1.4 

1966   __. 

2.4 

2.1 

5.1 

6.0 

1967    

6.1 

3.0 

2.0 

3.6 

1968....  _  

4.0 

2.1 

The  index  for  operating-room  charges  also 
rose  at  a  rapid  rate  between  June  1966  and  June 
1967 — 14.2  percent.  In  the  following  year,  the 
pace  slowed  slightly,  reaching  11.0  percent — a 
rate  of  increase  very  close  to  that  for  hospital 
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daily  service  charges  for  the  same  period.  The 
third  hospital  service  priced  for  the  consumer 
price  index — X-ray  and  diagnostic  series,  upper 
gastrointestinal— has  not  gone  up  as  fast  as  the 
other  two  hospital  services  that  are  priced. 
Between  June  1966  and  June  1967,  the  index  for 
this  service  rose  7.1  percent  and  decelerated  to  4.3 
percent  in  the  later  period. 

Of  the  factors  affecting  the  sharp  acceleration 
in  hospital  charges,  a  prime  force  is  the  pressure 
of  rising  costs.  The  major  ingredient  of  hospital 


expense  is  payroll,  which  accounts  for  more  than 
three-fifths  of  total  hospital  expenses.  Recent 
increases  in  the  salaries  of  hospital  personnel 
have  played  a  significant  part  in  the  overall  in- 
crease in  such  costs.  Some  of  these  increases  are 
due  to  the  extension  of  the  minimum  wage  laws  to 
hospitals.  There  has  been  a  continuing  trend  in 
recent  years  toward  closing  the  gap  between 
hospital  wages  and  wages  in  other  industries. 
Since  capital  has  not  replaced  labor  in  hospitals 
to  the  extent  that  it  has  in  many  other  industries, 


Table  2. — Consumer  price  index  and  quarterly  percentage  change  for  medical  care  prices,  by  item,  June  1966-June  1968 

[1957-59=  100,  unless  otherwise  specified] 


Item 


Quarter  ending- 


June 

Sept. 

Dec. 

March 

June 

Sept. 

Dec. 

March 

June 

1966 

1966 

1966 

1967 

1967 

1967 

1967 

1968 

1968 

Index 

112.9 

114.1 

114.7 

115.0 

116.0 

117.1 

118.2 

119.5 

120.9 

122.0 

123.5 

125.2 

126.3 

127.4 

128.7 

130.1 

132.1 

133.9 

127.0 

129.4 

131.9 

134.6 

136.3 

138.5 

140.4 

142.9 

144.4 

133.0 

136.2 

139.4 

142.9 

145.2 

148.0 

150.4 

153.6 

155.5 

128.0 

130.8 

132.9 

135.5 

137.3 

139.4 

141.0 

143.2 

144.9 

128.1 

131.1 

133.3 

136.4 

138.5 

140.7 

142.7 

144.9 

146.4 

133.3 

135.9 

138.3 

140.7 

142.2 

144.1 

145.8 

148.4 

151.6 

107.5 

108.5 

110.5 

112.1 

114.1 

115.3 

116.0 

117.7 

119.3 

127.3 

129.8 

130.8 

132.2 

132.8 

136.9 

137.4 

138.8 

140.6 

121.9 

125.5 

127.5 

130.4 

132.5 

134.0 

134.6 

136.5 

138.4 

115.0 

117.5 

119.5 

121.8 

123.6 

125.1 

126.2 

128.1 

129.0 

108.9 

110.2 

112.6 

113.0 

113.5 

114.0 

115.1 

118.7 

119.0 

120.9 

122.8 

124.3 

125.8 

126.9 

128.8 

130.7 

132.9 

134.1 

115.7 

117.1 

118.6 

120.6 

121.7 

122.8 

123.6 

124.9 

125.2 

105.7 

106.9 

107.6 

108.6 

109.1 

109.0 

111.4 

112.1 

112.3 

164.2 

172.6 

183.0 

194.2 

200.1 

204.1 

211.4 

219.9 

224.6 

112.6 

115.4 

119.0 

124.3 

128.6 

131.8 

133.7 

138.6 

142.7 

104.5 

107.6 

110.0 

111.0 

111.9 

113.5 

114.4 

115.6 

116.7 

98.6 

98.5 

98.3 

98.0 

97.7 

97.9 

98.1 

98.2 

98.0 

90.5 

90.5 

90.3 

89.6 

88.8 

88.6 

88.4 

87.8 

87.2 

102.9 

102.6 

102.5 

102.6 

103.1 

103.8 

104.7 

105.7 

106.1 

Percentage  change  from  preceding  quarter 

0.8 

1.1 

0.5 

0.3 

0.9 

0.9 

0.9 

1.1 

1.2 

1.6 

1.2 

1.4 

.9 

.9 

1.0 

1.1 

1.5 

1.4 

1.4 

1.9 

1.9 

2.0 

1.3 

1.6 

1.4 

1.8 

1.0 

1.7 

2.4 

2.3 

2.5 

1.6 

1.9 

1.6 

2.1 

1.2 

2.0 

2.2 

1.6 

2.0 

1.3 

1.5 

1.1 

1.6 

1.2 

1.9 

2.3 

1.7 

2.3 

1.5 

1.6 

1.4 

1.5 

1.0 

2.6 

2.0 

1.8 

1.7 

1.1 

1.3 

1.2 

1.8 

2.2 

.4 

.9 

1.8 

1.4 

1.8 

1.1 

.6 

1.5 

1.4 

2.1 

2.0 

.8 

1.1 

.5 

3.1 

.4 

1.0 

1.3 

1.4 

3.0 

1.6 

2.3 

1.6 

1.1 

.4 

1.4 

1.4 

5.3 

2.2 

1.7 

1.9 

1.5 

1.2 

.9 

1.5 

.7 

1.4 

1.2 

2.2 

.4 

.4 

.4 

1.0 

3.1 

.3 

1.2 

1.6 

1.2 

1.2 

.9 

1.5 

1.5 

1.7 

.9 

1.0 

1.2 

1.3 

1.7 

.9 

.9 

.7 

1.1 

.2 

1.8 

1.1 

.7 

.9 

.5 

-.1 

2.2 

.6 

.2 

2.1 

5.1 

6.0 

6.1 

3.0 

2.0 

3.6 

4.0 

2.1 

1.3 

2.5 

3.1 

4.5 

3.5 

2.5 

1.4 

3.7 

3.0 

1.3 

3.0 

2.2 

.9 

.8 

1.4 

.8 

1.0 

1.0 

.2 

-.1 

-.2 

-.3 

-.3 

.2 

.2 

.1 

-.2 

-.4 

0 

-.2 

-.8 

-.9 

-.2 

-.2 

-.7 

-.7 

1.1 

-.3 

-.1 

.1 

.5 

.7 

.9 

1.0 

.4 

CPI,  all  items  

CPI,  all  services     

Medical  care,  total   .  

Medical  care  services   

Professional  services: 

Physicians'  fees   

Family  doctor,  ollicc  visit     

Family  doctor,  house  visit..   

Herniorrhaphy  (adult)  1   ._  

Tonsillectomy  and  adenoideetomy   

Obstetrical  cases  

Pediatric  care,  office  visit 1  — 

Psychiatrist,  office  visit 1    

Dentists'  fees  

Other  professional  services: 
Examination,  prescription,  and  dispensing  of  eyeglasses 

Routine  laboratory  tests  1    

Hospital  service  charges: 

Daily  service  charges     

Operating-room  charges  1  

X-ray,  diagnostic  scries,  upper  G.I.1    

Drugs  and  prescriptions.    

Prescriptions   .-- 

Over-the-counter  items  1     


CPI,  all  items... 
CPI,  all  services- 
Medical  care,  total. 


Medical  care  services   

Professional  services: 

Physicians'  fees     

Family  doctor,  office  visit.  

Family  doctor,  house  visit    

Herniorrhaphy  (adult)   

Tonsillectomy  and  adenoideetomy.  

Obstetrical  cases   

Pediatric  care,  office  visit   _  

Psychiatrist,  office  visit    

Dentists'  fees    

Other  professional  services: 
Examination,  prescription,  and  dispensing  of  eyeglasses 

Routine  laboratory  tests.   

Hospital  service  charges: 

Daily  service  charges    

Operating  room  charges    

X-ray,  diagnostic  series,  upper  G.I   

Drugs  and  prescriptions    

Prescriptions      

Over-the-counter  items    


1  Base,  December  1963. 


Source:  Consumer  Price  Index,  Bureau  of  Labor  Statistics. 
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Table  3. — Percentage  change  for  medical  care  prices,  by  item,  selected  periods,  June  1966- June  1968 


Item 

6  months  ending- 

12  months  ending- 

24  months 

ending 
June  1968 

Dec.  1966 

June  1967 

Dec.  1967 

June  1968 

June  1967 

June  1968 

CPI,  all  items  

1.6 

1.1 

1.9 

2.3 

2.7 

4.2 

7.1 

CPI,  all  services     

2.6 

1.8 

2.1 

2.9 

4.4 

5.1 

9.8 

Medical  care,  total  

3.9 

3.3 

3.0 

2.8 

7.3 

5.9 

13.7 

Medical  care  services  

4.8 

4.2 

3.6 

3.4 

9.2 

16.9 

Professional  services: 

Physicians'  fees  

3.8 

3.3 

2.7 

2.8 

7.3 

5.5 

13.2 

Family  doctor,  office  visit. _      

4.1 

3.9 

3.0 

2.6 

8.1 

5.7 

14.3 

Family  doctor,  house  visit      

3.8 

2.8 

2.5 

4.0 

6.7 

6.6 

13.7 

Herniorrhaphy  (adult)  

2.8 

3.3 

1.7 

2.8 

6.1 

4.6 

11.0 

Tonsillectomy  and  adenomectomy  

2.7 

1.5 

3.5 

2.3 

4.3 

5.9 

10.4 

Obstetrical  cases    

4.6 

3.9 

1.6 

2.8 

8.7 

4.5 

13.5 

Pediatric  care,  office  visit     

3.9 

3.4 

2.1 

2.2 

7.5 

4.4 

12.2 

Psychiatrist,  office  visit.  

3.4 

.8 

1.4 

3.4 

4.2 

4.8 

9.3 

Dentists'  fees  

2.8 

2.1 

3.0 

2.6 

5.0 

5.7 

10.9 

Other  professional  services: 

Examination,  prescription,  and  dispensing  of  eyeglasses  

Routine  laboratory  tests  

2.5 

2.6 

1.6 

1.3 

5.2 

2.9 

8.2 

1.8 

1.4 

2.1 

.8 

3.2 

2.9 

6.2 

Hospital  service  charges: 

Dailv  service  charges  

11.4 

9.3 

5.6 

6.2 

21.9 

12.2 

36.8 

Operating  room  charges  

5.7 

8.1 

4.0 

6.7 

14.2 

11.0 

26.7 

X-ray,  diagnostic  series,  upper  G.I     

5.3 

1.7 

2.2 

2.0 

7.1 

4.3 

11.7 

Drugs  and  prescriptions  

-.3 

-.6 

.4 

-.1 

-.9 

.3 

-.6 

Prescriptions  

-.2 

-1.7 

-.5 

-1.4 

-1.9 

-1.8 

-3.6 

Over-the-counter  items     

-.4 

.6 

1.6 

1.3 

.2 

2.9 

3.1 

Source:  Consumer  Price  Index,  Bureau  of  Labor  Statistics. 


the  higher  hospital  wages  have  not  been  matched 
by  higher  labor  productivity  and  the  result  has 
been  more  rapidly  rising  labor  costs. 

In  addition,  the  ready  availability  of  operating 
funds  under  the  Federal  Medicare  program  prob- 
ably provided  the  opportunity  for  many  hospitals 
to  meet  demands  for  increased  wages,  to  purchase 
additional  equipment  and  supplies,  and  to  im- 
prove and  expand  services  to  patients.2  It  is  pos- 
sible that  Medicare  also  brought  about  a  rear- 
rangement of  the  pricing  structure  of  hospitals. 
Before  Medicare,  charges  for  room  and  board  and 
other  routine  services  were  set  below  their  actual 
costs  and  those  for  ancillary  services  were  above 
costs.  The  repricing  of  hospital  services  to  relate 
prices  to  costs  more  closely  may  reflect  in  part  the 
influence  of  Medicare,  under  which  additional 
recordkeeping  and  cost-finding  is  required. 

Physicians'  Fees 

Like  hospital  daily  service  charges,  fees  for 
physicians'  services  (a  combined  index  of  seven 
procedures),  as  measured  by  the  Bureau  of  Labor 
Statistics,  slowed  down  somewhat  in  rate  of  in- 
crease during  Medicare's  second  year.  Between 
June  1967  and  June  1968,  the  rate  of  increase  was 

-  See  "Financial  Position  of  Hospitals  in  the  Early 
Medicare  Period,"  by  Paul  J.  Feldstein  and  Saul  Wald- 
man,  Social  Security  Bulletin,  October  1968. 


5.5  percent,  a  decrease  of  about  a  fourth  from  the 
preceding  12  months.  Examination  of  the  per- 
centage changes  of  the  seven  physicians'  proce- 
dures for  the  two  12-month  periods  ending  June 
1967  and  1968  shows  that  all  but  two — tonsillec- 
tomy-adenoidectomy  and  psychiatrists'  office  visits 
— increased  at  a  lower  rate  during  the  later  period. 

The  acceleration  in  the  rate  of  increase  in 
physicians'  fees  during  1966  and  1967  resulted 
from  different  factors  than  those  in  the  hospital 
sector.  Part  of  the  increase  early  in  1966  may 
have  reflected  an  upward  revision  of  fees  in 
anticipation  of  the  introduction  of  Medicare. 
Continued  increases  in  physicians'  fees  since  the 
implementation  of  Medicare  are  also  part  of  a 
long-run  trend  in  which  increases  in  demand 
without  a  corresponding  increase  in  supply  have 
led  physicians  to  raise  their  fees.  Although  the 
total  number  of  physicians  has  increased  some- 
what during  the  past  two  decades  and  there  has 
been  some  growth  in  productivity  of  physicians, 
the  supply  has  not  kept  pace  with  demand. 

Population  increases,  changes  in  the  character- 
istics of  the  population,  more  widespread  insur- 
ance coverage,  and  an  increasing  awareness  of 
the  benefits  of  medical  care  have  contributed  to  a 
greater  demand  for  physicians'  services.  The  in- 
creased coverage  of  doctors'  services  under  Medi- 
care probably  contributed  to  the  growing  demand 
that  had  developed  over  the  years. 
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FIVE  SPECIAL  PROCEDURES 

Additional  information  relating  to  the  increase 
in  the  prices  of  physicians'  services  is  available 
from  data  provided  by  a  continuing  study  of  five 
special  in-hospital  procedures  of  particular  signif- 
icance to  the  aged  that  are  conducted  by  the 
Bureau  of  Labor  Statistics  for  the  Social  Security 
Administration.  Prices  are  collected  for  three 
surgical  procedures  (cholecystectomy,  prostatec- 
tomy, and  fractured  neck  of  the  femur)  and  two 
in-hospital  medical  services  (myocardial  infarc- 
tion and  cerebral  hemorrhage).  Prices  for  these 
five  special  procedures  are  not  incorporated  in  the 
regular  sample  of  the  consumer  price  index.  It 
was  believed  that  fees  for  such  services  might  be 
sensitive  to  the  new  Medicare  program  and  hence 
would  provide  baseline  data  to  assess  the  impact 
of  the  program  on  physicians'  fees. 

The  five  procedures  of  special  importance  to 
the  aged  reflect  only  the  care  provided  for  the 
aged  in  the  hospital.  The  fee  quotations  are  ob- 
tained on  a  sample  basis  and,  consequently,  are 
subject  to  all  the  limitations  of  sampling  variabil- 
ity. In  addition,  the  BLS  fee  quotation  is  ob- 
tained from  the  physician  in  response  to  a  request 
that  he  furnish  information  on  his  ''usual''  fee  for 
this  service.  There  could  be  some  disparity  be- 


tween the  physician's  fee  quotation  and  his 
actual  charges  to  patients.3 

Data  are  now  available  from  this  special  study 
for  the  first  2  years  of  Medicare.  The  quarterly 
indexes  and  percentage  changes  are  shown  in 
table  4,  and  table  5  presents  the  percentage 
changes  for  6-,  12-,  and  24-month  periods  and  com- 
pares them  with  increases  in  the  index  for  all 
physicians'  fees. 

In  Medicare's  first  year  the  consumer  price 
index  for  physicians'  fees  advanced  more  rapidly 
than  the  five  special  indexes  of  hospital  proce- 
dures for  the  aged.  By  the  end  of  the  second  year, 
however,  the  earlier  disparity  between  the  in- 
creases in  the  two  sets  of  indexes  no  longer 
existed.  As  the  first  year  ended,  the  index  for 
physicians'  fees  had  risen  7.3  percent,  while  the 
increases  for  the  five  procedures  ranged  from  4.5 
percent  for  cholecystectomy  to  6.7  percent  for 
prostatectomy.  By  the  close  of  the  second  year, 
however,  the  2-year  rate  of  increase  for  two  of 
the  five  special  procedures  for  the  aged  had  ex- 
ceeded the  13.2-percent  increase  of  the  combined 


:)  Anne  A.  Scitovsky,  "Changes  in  the  Costs  of  Treat- 
ment of  Selected  Illnesses,  1951-65,"  The  American 
Economic  Review,  December  1967,  reported  that  in  1964- 
(55,  the  average  fee  for  office  visits  by  pediatricians  for 
otitis  media  was  89  percent  of  the  "customary"  fee  and 
for  home  visits  it  was  103  percent. 


Table  4. — Quarterly  indexes  and  percentage  changes  for  physicians'  fees  and  for  in-hospital  procedures  for  the  aged,  by  item, 
June  1966-June  1968 

[December  1965««  100,  unless  otherwise  specified] 


Item 


Quarter  ending- 


June  1966     Sept.  1966     Dec.  1966    March  1967    June  1967     Sept.  1967    Dec.  1967    March  1968    June  1968 


Physicians'  fees: 1 

1957-59=100--.  

December  1965=  100. 


In-hospital  care  for  the  aged: s 

Myocardial  infarction  

Cerebral  hemorrhage  

Cholecystectomy   

Prostatectomy  

Fractured  neck  of  femur  


Physicians'  fees  

In-hospital  care  for  the  aged: 

Myocardial  infarction  

Cerebral  hemorrhage  

Cholecystectomy  

Prostatectomy  

Fractured  neck  of  femur. .  - 


Index 


128.0 

130.8 

132.9 

135.5 

137.3 

139.4 

141.0 

143.2 

144.9 

103.8 

106.1 

107.8 

109.9 

111.4 

113.1 

114.4 

116.1 

117.5 

101.3 

102.7 

104.7 

106.4 

107.8 

108.4 

110.5 

112.2 

113.9 

101.2 

102.5 

104.1 

106.0 

107.3 

107.9 

109.9 

111.1 

112.9 

101.4 

101.9 

102.5 

104.8 

106.0 

107.6 

109.9 

112.1 

113.0 

102.5 

104.8 

106.9 

108.3 

109.4 

110.4 

114.3 

115.1 

116.6 

101.2 

102.0 

103.5 

105.2 

107.7 

109.3 

111.3 

113.2 

116.2 

Percentage  change  from  preceding  quarter 

2.0 

2.2 

1.6 

2.0 

1.3 

1.5 

1.1 

1.6 

1.2 

.8 

1.4 

2.0 

1.6 

1.3 

.6 

2.0 

1.5 

1.5 

.8 

1.3 

1.6 

1.8 

1.2 

.6 

2.0 

1.1 

1.6 

1.1 

.5 

.6 

2.2 

1.1 

1.5 

2.1 

2.0 

.8 

1.6 

2.3 

2.1 

1.3 

1.0 

.9 

3.5 

.7 

1.3 

.8 

.8 

1.5 

1.6 

2.4 

1.5 

1.8 

1.7 

2.7 

1  Combined  index  of  all  physicians'  fees  regularly  reported  in  the  CPI. 

3  From  special  study  of  prices  for  5  procedures,  not  incorporated  in  the 
regular  sample  of  the  CPI;  important  to  but  not  necessarily  limited  to  older 
people. 


Source:  Compiled  by  the  Social  Security  Administration  from  unpublished 
data  reported  by  the  Bureau  of  Labor  Statistics. 
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Table  5. — Percentage  changes  for  physicians'  fees  and  for 
in-hospital  procedures  for  the  aged,  by  item,  selected  periods, 
June  1966-June  1968 


Item 

6  months 

ending — 

12  months 
ending- 

24 

months 
ending 

June 

1968 

Dec. 
1966 

June 
1967 

Dec. 
1967 

June 
1968 

June 
1967 

June 
1963 

Physicians'  fees  1  

3.8 

3.3 

2.7 

2.8 

7.3 

5.5 

13.2 

In-hospital  care  for  the 
aged: 2 

Myocardial  infarction  

Cerebral  hemorrhage  

Cholecystectomy  

3.4 
2.9 
1.1 

3.0 
3.1 
3.4 

2.5 
2.4 
3.7 

3.1 
2.7 
2.8 

6.4 
6.0 
4.5 

5.7 
5.2 
6.6 

12.4 
11.6 
11.4 

Prostatectomy.  

4.3 

2.3 

4.5 

2.0 

6.7 

6.6 

13.8 

Fractured  neck  of  femur. 

2.3 

4.1 

3.3 

4.4 

6.4 

7.9 

14.8 

1  Combined  index  of  all  physicians'  fees  regularly  reported  In  the  CPI. 

'  From  special  study  of  prices  for  5  procedures,  not  incorporated  in  the 
regular  sample  of  the  CPI;  important  to  but  not  necessarily  limited  to 
older  people. 

Source:  Compiled  by  the  Social  Security  Administration  from  unpublished 
data  reported  by  the  Bureau  of  Labor  Statistics. 

physicians'  fees  index.  The  other  three  indexes 
increased  almost  the  same  amount  as  the  com- 
bined physicians'  fees  index :  increases  ranged 
from  11.4  percent  to  12.4  percent. 


MAGNITUDE  AND  FREQUENCY  OF  FEE  INCREASES 

Detailed  data  on  the  extent  and  magnitude  of 
the  price  increases  through  March  1968  are  now 
available  for  the  five  special  in-hospital  proce- 
dures for  the  aged  and  for  two  of  the  physicians' 
services  regularly  priced  in  the  consumer  price 
index — office  and  house  visits  of  family  doctors. 
(Data  for  June  1968  were  not  available  when  this 
article  was  written.)  As  indicated  in  earlier 
articles  in  this  series,  two  measures  are  employed 
by  the  Social  Security  Administration  to  analyze 
the  changes  in  physicians'  fees:  the  percentage  of 
physicians  reporting  fee  increases  and  the 
average  percentage  increases  in  fees  for  those 
reporting  the  higher  fees.4 

Table  6  shows  the  percent  of  physicians  report- 
ing fee  increases  during  each  of  the  8  quarters, 
March  1966-March  1968,  and  the  average  percent- 
age increase  in  fees  for  office  and  house  visits 
regularly  priced  in  the  CPI  and  for  the  five 
special  in-hospital  medical  and  surgical  proce- 


4  See  the  Bulletin  for  July  1967  and  January  1968,  op. 
cit.  The  figures  for  earlier  quarters  presented  in  those 
articles  have  been  revised  to  incorporate  changes  result- 
ing from  more  accurate  reporting  and  a  revision  in  the 
methodology  for  estimating  the  average  percentage  in- 
crease in  fees  for  physicians  who  raised  fees. 


dures  important  to  the  aged.  The  number  of  phy- 
sicians raising  fees  during  a  given  period  and  the 
average  percentage  increase  in  fees  underlie  the 
variations  in  the  indexes  for  these  items  that  are 
shown  in  tables  2  and  4.  The  index  for  office  visits, 
for  example,  increased  from  133.3  in  December 
1966  to  142.7  in  December  1967.  This  12-month 
increase  of  7.1  percent  reflects  the  fact  that  21.3 
percent  of  all  the  family  doctors  raised  their  fees 
by  an  average  of  30.8  percent. 

Especially  interesting  are  the  data  shown  in 
table  7  that  report  the  two  measures  for  the  12 
months  ending  December  1966  and  1967  and  for 
the  entire  2-year  period  ending  December  1967. 
In  addition,  presented  for  the  first  time  are 
similar  data  on  the  frequency  of  fee  increases  dur- 
ing these  periods.  The  two  12-month  periods  end- 
ing December  1966  and  December  1967  are  used 
in  order  to  include  the  6  months  before  the  start 
of  Medicare,  when  acceleration  in  the  rate  of 
increase  of  physicians'  fees  was  evident. 

Of  the  general  practitioners  and  internists  who 
provide  fee  quotations  on  routine  office  and 
house  visits,  about  a  third  raised  these  fees  some- 
time during  the  year  ending  December  1966. 
During  the  following  year,  this  proportion  de- 
clined somewhat.  In  each  12-month  period,  rela- 
tively few  physicians  increased  their  fees  for 
these  two  services  more  than  once.  During  the 
2-year  period  ending  December  1967,  however, 
almost  half  (48  percent)  had  raised  their  fees  for 
office  visits  at  least  once,  and  17  percent  of  this 
group  increased  them  more  than  once.  For  house 
visits,  of  the  55  percent  who  raised  their  fees  at 
least  once,  14  percent  reported  more  than  one  in- 
crease. Represented  in  the  count  for  each  period 
are  only  those  physicians  who  were  in  the  sample 
and  provided  quotations  for  the  entire  period. 

The  average  increase  for  the  24-month  period 
amounted  to  roughly  one-third  for  office  visits 
and  house  visits.  For  example,  an  office  visit 
priced  at  $5.00  at  the  end  of  1965  increased  on  the 
average  to  about  $6.65  by  the  end  of  1967.  As 
expected,  the  average  total  increase  for  physicians 
who  raised  their  fees  more  than  once  was  con- 
siderably higher  than  that  for  physicians  with 
only  one  increase.  An  office  visit  priced  at  $5.00 
at  the  end  of  1965  rose  on  the  average  to  $6.50  for 
physicians  with  one  increase  and  to  $7.50  for  those 
with  more  than  one  increase. 

Changes  in  physicians'  fees  for  the  five  in- 
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Table  6. — Percent  of  phvsicians  reporting  fee  increases  and  average  percentage  increase  in  fees,  by  type  of  procedure,  each 
quarter,  March  1966-Mafch  1968 


Procedure 


3  months  ending- 


March 
1960 


Tunc 
190(1 


Sept. 
I960 


Dec. 
1900 


March 
1907 


.Tune 
1967 


Sept. 
1967 


Dec. 
1967 


March 
1968 


Family  doctor,  office  visit  

Family  doctor,  house  visit  

In-hospital  medical  care:  1 

Myocardial  infarction  

Cerebral  hemorrhage  

In-hospital  surgical  procedures: 

Cholecystectomy  

Prostatectomy...  

Fractured  neck  of  femur  


Percent  of  physicians  reporting  fee  increases 


8.3 

10.0 

9.4 

7.6 

7.1 

5.1 

5.0 

4.8 

6.4 

9.4 

8.4 

11.4 

7.2 

8.2 

5.9 

5.7 

6.5 

6.7 

3.9 

4.3 

8.1 

8.3 

8.3 

8.2 

5.8 

7.0 

8.4 

4.1 

4.2 

7.3 

8.0 

7.3 

7.8 

6.0 

6.9 

8.2 

6.5 

7.6 

5.8 

8.9 

11.7 

7.7 

8.7 

8.7 

11.5 

5.4 

13.5 

11.8 

10.7 

14.6 

11.4 

9.1 

11.1 

10.9 

3.2 

6.4 

7.2 

10.1 

10.7 

8.8 

9.5 

9.1 

11.6 

Average  percentage  increase  in  fees 


Family  doctor,  office  visit  

28.6 

23.6 

24.1 

26.5 

28.4 

33.0 

33.5 

27.8 

30.4 

Family  doctor,  house  visit  

25.9 

24.0 

26.3 

22.9 

27.9 

30.9 

29.0 

23.0 

23.0 

In-hospital  medical  care: '. 

Myocardial  infarction    

18.5 

18.1 

22.2 

28.8 

17.9 

23.0 

13.1 

26.8 

19.4 

Cerebral  hemorrhage..   

18.2 

17.8 

21.6 

27.0 

21.1 

23.9 

15.0 

24.4 

24.3 

In-hospital  surgical  procedures:  1 

Cholecystectomy  

16.8 

16.1 

14.8 

18.1 

16.8 

14.6 

25.7 

22.2 

14.4 

Prostatectomy  

13.2 

14.9 

18.1 

16.8 

17.0 

10.4 

21.0 

16.8 

13.6 

Fractured  neck  of  femur..   

14.1 

14.9 

17.3 

14.8 

24.8 

22.4 

19.7 

20.8 

17.5 

1  From  special  study  of  prices  for  5  procedures,  not  incorporated  in  the 
regular  sample  of  the  CPI;  important  to  but  not  necessarily  limited  to  older 
people. 


Source:  Compiled  by  the  Social  Security  Administration  from  unpublished 
data  reported  by  the  Bureau  of  Labor  Statistics. 


hospital  procedures  of  particular  significance  to 
the  aged  are  also  presented  in  table  7.  By  the  end 
of  the  2-year  period  between  December  1965  and 
December  1967,  about  two- fifths  of  the  general 
practitioners  and  internists  in  the  Nation  had 
raised  their  fees  for  in-hospital  visits  to  heart 
attack  and  stroke  patients,  and  the  increase  was 
about  28  percent.  The  dollar  amounts  for  these 
two  procedures  are,  of  course,  considerably  higher 
than  for  office  and  house  visits.  Thus,  a  28-percent 
increase  in  fees  for  heart  attacks  could  amount  to 
about  $30,  on  the  basis  of  a  charge  of  $110  for  care 
of  a  heart-attack  patient  who  stays  in  the  hospital 
a  total  of  21  days;  a  28-percent  increase  in  physi- 
cians' fees  for  a  stroke  patient  hospitalized  for  14 
days  would  amount  to  about  $20,  based  on  a  $75 
charge. 

Examination  of  the  frequency  of  price  in- 
creases during  the  24-month  period  shows  that 
(1)  a  larger  ratio  of  physicians  raised  their  fees 
more  than  once  for  the  two  in-hospital  medical 
procedures  than  for  office  and  house  visits  and  (2) 
the  average  total  increase  in  these  fees  was  almost 
double  the  added  amount  charged  by  physicians 
with  one  increase.  With  an  assumed  average  fee 
of  $110  for  hospitalized  heart-attack  patients,  the 
data  show  that  about  a  third  of  all  the  physicians, 


or  less  than  three-fourths  of  those  reporting  fee 
increases,  raised  their  fees  about  $25;  the  remain- 
ing fourth  increased  them  an  average  of  about 
$45. 

For  the  three  in-hospital  surgical  procedures 
for  the  aged,  relatively  more  physicians  raised 
their  fees  at  least  once,  compared  with  the  propor- 
tion for  in-hospital  medical  procedures.  On  the 
assumption  that  fees  for  each  of  these  surgical 
procedures  averaged  about  $350  at  the  end  of 
1965,  about  half  the  general  and  orthopedic 
surgeons  reported  fee  increases  averaging  about 
$90  by  the  end  of  1967.  Of  those  who  increased 
their  fees  for  these  procedures  during  the  2-year 
period,  about  a  fourth  raised  them  more  than 
once.  The  total  increase  for  general  surgeons 
performing  gall  bladder  removal  and  for  ortho- 
pedic surgeons  performing  hip  surgery  was  about 
the  same — 38  percent  or  about  $135. 

Relatively  more  urologists  than  physicians  in 
any  other  specialty  raised  their  fees  in  the  2-year 
period.  More  than  three-fifths  (63  percent)  of 
those  who  performed  prostatectomies  raised  their 
fees,  and  their  increases  averaged  22  percent. 
About  a  third  of  that  group  raised  fees  more  than 
once  for  this  procedure,  and  their  average  in- 
creased 32  percent. 
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Table  7. — Percent  of  physicians  reporting  fee  increases  and  average  percentage  increase  in  fees,  by  frequency  of  increase  and 
type  of  procedure,  selected  periods,  1966  and  1967 


12  months  ending  Dec.  1966— 

12  months  ending  Dec.  1967— 

24  months  ending  Dec.  1967— 

Procedure 

Total 
reporting 
increase 

One 

M  ore  than 
one 

Total 
reporting 
increase 

One 

More  than 
one 

Total 
reporting 
increase 

One 

More  than 
one 

Percent  of  physicians  reporting  fee  increases 


Family  doctor,  office  visit  

Family  doctor,  house  visit  

In-hospital  medical  care:  1 

Myocardial  infarction  

Cerebral  hemorrhage  

In-hospital  surgical  procedures 

Cholecystectomy  

Prostatectomy .  _  

Fractured  neck  of  femur  


Family  doctor,  office  visit  

Family  doctor,  house  visit  

In-hospital  medical  care: 1 

Myocardial  infarction  

Cerebral  hemorrhage  

In-hospital  surgical  procedures 

Cholecystectomy   

Prostatectomy  

Fractured  neck  of  femur  


33.6 

31.3 

2.3 

21.3 

21.1 

0.2 

48.4 

40.3 

8.0 

34.9 

33.1 

1.8 

25.6 

24.5 

1.0 

54.9 

47.1 

7.7 

21.3 

19.0 

2.4 

26.2 

23.2 

3.0 

42.6 

33.5 

9.1 

20.4 

18.1 

2.3 

25.1 

22.3 

2.8 

40.7 

31.7 

9.0 

25.6 

22.5 

3.1 

31.1 

26.2 

5.0 

50.8 

38.4 

12.4 

37.3 

33.4 

3.9 

40.2 

35.8 

4.4 

63.4 

41.8 

21.6 

23.6 

21.4 

2.2 

33.4 

28.4 

4.9 

51.6 

38.4 

13.2 

Average  percentage  increase  in  fees 

27.7 

26.5 

43.8 

30.8 

30.6 

50.0 

33.1 

29.5 

51.1 

26.9 

24.9 

62.6 

28.9 

28.1 

47.9 

30.8 

27.2 

53.1 

26.4 

26.0 

29.4 

23.0 

19.9 

46.1 

27.5 

23.6 

41.9 

25.7 

24.9 

31.7 

24.0 

20.5 

52.3 

28.1 

23.7 

43.5 

19.5 

17.9 

31.5 

21.5 

17.4 

43.5 

23.7 

18.9 

38.4 

17.7 

16.8 

25.9 

17.2 

15.6 

29.6 

22.2 

17.2 

31.9 

17.0 

15.3 

33.3 

25.6 

22.5 

43.3 

25.2 

20.6 

38.5 

1  From  special  study  of  prices  for  5  procedures,  not  incorporated  in  the 
regular  sample  of  the  CPI;  important  to  but  not  necessarily  limited  to  older 
people. 


Source:  Compiled  by  the  Social  Security  Administration  from  unpublished 
data  reported  by  the  Bureau  of  Labor  Statistics. 


Some  generalizations  may  be  made  on  the 
pattern  of  increases  in  physicians'  fees  since  Medi- 
care began.  Some  physicians  (about  18  percent) 
increased  their  fees  for  office  and  house  visits 
during  the  first  6  months  of  1966,  before  the 
Medicare  program  began  operations,  for  several 
reasons.  Some  may  have  felt  that  their  fees  were 
low  compared  with  those  of  doctors  around  them. 
Others  may  have  been  apprehensive  that  the 
"customary"  fee  under  Medicare  would  be 
frozen.5 

During  the  next  6  months  about  the  same  pro- 
portion of  physicians  increased  their  fees  for 
these  services.  The  evidence  is  now  clear  that,  for 
the  most  part,  these  were  different  physicians 
raising  their  fees  in  line  with  their  colleagues' 
fees.  By  the  end  of  1966,  only  about  2  percent  of 
the  physicians  had  increased  their  fees  for  office 
and  house  visits  more  than  once. 

During  1967  a  smaller  proportion  of  the  physi- 
cians than  in  the  previous  year  increased  their 
fees  for  office  and  house  visits — many  of  them  only 
once  during  that  year  and  many  for  the  first 
time  since  the  beginning  of  1966.  For  the  2-year 


5  See  Theodore  R.  Marmor,  "Why  Medicare  Helped 
Raise  Doctors'  Fees,"  Trans-Action,  September  1968. 


period,  about  half  of  these  physicians  had  raised 
their  fees  at  least  once.  The  proportion  who  had 
increased  them  more  than  once  was  relatively 
small — less  than  10  percent.  The  magnitudes  of 
the  increases,  however,  were  especially  large — 
over  50  percent  for  those  physicians  who  had 
increased  their  fees  for  office  and  house  visits 
more  than  once  during  the  2-year  period  ending 
December  1967.  In  dollar  terms,  their  average 
fees  for  office  visits  increased  from  about  $5.00  to 
$7.50. 

The  pattern  of  increases  during  the  2-year 
period  for  the  five  special  procedures  for  the  aged 
was  different  than  that  for  office  and  house  visits. 
Relatively  more  physicians  increased  their  fees 
at  least  once  for  these  procedures  during  1967 
than  during  the  previous  year.  In  addition,  a 
larger  proportion  increased  their  fees  more  than 
once  during  the  entire  24  months  ending  Decem- 
ber 1967. 

Because  the  charges  for  these  five  in-hospital 
procedures  are  so  much  higher  than  charges  for 
office  and  house  visits,  the  average  amount  of 
increase  was  large  for  those  increasing  their  fees 
once.  For  those  increasing  their  fees  more  than 
once  the  total  average  increase  was  significantly 
larger. 
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DEFINITIONS  AND  EXPLANATIONS 


CONSUMER  PRICE  INDEX 

An  index  prepared  by  the  Bureau  of  Labor  Statistics 
that  measures  the  changes  over  a  period  of  time  in  aver- 
age prices  of  the  goods  and  services  purchased  by  urban 
wage  earners  and  clerical  workers  and  their  families. 
The  general  procedure  is  to  measure  price  changes  by 
repricing  a  "market  basket"  of  goods  and  services  at 
regular  intervals  and  comparing  the  aggregate  costs  with 
those  of  an  equivalent  market  basket  purchased  in  a 
selected  base  period. 

MEDICAL  CARE  PRICE  INDEX 

A  component  of  the  CPI  that  measures  the  changes  in 
the  prices  paid  for  medical  care  goods  and  services  used 
by  wage  earners  and  clerical  workers.  It  currently  con- 
sists of  19  medical  services  and  20  drugs  and  prescrip- 
tions. 

PHYSICIANS'  FEES 

A  component  of  the  CPI  currently  consisting  of  the  fees 
for  seven  services,  including  family  doctors'  office  and 
house  visits,  adult  herniorrhaphy,  tonsillectomy  and 
adenoidectomy,  obstetrical  cases,  and  pediatric  and 
psychiatrist  office  visits.  These  seven  physicians'  services 
are  combined  into  one  overall  index  of  physicians'  fees. 

HOSPITAL  DAILY  SERVICE  CHARGES 

The  amount  charged  to  adult  in-patients  for  routine 
nursing  care,  room,  board,  and  minor  medical  and  sur- 
gical supplies.  It  usually  excludes  additional  charges 
incorporated  in  the  hospital  bill  such  as  laboratory  work, 


X-ray,  operating-room,  and  special  charges.  Indexes  for 
operating-room  charges  and  for  X-ray  diagnostic  services 
for  upper  gastrointestinal  (G.I.)  series  are  reported 
separately. 

IN-HOSPITAL  CARE  OF  SPECIAL  SIGNIFICANCE  TO  THE  AGED 

Myocardial  infarction  (heart  attack). — Usual  hospital 
visit  fee  for  first  day,  second  day,  etc.,  and/or  the  con- 
stant charge  per  day  to  regular  patient  suffering  from 
myocardial  infarction.  Includes  cost  of  admitting,  hos- 
pital write-up,  examination,  and  other  services.  Excludes 
cost  of  cardiograms,  other  laboratory  fees,  and  medica- 
tions. Assumes  a  21-day  stay  in  the  hospital. 

Cerebral  hemorrhage  (stroke). — Usual  hospital  visit 
fee  for  first  day,  second  day,  etc.,  and/or  constant  charge 
per  day  to  regular  patient  suffering  from  a  cerebral 
hemorrhage.  Includes  cost  of  admitting,  hospital 
write-up,  examination,  and  other  physicians'  services. 
Excludes  cost  of  laboratory  fees  and  medications.  As- 
sumes a  14-day  stay  in  the  hospital. 

Cholecystectomy  (nail  bladder). — Usual  fee  for  chole- 
cystectomy with  exploration  of  common  duct.  Includes 
usual  single  preoperative  visit  and  postoperative  care. 
Excludes  fee  for  diagnosis  and  tests,  fee  for  appendec- 
tomy, and  anesthetist's  fee. 

Prostatectomy. — Usual  fee  for  prostatectomy  by  one 
of  the  following  procedures:  (a)  transurethral  electro- 
resection  of  prostate:  (b)  perineal,  subtotal;  (c)  supra- 
pubic, one  or  two  stages;  or  (d)  retropubic.  Includes 
usual  single  preoperative  visit  and  postoperative  care. 
Excludes  fee  for  cystoscopy,  diagnosis  and  tests,  and 
anesthetist's  fee. 

Fractured  neck  of  femur. — Usual  fee  to  repair  frac- 
tured neck  of  femur  by  open  reduction  with  pinning. 
Includes  usual  single  preoperative  visit  and  postopera- 
tive care.  Excludes  fee  for  diagnosis  and  tests  and 
anesthetist's  fee. 
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HEALTH  SECURITY 


MESSAGE 

FROM 

THE  PRESIDENT  OF  THE  UNITED  STATES 

TRANSMITTING 

THE  ANNUAL  MESSAGE  ON  HEALTH  SECURITY 


January  23,  1939. — Referred  to  the  Committee  on  Ways  and  Means  and  ordered 
to  be  printed  with  accompanying  papers 


To  the  Congress  oj  the  United  States: 

In  my  annual  message  to  the  Congress  I  referred  to  problems  of 
health  security.  I  take  occasion  now  to  bring  this  subject  specifically 
to  your  attention  in  transmitting  the  report  and  recommendations  on 
national  health  prepared  by  the  Interdepartmental  Committee  to 
Coordinate  Health  and  Welfare  Activities. 

The  health  of  the  people  is  a  public  concern;  ill  health  is  a  major 
cause  of  suffering,  economic  loss,  and  dependency;  good  health  is 
essential  to  the  security  and  progress  of  the  Nation. 
*v  Health  needs  were  studied  by  the  Committee  on  Economic  Security 
which  I  appointed  in  1934  and  certain  basic  steps  were  taken  by  the 
Congress  in  the  Social  Security  Act.  It  was  recognized  at  that  time 
that  a  comprehensive  health  program  was  required  as  an  essential 
link  in  our  national  defenses  against  individual  and  social  insecurity. 
Further  study,  however,  seemed  necessary  at  that  time  to  determine 
ways  and  means  of  providing  this  protection  most  effectively. 
|I  In  August  1935,  after  the  passage  of  the  Social  Security  Act,  I 
appointed  the  Interdepartmental  Committee  to  Coordinate  Health 
and  Welfare  Activities.  Early  in  1938,  this  committee  forwarded  to 
me  reports  prepared  by  their  technical  experts.  They  had  reviewed 
unmet  health  needs,  pointing  to  the  desirability  of  a  national  health 
program,  and  they  submitted  the  outlines  of  such  a  program. '""These 
reports  were  impressive.  I  therefore  suggested  that  a  conference  be 
held  to  bring  the  findings  before  representatives  of  the  general  public 
and  of  the  medical,  public  health,  and  allied  professions. 
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More  than  200  men  and  women,  representing  many  walks  of  life 
and  many  parts  of  our  country,  came  together  in  Washington  last 
July  to  consider  the  technical  committee's  findings  and  recommenda- 
tions and  to  offer  further  proposals.  There  was  agreement  on  two 
basic  points:  The  existence  of  serious  unmet  needs  for  medical 
service ;  and  our  failure  to  make  full  application  of  the  growing  powers 
of  medical  science  to  prevent  or  control  disease  and  disability. 

I  have  been  concerned  by  the  evidence  of  inequalities  that  exist  among 
the  States  as  to  personnel  and  facilities  for  health  services.  There  are 
equally  serious  inequalities  of  resources,  medical  facilities,  and  services 
in  different  sections  and  among  different  economic  groups.  These 
inequalities  create  handicaps  for  the  parts  of  our  country  and  the 
groups  of  our  people  which  most  sorely  need  the  benefits  of  modern 
medical  science. 

*The  objective  of  a  national  health  program  is  to  make  available  in 
all  parts  of  our  country  and  for  all  groups  of  our  people  the  scientific 
knowledge  and  skill  at  our  command  to  prevent  and  care  for  sickness 
and  disability;  to  safeguard  mothers,  infants,  and  children;  and  to  off- 
set through  social  insurance  the  loss  of  earnings  among  workers  who 
are  temporarily  or  permanently  disabled. 

,v  The  committee  does  not  propose  a  great  expansion  of  Federal 
health  services.  It  recommends  that  plans  be  worked  out  and 
administered  by  States  and  localities  with  the  assistance  of  Federal 
grants-in-aid.  The  aim  is  a  flexible  program.  The  committee  points 
out  that  while  the  eventual  costs  of  the  proposed  program  would  be 
considerable,  they  represent  a  sound  investment  which  can  be  expected 
to  wipe  out,  in  the  long  run,  certain  costs  now  borne  in  the  form  of 
relief.  " 

We  have  reason  to  derive  great  satisfaction  from  the  increase  in  the 
average  length  of  life  in  our  country  and  from  the  improvement  in  the 
average  levels  of  health  and  well-being.  Yet  these  improvements  in 
the  averages  are  cold  comfort  to  the  millions  of  our  people  whose 
security  in  health  and  survival  is  still  as  limited  as  was  that  of  the 
Nation  as  a  whole  50  years  ago. 

The  average  level  of  health  or  the  average  cost  of  sickness  has  little 
meaning  for  those  who  now  must  meet  personal  catastrophes.  To 
know  that  a  stream  is  4  feet  deep  on  the  average  is  of  little  help  to 
those  who  drown  in  the  places  where  it  is  10  feet  deep.  The  recom- 
mendations of  the  committee  offer  a  program  to  bridge  that  stream  by 
reducing  the  risks  of  needless  suffering  and  death,  and  of  costs  and 
dependency,  that  now  overwhelm  millions  of  individual  families  and 
sap  the  resources  of  the  Nation. 

I  recommend  the  report  of  the  interdepartmental  committee  for 
careful  study  by  the  Congress.  The  essence  of  the  program  recom- 
mended by  the  Committee  is  Federal-State  cooperation.  Federal 
legislation  necessarily  precedes,  for  it  indicates  the  assistance  which 
may  be  made  available  to  the  States  in  a  cooperative  program  for  the 
Nation's  health. 

Fkanklin  D.  Roosevelt. 

The  White  House, 

January  23,  1989. 
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January  12,  1939. 

The  President, 

The  White  House,  Washington,  D.  C. 

Dear  Mr.  President:  In  accordance  with  responsibilities  assigned 
to  the  Interdepartmental  Committee  to  Coordinate  Health  and 
Welfare  Activities,  I  have  the  honor  to  submit  the  accompanying 
report  and  recommendations  on  national  health. 

This  report  is  based  on  the  results  of  an  extensive  review  and  analysis 
of  data  on  health  and  opportunities  for  its  improvement  made  during 
the  past  2  years  by  our  Technical  Committee  on  Medical  Care,  which 
includes  members  of  the  staffs  of  the  Children's  Bureau,  the  Social 
Security  Board,  and  the  United  States  Public  Health  Service.  The 
report  and  recommendations  of  the  technical  committee  have  already 
been  transmitted  to  you,  and  at  your  suggestion  were  laid  before  a 
national  health  conference  in  Washington,  July  18-20,  1938.  At  those 
meetings  and  subsequently  the  interdepartmental  committee  has  had 
opportunities  to  confer  with  representatives  and  members  of  a  wide 
range  of  professional  groups,  farm  and  labor  groups,  employers,  welfare 
administrators,  and  the  general  public.  The  interdepartmental 
committee  believes  that  the  findings  and  proposals  of  the  technical 
report,  which  is  appended,  are  amply  corroborated  by  professional  and 
lay  experience  and  opinion.  Many  helpful  suggestions  proposed  by 
these  groups  have  been  carefully  considered  in  the  preparation  of  the 
report  of  the  interdepartmental  committee. 

The  interdepartmental  committee  has  at  its  disposal  a  wealth  of 
information  arising  from  the  activities  of  the  Federal  agencies  repre- 
sented in  its  membership  and  the  special  studies  of  our  technical  sub- 
committee. We  will  be  happy  to  place  further  information  at  your 
disposal  or  to  give  any  further  assistance  desired  by  you  or  by  the 
Congress. 

Respectfully  submitted. 

Josephine  Roche,  Chairman. 


REPORT  AND  RECOMMENDATIONS  ON  NATIONAL 
HEALTH  BY  THE  INDEPARTMENTAL  COMMITTEE  TO 
COORDINATE  HEALTH  AND  WELFARE  ACTIVITIES 

There  can  be  no  doubt  that  the  general  level  of  health  in  the  United 
States  is  higher  today  than  at  any  other  time  in  the  Nation's  history. 
The  steady  gain  throughout  the  past  half  century  in  the  average 
length  of  life  and  in  the  vigor  of  life  is  specific  evidence,  if  evidence 
were  needed,  of  the  knowledge  and  skill  of  our  scientists,  sanitary 
engineers,  medical  and  allied  practitioners,  and  of  our  health  and 
welfare  administrators.  At  the  same  time,  the  evidence  is  equally 
clear  that  not  all  of  the  American  people  have  shared  adequately  in 
this  progress.  There  are  large  areas  of  the  United  States  where 
existence  still  is  shadowed  darkly  by  disease  which  could  have  been 
prevented  or  can  be  cured.  In  all  parts  of  the  country,  moreover, 
in  the  rich  States  and  in  the  poor,  there  are  large  groups  of  persons 
for  whom  life  is  still  as  uncertain  and  as  brief  as  if  the  scientific  progress 
of  the  past  half  century  had  not  occurred. 
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In  approaching  the  task  assigned  to  it  in  August  1935,  it  has  been 
the  purpose  of  the  Interdepartmental  Committee  to  examine  specifi- 
cally the  relations  of  sickness  and  insecurity.  A  wealth  of  evidence 
now  available  shows  that,  in  good  times  and  in  bad,  sickness  remains 
the  most  constant  cause  of  poverty  and  dependency.  Except  in 
years  of  widespread  unemployment,  sickness  is  the  principal  cause  of 
insecurity.  At  all  times,  the  direct  and  indirect  costs  of  sickness 
weigh  heavily  on  the  national  economy. 

It  is  obviously  not  within  the  province  of  the  committee  to  recom- 
mend, or  even  to  consider,  methods  of  treating  disease.  A  clear 
distinction  must  be  made,  and  has  been  made  in  our  studies  and  de- 
liberations, between  the  methods  of  treating  sickness  and  the  pro- 
cedures to  be  used  to  ensure  that  in  all  parts  of  our  country  all  those 
who  need  the  protection  of  preventive  medicine,  the  care  of  skilled 
practitioners,  and  the  services  of  hospitals  and  other  medical  institu- 
tions have  access  to  the  best  that  the  health  and  medical  sciences 
can  offer.  Treatment  of  the  sick  person  must  always  be  an  individual 
matter  left  to  the  judgment  of  those  with  the  requisite  professional 
skills.  To  ensure  that  such  treatment  is  available  to  all  who  need 
it  is,  on  the  other  hand,  a  basic  public  concern. 

About  a  century  ago  the  United  States  recognized  that  public 
safety  and  public  economy,  as  well  as  the  ideals  of  a  democracy, 
demanded  that  the  opportunity  for  an  education  be  open  to  all. 
Today  we  are  at  the  point  of  recognizing  and  making  effective  an 
equal  opportunity  for  health  and  life. 

In  their  experience  as  administrators  in  various  Federal  departments 
and  agencies,  the  members  of  this  committee  have  had  an  oppor- 
tunity to  observe  the  relationship  of  public  health  to  the  well-being 
of  American  families  and  its  bearing  on  our  national  economy.  It  is 
the  conviction  of  the  committee,  derived  from  this  experience,  that 
at  the  present  time  there  is  no  greater  public  need,  from  the  standpoint 
of  individual  and  social  security,  than  a  comprehensive  program  to 
safeguard  and  improve  the  Nation's  health.  The  committee  believes, 
in  brief,  that  it  is  both  possible  and  necessary  to  embark  on  a  long- 
range  plan  to  put  science  to  work  so  that,  within  the  limits  of  present 
knowledge  and  potential  resources,  all  of  the  American  people  will 
have  the  greatest  possible  opportunity  to  live  out  their  lives  in  health 
and  vigor,  free  to  the  maximum  possible  degree  from  the  unhappiness 
and  the  economic  burdens  that  result  from  sickness,  disability,  and 
premature  death. 

THE  NEED  FOR  A  NATIONAL  HEALTH  PROGRAM 

As  a  foundation  for  its  studies,  the  committee  has  had  the  benefit 
of  a  mass  of  factual  data  gathered  by  Federal,  State,  and  local  health 
organizations  in  the  course  of  their  administrative  duties  and  of  special 
studies  made  by  these  and  other  groups.  The  task  of  reviewing, 
coordinating,  and  summarizing  this  material  was  delegated  to  our 
Technical  Committee  on  Medical  Care,  which  includes  members  of 
the  staffs  of  the  Children's  Bureau,  the  Social  Security  Board,  and  the 
United  States  Public  Health  Service.  The  findings  of  that  technical 
subcommittee  and  its  recommendations  have  already  been  incor- 
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porated  in  two  special  reports  transmitted  to  you  and,  at  your  sugges- 
tion, laid  before  the  National  Health  Conference  in  July  1938.1 

From  these  and  other  data,  it  is  clear  that  the  need  for  a  national 
health  program  may  be  measured  both  in  the  lack  of  essential  resources 
for  the  prevention  and  care  of  sickness  and  in  a  massive  and  unneces- 
sary burden  of  sickness,  death,  and  poverty.  The  nature  and  extent 
of  that  need  may  be  broadly  outlined  as  follows: 

Public-health  services  for  the  prevention  and  control  of  sickness  are 
largely  undeveloped  in  many  rural  areas  and  are  grossly  inadequate 
in  many  smaller  cities. 

Hospital  services  for  persons  with  low  incomes  are  insufficient  in 
many  cities;  at  the  same  time,  many  hospital  beds  in  private  or  semi- 
private  rooms  stand  empty  because  patients  are  unable  to  pay  the 
private  rates.  In  rural  areas,  general  hospitals  and  clinic  services 
are  grossly  insufficient  and  in  many  places  wholly  lacking.  Govern- 
ment hospitals  for  tuberculosis  and  mental  disease  are  generally  over- 
crowded and,  in  many  States,  inadequately  supported. 

Tuberculosis,  pneumonia,  cancer,  malaria,  mental  and  nervous 
disorders,  industrial  injuries,  and  occupational  diseases — these  and 
other  specific  ailments — are  far  more  prevalent  or  more  deadly  than 
they  need  to  be.  The  suffering  and  the  premature  deaths  which  they 
cause  can  be  greatly  reduced. 

Maternity,  infancy,  and  childhood  are  very  inadequately  protected, 
especially  in  rural  areas.  Between  one-half  and  two-thirds  of  the 
maternal  deaths,  nearly  one-half  of  the  stillbirths,  and  between  one- 
third  and  one-half  of  the  deaths  among  new-born  infants  are  pre- 
ventable. Here  is  an  opportunity  to  save  more  than  70,000  lives  a 
year. 

Preventable  sickness  and  death  among  children  are  still  much  too 
common.  Tens  of  thousands  die  unnecessarily  each  year.  Hundreds 
of  thousands  are  crippled  by  disease  or  accident.  Millions  are  left 
with  scars  which  handicap  them  for  their  future  lives.  Much  of  this 
is  a  needless  waste  of  young  life  and  a  blight  on  the  familes  of  the 
Nation. 

On  an  average  day  of  the  year,  about  5,000,000  persons  are  disabled 
by  sickness  to  such  an  extent  that  they  cannot  go  about  their  usual 
work  or  other  routine.  Of  these  5,000,000,  about  half  get  well,  sooner 
or  later,  and  resume  their  ordinary  life;  about  half  remain  permanently 
disabled.  Among  those  permanently  disabled,  nearly  2,000,000  are  less 
than  65  years  of  age. 

During  the  course  of  a  year,  sickness  and  disability  cost  the  Ameri- 
can people  nearly  2,000,000,000  days'  absence  from  work,  school,  or 
household  duties. 

Not  including  individuals  who  are  already  permanently  disabled 
workers  who  are  in  the  labor  market  lose  a  billion  dollars  or  more 
each  year  in  wages  unearned  because  of  sickness.  Industry  and  the 
Nation  as  a  whole  suffer  additional  losses. 

The  costs  of  medical  services  exceed  $3,000,000,000  a  year.  About 
four-fifths  of  this  amount  is  paid  directly  by  families.    On  the  aver- 

i  The  Need  for  a  National  Health  Program,  report  of  the  Technical  Committee  on  Medical  Care,  February 
14,  1938;  and  A  National  Health  Program,  report  of  the  Technical  Committee  on  Medical  Care,  submitted 
to  the  National  Health  Conference,  Washington,  D.  C,  July  18-20,  1938. 
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age,  families  spend  between  4  and  5  percent  of  their  incomes  for 
medical  care. 

Average  costs,  however,  are  misleading.  Sickness  costs  are  uneven 
and  unpredictable  for  the  individual  or  for  the  family.  Usually  they 
cannot  be  postponed  or  controlled.  What  matters  is  not  the  average 
year,  but  the  year  that  comes  sooner  or  later  to  almost  every  family, 
when  sickness  bills  are  burdensome  or  even  overwhelming — when 
they  use  up  savings,  require  heavy  sacrifices,  or  leave  debts  for  the 
future. 

Including  the  costs  of  medical  and  health  services,  the  loss  of  wages 
because  of  sickness  and  the  loss  of  potential  future  earning  power 
because  of  premature  death,  the  Nation's  bill  for  sickness  and  post- 
ponable  death  amounts  annually  to  about  $10,000,000,000. 

The  general  picture  presented  by  such  facts  as  these  is  the  more 
startling  when  the  effect  of  sickness  on  specific  groups  of  the  popula- 
tion is  examined.  Sickness  comes  oftener  and  lasts  longer,  and  death 
comes  earlier  to  the  homes  of  the  poor  than  of  the  well-to-do.  It  is  a 
plan  fact — and  a  shocking  fact — that  the  chance  for  health  and  even 
for  survival  is  far  less  among  low-income  groups  than  among  those 
who  are  in  moderate  or  comfortable  circumstances.  This  association 
of  sickness  and  poverty  bears  upon  the  whole  population  in  costs  of 
dependency. 

Wage  earners  in  families  whose  annual  incomes  are  less  than  $1,200 
suffer,  on  the  average,  more  than  twice  as  many  days  of  disability  a 
year  as  those  in  families  with  incomes  of  $3,000  or  more.  Children 
in  relief  families  lose  nearly  a  third  more  time  from  school  and  play 
because  of  illness  than  do  those  who  live  in  homes  where  the  income 
is  moderate  or  comfortable.  A  comprehensive  study  made  several 
years  ago  of  deaths  among  boys  and  men  of  working  age  showed  that 
the  general  death  rate  among  unskilled  workers  was  nearly  twice  that 
of  professional  men  or  proprietors,  managers,  and  officials.  Among 
the  poor  in  our  large  cities,  death  rates  are  as  high  today  as  were 
those  of  the  Nation  50  years  ago,  before  the  beginning  of  the  spec- 
tacular advance  of  public  health  and  medical  science. 

In  this  connection  it  is  of  moment  that,  despite  their  greater  and 
more  frequent  need  for  care,  low-income  families  receive  far  less  medi- 
cal service  than  is  purchased  by  the  well-to-do.  It  is  significant  also 
that,  in  spite  of  the  provisions  of  tax-supported  and  charitable  services 
and  the  generosity  of  medical  practitioners,  families  with  small 
incomes  now  spend  larger  percentages  of  their  incomes  for  medical 
care  than  do  those  who  are  in  moderate  or  comfortable  circumstances. 

It  is  of  little  value  to  argue  whether  sickness  and  premature  death 
are  more  the  cause  or  the  result  of  proverty.  In  some  instances  a 
clear  connection  can  be  traced  between  the  circumstances  in  which  an 
individual  fives  and  his  chances  of  ill  health  or  loss  of  life.  The  point 
can  be  readily  illustrated  by  inspecting  the  relationship  between  a 
man's  occupation  and  his  chances  of  living  a  normally  healthy  life. 
A  few  basic  facts  may  be  cited: 

A  study  of  sickness  reports  received  from  various  industries  indi- 
cates that  iron  and  steel  workers  had  consistently  higher  rates  for 
pneumonia  of  all  forms  than  occurred  among  employees  in  other 
industries.  For  the  period  1922  to  1928,  inclusive,  the  pneumonia  case 
rate  in  the  steel  industry  was  nearly  70  percent  above  the  rate  in  the 
reporting  public  utilities,  and  nearly  50  percent  higher  than  that  in 
all  other  reporting  industries  as  a  group. 
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It  is  estimated  that  about  1,000,000  persons  are  exposed  to  hazard- 
ous siliceous  dust  in  the  United  States.  It  is  further  estimated  that 
of  this  number  250,000  have  silicosis  in  some  stage.  It  is  well 
known  that  individuals  with  silicosis  are  abnormally  susceptible  to 
tuberculosis.  The  prevalence  of  the  disease  in  a  group  of  silicotics 
is  about  10  times  greater  than  among  the  general  population. 

A  large  and  important  group  of  organic  diseases,  especially  signifi- 
cant in  adult  life,  shows  strikingly  the  effects  of  industrial  exposure. 
The  death  rates  are  two  and  three  times  as  high  as  in  nonindustrial 
groups  during  the  active  working  years  of  life.  In  the  hazardous 
industries,  where  workers  are  exposed  to  harmful  dusts,  metals, 
gases,  vapors,  or  other  injurious  substances,  excessive  heat,  humidity, 
sudden  changes  of  temperature,  defective  lighting,  or  to  noise,  the 
effects  on  health  and  length  of  life  are  very  serious.  These  effects 
may  be  noted  in  reduced  efficiency,  in  long  periods  of  illness  and  dis- 
ability, and  especially  in  cases  of  heart  or  kidney  disease  which  strike 
men  and  women  down  prematurely. 

At  age  20,  the  expectation  of  life  of  men  engaged  in  industrial 
pursuits  is  42  years.  That  is,  they  may  expect  on  the  average  to  attain 
the  age  of  62.  On  the  other  hand  those  who  are  not  engaged  in 
industry  may  expect  an  additional  50  years  at  age  20.  There  is, 
therefore,  a  difference  of  about  8  years  in  the  average  expectation  of 
the  two  groups. 

Differences  in  the  sickness  or  death  rates  among  occupational 
groups  should  not  be  charged  altogether  to  the  specific  effects  of 
industry;  other  factors  associated  with  occupation  play  large  roles, 
such  as  economic  status,  race,  education,  and  so  on.  It  is  clear, 
nevertheless,  that  if  a  single  item  were  to  be  selected  among  the 
determining  factors  in  the  health  of  men  and  women,  occupation 
would  probably  lead  all  others.  These  considerations  are  fundamental 
in  our  reasoning  as  to  the  place  of  economic  factors  in  general  plans 
for  health  services;  industrial  hygiene  must  have  an  important  place 
in  any  list  of  specific  health  measures. 

What  matters  fundamentally  in  the  association  of  sickness  and  low 
income  is  that  the  vicious  circle  can  be  broken  by  well-tested  methods 
to  prevent  and  check  illness  and  so  to  prevent  the  poverty  it  brings. 
There  is  incontrovertible  evidence  that  the  level  of  health  has  been 
raised  for  whole  communities  by  the  application  of  simple,  accepted 
methods  to  provide  public-health  services  and  ensure  facilities  for 
medical  care.  Application  has  been  made  only  meagerly  and  unevenly 
of  the  widely  accepted  public-health  slogan:  "Public  health  is  pur- 
chasable. Within  natural  limitations,  any  community  can  determine 
its  own  death  rate." 

In  summary,  the  committee  finds  after  careful  review  of  the  evidence 
that  the  need  for  a  national  health  program  can  be  expressed  in  terms 
of  five  broad  categories: 

"1.  Services  to  prevent  sickness  are  grossly  insufficient  for  the 
nation  as  a  whole. 
"2.  Hospitals  and  other  organized  facilities  are  too  few,  too  small, 
or  wholly  lacking  in  many  communities,  particularly  in  rural  areas. 
The  financial  support  of  hospital  services  is  meager  and  uncertain, 
especially  the  support  of  services  for  patients  who  cannot  pay  for  the 
care  they  need. 

"  3.  One-third  of  the  population,  on  relief  or  in  the  low-income 
brackets,  receives  no  medical  service  or  inadequate  service. 
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4.  A  far  larger  part  of  the  Nation  suffers  from  the  economic  burdens 
created  by  illness.  The  largest  of  these  burdens  arise  from  the  vari- 
able costs  of  medical  services,  costs  which  can  be  budgeted  by  the 
large  group  as  a  whole  but  not  by  the  individual  family. 
*  5.  Wage  earners  and  their  families  need  protection  against  loss  of 
income  during  periods  of  temporary  or  permanent  disability. 
>x  The  needs  thus  briefly  summarized  are  large  and  urgent.  These 
continuing  deficiencies  deprive  the  Nation  of  much  of  its  potential 
.vigor  and  well-being.  These  needs  can  be  met  only  through  proper 
application  of  the  resources  of  the  Nation.  Neither  individuals, 
families,  voluntary  groups,  localities,  or  States,  alone  and  unaided, 
can  cope  with  the  problems.  An  adequate  program  must  be  national 
in  its  dimensions  if  it  would  come  to  grips  with  problems  which  are 
also  national  in  their  breadth  and  depth.  ** 

THE  SCOPE  OF  A  NATIONAL  HEALTH  PROGRAM 

A  program  to  deal  with  the  problems  which  have  been  outlined 
must  be  no  less  comprehensive  and  no  less  varied  than  the  circum- 
stances it  confronts.  The  interdepartmental  committee  recognizes 
that  it  may  not  be  deemed  wise  or  even  possible  to  attempt  to  meet 
at  once  all  of  the  present  and  urgent  needs.  The  committee  finds 
it  vital,  however,  that  the  broad  objectives  of  a  national  health  pro- 
gram be  recognized  and  denned  and  that  any  measures  which  may  be 
adopted  now  or  later  should  be  such  as  to  further  those  objectives 
and  to  constitute  part  of  an  interrelated  whole.  The  committee 
believes,  further,  that  there  are  certain  elements  which  must  be  con- 
sidered in  evaluating  any  specific  proposals  leading  toward  a  national 
health  program. 

Objectives. — The  objective  of  a  national  health  program,  the  com- 
mittee finds,  can  be  nothing  less  broad  than  the  assurance  that  all 
areas  of  the  country  and  all  members  of  the  population  shall  have  the 
protection  of  adequate  public-health  services  and  an  opportunity  to 
avail  themselves,  in  accordance  with  their  medical  needs,  of  adequate 
care  in  sickness.  It  is  a  subordinate  but  nevertheless  essential  aspect 
of  such  a  program  that  provision  should  be  made  to  compensate  workers 
for  periods  of  disability,  temporary  or  permanent,  during  which  they  are 
unable  to  earn. 

Available  resources. — In  efforts  to  attain  these  broad  objectives, 
certain  considerations  are  basic  to  any  sound  and  economical  plan. 
It  goes  without  saying  that  a  national  program  must  build  upon, 
and  utilize  fully,  all  present  resources  effective  in  meeting  the  needs 
of  sickness.  Both  needs  and  resources  vary  widely  in  different  areas 
of  the  United  States.  So  also  do  present  or  potential  expenditures 
from  public  or  private  funds  for  health  services  and  medical  care  and 
for  the  alleviation  of  the  dependency  caused  by  sickness.  Any  further 
step,  moreover,  must  recognize  fully  and  must  meet,  insofar  as  is 
compatible  with  continuing  progress,  the  differing  customs  and 
habits  of  communities  in  their  health  practices. 

Federal  aid  for  State  programs. — As  a  consequence  of  this  wide 
range  of  social  organization  and  economic  resources  among  the  several 
States,  the  committee  finds  that  a  national  health  program  should 
be  built,  insofar  as  the  provision  of  public  health  and  medical  services 
is  concerned,  upon  a  partnership  in  which  the  States  take  the  initiative 


HEALTH  SECURITY 


9 


and  assume  the  basic  responsibility,  and  the  Federal  Government 
cooperates  through  grants-in-aid  for  State  programs  which  meet  cer- 
tain basic  conditions  requisite  for  Federal  approval.  It  is  believed 
further  that  Federal  grants  to  the  States  should  be  determined  by 
some  formula  of  variable-matching  grants  which  permits  recognition 
of  the  varying  needs  of  the  States  and  of  the  unequal  resources  actu- 
ally or  potentially  available  to  meet  these  needs.  The  committee 
is  of  the  opinion  that  the  principle  of  Federal-State  cooperation,  which 
has  proved  so  effective  in  the  various  health  and  welfare  programs  of 
the  present  Social  Security  Act,  permits  the  flexibility  essential  to- 
services  as  important  and  intimate  as  those  for  health,  and  that,  at 
the  same  time,  it  offers  protection  to  those  of  the  American  people, 
especially  those  in  rural  areas,  whose  communities  have  only  limited 
means.  The  committee  believes  that  the  function  of  the  Federal 
Government  in  this  field  is  primarily  to  give  technical  and  financial 
aid  to  the  States.  Advancement  of  opportunities  for  health  among 
the  States,  through  variable  Federal  grants-in-aid,  should  be  supple- 
mented by  advancement  of  opportunities  within  the  States  through 
corresponding  intrastate  measures. 

Hospitals,  clinics,  and  other  institutions. — As  a  consequence  of  the 
diversity  of  needs  and  resources  among  communities  and  States,  there 
are  many  areas  in  which  the  basic  institutional  facilities  for  the  care 
of  the  sick  are  inadequate  or  lacking.  Hospitals  and  laboratories  are 
the  workshops  of  the  medical  profession.  The  committee  finds  that 
such  facilities  for  modern  medical  practice  must  be  available  through- 
out the  United  States  to  enable  our  practitioners  to  give  the  level  of 
care  for  which  they  are  trained  and  ready. 

Prevention. — In  considering  the  services  to  be  comprised  in  a  na- 
tional health  program,  it  is  believed  that  the  prevention  of  sickness 
is  basic.  That  fact  is  recognized  in  present  provisions  of  the  Social 
Security  Act,  but  the  means  to  apply  preventive  methods  through 
public-health  services  are  still  far  from  adequate.  Prevention  of 
suffering  and  distress  requires  special  attention  to  the  needs  of  mothers, 
infants,  and  children.  In  the  early  years  of  life  the  foundation  must 
be  laid  for  future  capacity  to  play  one's  part  in  the  life  of  the  family, 
the  community,  and  the  Nation.  The  committee  therefore  finds  that 
an  effective  and  economical  program  of  national  health  must  give  ex- 
plicit and  generous  recognition  to  the  provision  of  adequate  services  for 
public  health,  including  the  prevention  and  control  of  disease  and  re- 
search in  the  cause  and  cure  of  disease,  with  special  recognition  of  the 
needs  of  maternity,  infancy,  and  childhood. 

The  history  of  health  services  in  the  United  States  shows  clearly, 
however,  that  no  rigid  lines  can  be  drawn  between  the  services  re- 
quired for  the  prevention  of  disease  and  those  essential  for  the  care  of 
the  sick.  Prevention  of  a  lifetime  of  invalidity  may  hinge  upon  ready 
access  to  facilities  for  diagnosis  and  services  for  prompt  and  adequate 
care.  Public  provisions  to  isolate  and  care  for  persons  sick  with  com- 
municable or  mental  disease  are  older  than  the  Nation.  Progress  in 
the  control  of  tuberculosis,  one  of  the  most  spectacular  achievements 
of  our  generation  in  mitigating  suffering  and  preventing  orphanage 
and  dependency,  has  been  effected  not  only  by  the  well-tried  preven- 
tive methods  but  also  by  means  of  detecting  the  disease  in  its  first 
insidious  inroads  and  making  medical,  nursing,  and  hospital  service 
available  to  protect  the  patient,  his  family,  and  his  community. 

H.  Doc.  120,  76-1-  2 
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Research. — An  essential  of  any  preventive  program  is  the  provision 
of  adequate  funds  for  research  into  the  cause  and  cure  of  disease. 
Research  must  be  recognized  as  an  instrument  of  continued  progress. 
There  are  large  and  serious  groups  of  diseases — notable  among  them 
costly  chronic  diseases  such  as  cancer,  mental  disease,  heart  and  kid- 
ney diseases  and  arthritis — for  which  we  must  look  to  further  scien- 
tific knowledge  to  save  hundreds  of  thousands  of  lives  and  millions  of 
dollars.  These  diseases  most  commonly  strike  in  adult  life.  Their 
importance  grows  as  our  population  ages.  Any  development  in  the 
extent  of  health  and  medical  services  must  be  paralleled  by  concomi- 
tant studies  to  evolve  more  effective  and  economical  methods  of  achiev- 
ing the  objectives  of  prevention  and  cure.  Present  provisions  for  the 
investigation  of  disease  and  study  of  administrative  methods  in  the 
field  of  health  are  wastefully  inadequate. 

Provision  of  medical  care. — The  committee  finds  that  the  objective 
of  a  national  health  program,  and  in  particular  the  objective  of  pre- 
venting needless  sickness,  death,  and  dependency ,  requires  that  services 
for  adequate  care  in  sickness  be  made  available,  by  one  method  and 
another,  to  all  who  are  in  need  of  care.  It  is  incompatible  with  the 
ideals  of  a  democracy  and  with  the  requirements  of  economical 
government  and  national  safety  that  access  to  services  required  to 
maintain  health,  self-support,  perhaps  even  life,  should  be  seriously 
limited,  as  at  present,  by  the  inability  to  pay  for  them.  The  barrier 
of  costs,  which  creates  a  wall  between  persons  in  need  of  care  and  the 
professions  which  stand  able  and  ready  to  serve  them,  must  be  broken 
down. 

Services  for  needy  and  low-income  groups. — In  considering  the  popu- 
lation to  be  served,  three  groups  may  be  distinguished.  There  are, 
first,  those  who  are  now  dependent  upon  public  funds  for  the  means  of 
subsistence — some  twenty  million  persons,  about  one-sixth  of  the 
Nation.  There  already  is  recognition  in  State  legislation  that  medical 
service  is  no  less  essential  than  food  and  shelter.  Many  recipients  of 
relief  cannot  hope  to  attain  self-support  until  they  achieve  higher 
levels  of  health  and  vigor.  As  one  of  many  examples  of  a  situation 
that  spells  public  waste  and  private  tragedy,  it  may  be  pointed  out 
that  the  prevalence  of  tuberculosis  in  a  large  sample  of  the  relief 
population  has  been  found  to  be  6  times  that  among  families  with 
annual  incomes  of  $3,000  or  more;  in  certain  regions,  the  incidence  of 
tuberculosis  in  the  relief  population  is  10  times  that  found  among 
families  in  comfortable  circumstances. 

Just  above  the  economic  level  of  families  on  relief  is  another  group, 
comprising  also  about  20,000,000  persons,  among  whom  family  income 
barely  suffices  for  survival.  In  this  group,  as  among  those  on  relief, 
sickness  and  disability  are  far  more  prevalent  than  among  families 
who  are  in  moderate  or  comfortable  circumstances.  The  means  to 
pay  for  medical  care,  other  than  the  simplest  and  most  inexpensive, 
obviously  are  lacking.  In  such  families,  who  maintain  at  best  a 
precarious  hold  on  self-support  and  independence,  a  single  severe  ill- 
ness almost  inevitably  means  economic  catastrophe. 

The  committee  is  of  the  opinion  that  consideration  of  a  national 
health  program  must  include  provision  of  public  funds  to  meet  the 
costs  of  medical  care  for  that  third  of  our  people  who  are  dependent 
or  have  incomes  which  provide  for  little  more  than  bare  subsistence. 

Medical  costs  among  self-supporting  groups. — -For  the  upper  two- 
thirds  of  the  population,  the  average  present  costs  of  medical  care 
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would  be  within  the  reach  of  individual  family  incomes.  If  certain 
wasteful  and  nonproductive  expenditures  were  eliminated,  adequate 
medical  services  could  be  provided  to  large  groups  of  families  for  about 
the  aggregate  amount  that  families  now  spend  privately.  This 
amounts  to  some  4  to  5  percent  of  aggregate  family  income.  Yet 
in  any  given  year  hundreds  of  thousands  of  households  run  into  eco- 
nomic disaster  because  of  sickness  even  when  family  income  is  moder- 
ate or  ample.  Among  all  but  the  fortunate  few  with  very  large  means, 
sickness  costs  are  a  constant  specter. 

Except  by  chance,  families  do  not  incur  the  average  costs.  Some 
go  through  a  year  luckily,  with  no  medical  bills  and  no  loss  of  earnings 
from  sickness  and  disability.  Some  are  faced  with  costs  or  losses  they 
can  meet  out  of  income  or  savings.  But  each  year  there  are  many — 
and  no  one  can  predict  who  those  will  be — -for  whom  these  costs  and 
losses  are  disastrous.  For  the  population  as  a  whole  and  for  large 
groups  within  the  population,  the  costs  of  medical  care  and  the  income 
losses  from  disability  can  be  predicted  with  a  substantial  degree  of 
accuracy.  For  the  individual  family  these  costs  and  losses  are  almost 
wholly  unpredictable  and  almost  wholly  uncontrollable.  In  this,  they 
are  unlike  any  other  basic  items  that  ordinarily  appear  in  family 
budgets. 

The  committee  finds  that  no  consideration  of  the  Nation's  health 
will  be  well  grounded  which  fails  to  recognize  the  nature  of  this  indi- 
vidually, unpredictable  and  uneven  risk  of  sickness,  or  fails  to  extend 
the  present  limited  application  of  risk-sharing  devices. 

The  consequences  of  the  risk  of  sickness  may  be  stated  in  economic 
terms;  that  is,  in  the  costs  and  losses  suffered  by  individual  families 
and  the  consequently  precarious  support  of  medical  practitioners  and 
hospital  services.  The  risk,  however,  is  even  more  serious  in  that  it 
affects  both  the  quantity  and  the  quality  of  the  medical  service  to 
which  most  of  the  population  has  access.  Too  often  both  the  patient's 
chances  and  the  doctor's  efforts  are  impeded  by  the  fact  that  medical 
service  is  not  called  for  promptly,  or  that  the  doctor  is  not  able  to 
bring  into  play  all  the  skills  of  his  profession  because  he  knows  that 
the  costs  will  be  prohibitive  for  his  patient.  As  a  consequence  of  this 
situation  we  have  the  anomaly  of  professions  whose  services  are  not 
fully  used  and  whose  recompense  is  often  precarious,  and  of  hospitals 
with  empty  beds,  while  at  the  same  time  many  individuals  in  the 
population — many  of  them  with  incomes  adequate  for  their  other 
requirements — are  without  access  to  needed  services  which  modern 
medical  science  can  offer.  We  have  patients  without  doctors  and 
doctors  without  patients. 

The  committee  is  convinced  that  private  and  public  burdens  can  be 
lightened  and  that  greater  freedom  can  be  afforded  the  professions  and 
institutions  concerned  with  the  care  of  the  sick  to  give  the  services  to 
which  they  are  dedicated.  The  committee  believes  that  progress  on 
this  economic  front  in  the  health  field  depends  for  the  most  part  on  a 
more  effective  and  more  economical  use  of  the  money  now  spent  and 
of  the  services  now  available.  The  method  of  achieving  that  use  is  to 
apply  to  the  costs  and  losses  of  sickness  the  devices  that  long  have 
proved  effective  in  meeting  risks  that  are  measurable  and  tolerable  for 
a  population,  but  unpredictable  and  unbearable  for  the  individuals 
who  compose  it — that  is,  to  spread  the  costs  over  groups  of  people  and 
over  periods  of  time. 
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Tax  support  and  social  insurance. — There  are  two  ways  of  spreading 
a  risk  which  is  so  extensive  and  so  serious  as  to  affect  the  well-being 
and  safety  of  a  people.  One  is  by  the  use  of  general  or  special  tax 
funds;  the  other  by  contributions  under  a  system  of  social  insurance. 
Both  of  these  methods  are  in  effective  use  in  the  provisions  on  which 
reliance  now  is  placed  for  the  social  security  of  the  Nation.  The 
committee  believes  that  present  experience  and  present  need  point 
to  the  wisdom  of  extending  that  use  more  widely  and  more  fully  for  a 
coordinated  attack  on  the  insecurity  that  arises  from  sickness.  It 
believes  that  in  such  extension  both  of  these  principles  can  and  should 
be  used. 

MAINTENANCE    AND    ADVANCEMENT    OF    QUALITY    OF    MEDICAL  CARE 

The  interdepartmental  committee  and  its  Technical  Committee  on 
Medical  Care  have,  from  the  beginning,  been  profoundly  concerned 
with  the  need  to  maintain  high  quality  in  health  and  medical  services 
which  may  be  provided  through  new  programs.  They  have  been 
equally  concerned  with  the  need  to  encourage  the  development  of  new 
and  stronger  incentives  for  continuous  improvement  in  the  quality 
of  service.  The  subject  of  qualitative  standards  has  been  explored  at 
length  in  numerous  meetings  with  representatives  of  many  profes- 
sional groups,  and  many  proposals  of  value  have  been  developed. 

Discussions  with  committees  of  physicians,  hospital  representatives, 
public-health  officials,  dentists,  nurses,  and  welfare  workers  have  all 
brought  out  the  high  importance  of  quality  of  service  and  the  essential 
interest  of  these  professional  bodies  in  the  maintenance  and  improve- 
ment of  quality.  The  committee  recognizes  that  the  technical  quality 
in  the  performance  of  a  professional  service  must  be  considered  in 
association  with  the  sufficiency  of  the  service  in  amount  and  scope 
necessary  to  meet  the  needs  of  a  population.  Quality,  scope,  and 
amount  of  service  taken  together  make  up  the  inclusive  concept  of 
adequacy. 

The  committee's  discussions  with  these  professional  bodies  and  its 
own  deliberations  lead  to  the  f oUowing  comments  on  the  maintenance 
and  improvement  of  quality  of  care. 

First  should  be  mentioned  the  education  of  physicians  and  other 
professional  persons.  The  advance  in  standards  of  undergraduate 
medical  education  has  been  one  of  the  notable  contributions  of  Ameri- 
can medicine,  aided  by  generous  public  and  private  gifts  during  the 
present  generation.  Present  standards  must  be  maintained  and  im- 
proved, with  due  regard  for  the  number  of  physicians  needed  in  various 
parts  of  the  country.  While  much  activity  is  under  way  to  promote 
postgraduate  medical  education,  that  field  is  regarded  by  the  profes- 
sional bodies  as  in  a  less  satisfactory  state  and  as  presenting  the  great- 
est educational  need  at  the  present  time. 

Research  and  its  encouragement  through  generous  public  and  private 
aid  underlie  the  advancement  of  medical  science  and  the  quality  and 
flexibility  of  professional  education. 

Significant  among  the  contributions  to  the  maintenance  and 
advancement  of  medical  service  has  been  he  advancement  in  our 
hospitals  and  clinics  in  the  organization  of  their  professional  staffs. 
Quality  in  service  is  greatly  promoted  by  the  professional  association 
of  physicians  with  one  another  in  cooperative  work  on  hospital  and 
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clinic  staffs;  by  the  systematically  organized  mutual  criticism  in 
which  general  practitioners  and  specialists  share  as  such  staff  mem- 
bers; and  through  the  opportunities  which  well-organized  hospitals 
and  clinics  afford  physicians  to  utilize  economically  much  expensive 
equipment  and  the  aid  of  technical  personnel.  The  professional 
societies  of  physicians  and  hospitals  have  been  largely  responsible 
for  these  advances.  Great  forward  steps  have  been  thus  taken  toward 
the  organized  maintenance  and  improvement  of  the  quality  of  pro- 
fessional care  and  the  opportunities  of  physicians  who  are  associated 
with  hospitals  and  clinics  to  obtain  these  advantages.  It  is  to  be 
noted,  however,  that  a  considerable  proportion  of  physicians  do  not 
at  present  have  access  to  these  advantages. 

Systematic  supervision  of  the  work  of  professional  men  and  women 
is  recognized  as  one  of  the  essential  requirements  for  the  maintenance 
and  improvement  of  quality;  the  staff  organizations  of  hospitals  and 
clinics  constitute  one  measure  through  which  such  supervision  is 
organized  within  a  professional  group  itself,  under  the  auspices  of  a 
governing  body  usually  representing  the  general  community  interests, 
whether  governmental  or  nongovernmental.  In  professional  services 
outside  hospitals,  clinics,  and  public-health  agencies,  professional 
supervision  is  exercised  to  a  certain  extent  through  professional 
societies.  lit  also  appears  in  the  organized  plans  of  medical  care  which, 
especially  in  recent  years,  have  been  extending  services  in  the  homes 
of  the  sick,  chiefly  under  local  governmental  auspices.  Whereas  in  the 
hospital  and  clinic  field  there  is  a  generation  of  growing  and  tested 
experience  in  methods  of  maintaining  quality  through  professional 
organisation  and  supervision  under  community  auspices,  in  home 
services  the  experience  appears  to  be  neither  ample  nor  satisfactory. 
Our  conferences  have  brought  out  the  increased  recent  attention  given 
to  this  matter  and  the  pending  formulation  of  professionally  acceptable 
standards. 

There  are  also  economic  considerations  which  affect  the  quality  of 
service:  Adequate  compensation  for  physicians  and  other  professional 
persons  who  furnish  medical  care  in  institutions  or  elsewhere;  the 
establishment  of  high  standards  governing  the  qualifications,  appoint- 
ment, and  tenure  of  office  of  salaried  physicians  and  others;  and  the 
assurance  of  adequate  income  to  nonsalaried  practitioners. 

Attention  has  often  been  directed  to  the  importance  of  a  personal 
relationship  between  the  physician  and  patient  as  a  stimulus  toward 
quality,  and  likewise  to  the  right  of  the  patient  to  select  a  physician 
in  whom  he  has  confidence.  Our  studies  and  conferences  have 
impressed  upon  us  that  the  personal  relation  required  between  phy- 
sician and  patient  is  much  more  varied  today  than  formerly,  owing  to 
the  greater  specialization  of  medicine  and  the  varying  requirements  of 
different  specialities.  Urban  life  and  greater  mobility  of  population 
have  combined  with  specialization  to  render  the  maintenance  of 
personal  relationship  much  more  difficult  than  formerly,  and  also  to 
render  the  choice  by  the  patient  among  physicians  and  other  medical 
resources  much  more  complex  and  difficult  than  was  the  case  when 
medical  services  were  fewer  in  variety  and  simpler. 

The  committee  wishes  to  emphasize  that  all  its  studies  and  delibera- 
tions indicate  clearly  that  its  recommendations  can  be  carried  out 
not  only  without  sacrifice  in  quality,  but — more  particularly — with 
the  concurrent  development  of  new  opportunities  and  methods  to 
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strengthen  existing  safeguards  and  to  advance  the  quality  of  medical 
care.  The  committee  has  already  received  assurances  of  utmost 
cooperation  from  the  professional  groups  toward  the  attainment  of 
these  goals. 

THE  NATIONAL  HEALTH  CONFERENCE 

We  have  already  referred  to  the  fact  that  the  studies  and  recom- 
mendations of  our  technical  subcommittee  were  submitted,  at  the 
suggestion  of  the  President,  to  the  National  Health  Conference,  held 
in  Washington,  D.  C,  July  18-20,  1938.  That  conference  included 
members  of  the  professions  concerned  with  public  health  and  medical 
care,  representatives  of  farm  and  labor  groups  and  of  employers, 
administrators  of  public  welfare,  educators,  and  members  of  the 
general  public.  The  conference  considered  carefully  the  technical 
reports  laid  before  its  members.  There  was  no  significant  disagree- 
ment as  to  the  facts  or  as  to  their  demonstration  of  broad  and  urgent 
unmet  needs. 

The  members  of  the  conference  were  not  asked  to  take  action  on 
our  subcommittee's  recommendations,  which  were  put  forward  only 
for  discussion. 

Since  that  conference,  and  largely  growing  out  of  the  intense  public 
interest  displayed  in  the  work  of  the  conference,  the  interdepart- 
mental committee  has  received  a  large  volume  of  formal  communica- 
tions and  informal  correspondence  concerning  these  proposals.  All 
these  expressions  of  opinion  have  been  weighed  carefully  in  the 
formulation  of  the  recommendations  submitted  in  this  report.  The 
committee  finds  that  its  view  of  the  need  for  a  national  health  program 
and  its  statements  of  the  objectives  to  be  attained  by  such  a  program 
are  substantiated  by  the  direct  experience  of  a  very  wide  representa- 
tion of  the  American  people,  including  those  to  be  benefited  as  patients, 
those  concerned  as  employers  or  public  servants,  and  those  whose 
daily  work  is  the  prevention  of  sickness  or  the  care  of  the  sick. 

RECOMMENDATIONS 

"  In  line  with  its  review  of  the  facts  and  with  the  considerations  out- 
lined in  the  preceding  paragraphs,  the  committee  submits  four  specific 
recommendations.'-.  (These  recommendations  envisage  a  program  de- 
veloped over  a  period  of  time.  It  is  believed  that  the  method  of 
Federal-State  cooperation,  in  which  the  program  is  grounded,  will  be 
surer  and  more  effective,  though  necessarily  less  rapid,  than  any 
effort  to  provide  a  less  flexible  approach  to  the  problem.  These  rec- 
ommendations envisage  also  the  eventual  provision  of  considerable 
sums  of  money.  It  should  be  pointed  out  that,  in  large  part,  such 
amounts  represent  a  redirection  of  existing  expenditures  for  more 
effective,  humane,  and  equitable  use;  it  may  be  anticipated  further, 
that  additional  costs  will  be  offset  to  a  considerable  extent  by  pre- 
vention of  present  burdens  of  dependency!} 

(The  committee  wishes  to  emphasize  its  intent,  in  formulating  these 
recommendations,  to  present  a  plan  which  provides  the  protection 
and  support  of  a  national  approach  but  leaves  wide  latitude  for  State 
initiative  and  freedom  for  State  choice  of  the  appropriate  methods  of 
meeting  a  common  objective.  While  it  is  believed  that  such  methods 
should  vary,  and  that  there  should  be  variance  in  the  dates  at  which 
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they  are  made  effective,  the  committee  is  of  the  opinion  that  no  ob- 
jective less  wide  than  that  which  has  been  stated  will  serve  to  marshal 
the  resources  now  available  or  in  need  of  development  to  promote  the 
health  of  the  Nation) 

£T he  committee's  specific  recommendations  may  be  stated  briefly  as 
follows?) 

MA.  The  committee  recommends  the  expansion  and  strengthening  of 
existing  Federal-State  cooperative  health  programs  under  the  Social  Secu- 
rity Act  through  more  nearly  adequate  grants-in-aid  to  the  States  and, 
through  the  States,  to  the  localities.  '' 

General  pvblic-health  services. — -Fundamental  to  an  expanding  pro- 
gram of  preventive  services  is  the  strengthening  and  extension  of  organ- 
ized public-health  services  in  the  States  and  in  local  communities.  In 
addition  to  the  strengthening  of  public-health  administrative  services 
and  organizations  generally,  the  expanded  program  should  be  directed 
specifically  toward  the  eradication  of  tuberculosis,  venereal  diseases, 
and  malaria;  the  control  of  mortality  from  pneumonia  and  from  cancer; 
the  development  of  more  effective  programs  for  mental  hygiene  and 
industrial  hygiene,  and  related  purposes.  In  addition,  the  program 
should  include  special  provisions  for  the  training  of  skilled  personnel 
and  for  studies  and  investigations  designed  to  advance  knowledge  and 
skill  useful  in  carrying  out  the  purpose  of  the  program. 

2.  Maternal  and  child-health  services. — Included  in  this  part  of  the 
recommended  program  are  provisions  for  medical  and  nursing  care  of 
mothers  and  their  newborn  infants;  medical  care  of  children;  services 
for  crippled  children;  consultation  services  of  specialists;  more  ade- 
quate provisions  for  the  postgraduate  training  of  professional  personnel ; 
and  for  studies  and  investigations  of  conditions  affecting  the  health  of 
mothers  and  children.  The  objective  sought  in  this  phase  of  the  com- 
mittee's recommendation  is  to  make  available  to  mothers  and  children 
of  all  income  groups  and  in  all  parts  of  the  United  States  the  services 
essential  for  the  reduction  of  our  needlessly  high  maternal  mortality 
rates  and  death  rates  among  newborn  infants,  and  for  the  prevention 
in  childhood  of  diseases  and  conditions  leading  to  serious  disabilities 
in  later  year§3 

H  B.  The  committee  recommends  grants-in-aid  to  the  States  for  the  con- 
struction, enlargement,  and  modernization  of  hospitals  and  related  facili- 
ties where  these  are  nonexistent  or  inadequate  but  are  needed,  including 
the  construction  of  health  and  diagnostic  centers  in  areas,  especially  rural 
or  sparcely  populated,  inaccessible  to  hospitals.  The  committee  also 
recommends  grants  toward  operating  costs  during  the  first  years  of  such 
newly  developed  institutions  to  assist  the  States  and  localities  in  taking 
over  responsibilities.  'f 

£pur  technical  subcommittee  finds  hospital  accommodations  and 
hospital  and  clinic  services  throughout  the  country  not  altogether 
well  adapted  to  the  varying  needs  of  people  living  under  different 
social,  economic,  and  geographical  circumstances.  A  long-range  pro- 
gram is  urgently  needed  to  meet  accumulated  deficiencies,  with  special 
reference  to  the  needs  of  rural  areas  and  of  low-income  groups  and  to 
bring  about  such  expansion  of  facilities  as  is  necessary  if  preventive 
ancLcurative  services  are  to  approach  adequacy  for  the  Nation} 

(V£e  need  scarcely  emphasize  that  hospital  and  related  facilities 
should  be  built  only  after  careful  examination  has  shown  the  need  in 
particular  communities  or  areas,  taking  account  of  all  available  facili- 
ties useful  for  the  service  of  the  localities) 
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1  C.  The  committee  recommends  that  the  Federal  Government  provide 
grants-in-aid  to  the  States  to  assist  them  in  developing  programs  of 
medical  care. 

*'A  State  program  of  medical  care  should  take  account  of  the  needs 
of  all  persons  for  whom  medical  services  are  now  inadequate.  Atten- 
tion has  often  been  focused  on  those  for  whom  local,  State,  or  Federal 
Governments,  jointly  or  singly,  have  already  accepted  some  degree  of 
responsibility  through  the  public-assistance  provisions  of  the  Social 
Security  Act  and  through  work  relief  or  general  relief,  and  upon  those 
who,  though  able  to  purchase  food,  shelter,  and  clothing,  are  unable 
to  pay  for  necessary  medical  care.  The  committee's  studies  show, 
however,  that  attention  should  more  properly  be  focused  on  the  needs 
of  the  entire  population  or,  at  least,  on  the  needs  of  all  low-income 
groups.  Medical  services  are  now  inadequate  among  self-supporting 
people  with  small  incomes  as  well  as  among  needy  and  medically 
needy  persons. 

i*The  committee  believes  that  choice  of  the  groups  to  be  served,  the 
scope  of  the  services  furnished,  and  the  methods  used  to  finance  the 
program  should  be  made  by  the  States,  subject  to  conformity  of 
State  plans  with  standards  necessary  to  insure  effective  use  of  the 
Federal  grants-in-aid. 

,xTo  finance  the  program,  two  sources  of  funds  could  be  drawn  upon 
by  the  States:  (a)  General  taxation  or  special  tax  assessments,  and 
(6)  specific  insurance  contributions  from  the  potential  beneficiaries  of 
an  insurance  system.  The  committee  recommends  grants-in-aid  to 
States  which  develop  programs  using  either  method,  or  a  combination 
of  the  two,  to  implement  programs  of  medical  care.  " 


^The  committee  believes  it  is  of  fundamental  importance  that  a 
medical-care  program  developed  by  a  State  should  be  a  unified  pro- 
gram  applicable  to  all  groups  to  be  served.  It  would  be  unsound  to 
have  one  system  of  medical  care  for  a  relief  population  and  another 
for  self-supporting  groups.  A  unified  program  might  be  developed 
through  tax  support  for  public  medical  services  for  aU  included 
groups;  or  through  an  insurance  system  financed  by  contributions, 
including  contributions  from  public  funds  on  behalf  of  persons  in 
need;  or  through  other  arrangementsT] 

,(  D.  The  committee  recommends  the  development  of  social  insurance  to 
insure  partial  replacement  of  wages  during  temporary  or  permanent 
disability. 

"The  committee  believes  that  insurance  against  temporary  disability 
should  be  established  through  Federal-State  cooperative  arrange- 
ments. Advantage  may  be  taken,  in  the  design  of  a  specific  program, 
of  experience  already  accumulated  in  the  operation  of  unemployment 
compensation.  An  insurance  system  against  temporary  disability 
could  furnish  substantial  benefits  at  a  cost  very  considerably  less 
than  that  involved  in  unemployment  compensation.  Some  specific 
characteristics  of  temporary  disability  insurance  and  alternative 
methods  of  financing  it  have  been  studied  by  the  Social  Security 
Board. 

"  The  committee  believes  that  insurance  against  permanent  disability 
should  be  established  through  liberalization  of  the  Federal  old-age 
insurance  system,  so  that  benefits  become  payable  at  any  time  prior 
to  age  65  to  qualified  workers  who  become  permanently  and  totally 
disabled  ,  cChe  costs  could  be  met  for  many  years  to  come  from  taxes 


HEALTH  SECURITY 


17 


now  levied  for  old-age  insurance.  Additional  costs  of  modest  size 
would  have  to  be  met  10,  20,  or  more  years  later?) 

The  committee  believes  it  essential  that  in  measures  to  effect  any 
of  these  recommendations  provision  be  made  for  concurrent  study  and 
evaluation,  to  insure  the  progressive  development  of  health  and  med- 
ical services  and  the  prompt  application  of  new  knowledge  and  skill 
for  the  benefit  of  all  our  people. 


A   NATIONAL   HEALTH    PROGRAM:    REPORT   OF  THE 
TECHNICAL  COMMITTEE  ON  MEDICAL  CARE  1 

A  Summary 

The  study  of  health  and  medical  services  in  the  United  States  made 
by  the  Technical  Committee  on  Medical  Care  indicates  that  defi- 
ciencies in  the  present  health  services  fall  into  four  broad  categories. 

1.  Preventive  health  services  for  the  Nation  as  a  whole  are  grossly 
insufficient. 

2.  Hospital  and  other  institutional  facilities  are  inadequate  in  many 
communities,  especially  in  rural  areas,  and  financial  support  for  hos- 
pital care  and  for  professional  services  in  hospitals  is  both  insufficient 
and  precarious,  especially  for  services  to  people  who  cannot  pay  the 
costs  of  the  care  they  need. 

3.  One-third  of  the  population,  including  persons  with  or  without 
income  is  receiving  inadequate  or  no  medical  service. 

4.  An  even  larger  fraction  of  the  population  suffers  from  economic 
burdens  created  by  illness. 

The  Committee  submits  a  program  of  five  recommendations  for 
meeting  with  reasonable  adequacy  existing  deficiencies  in  the  Nation's 
health  services.  Estimates  of  the  total  additional  annual  costs  to 
Federal,  State,  and  local  governments  of  Recommendations  I,  Ii,  and 
III  are  also  submitted.  The  Committee  does  not  suggest  that  it  is 
practicable  to  put  into  effect  immediately  the  maximum  recom- 
mendations. It  contemplates  a  gradual  expansion  along  well-planned 
lines  with  a  view  to  achieving  operation  on  a  full  scale  within  10  years. 
Except  insofar  as  they  overlap  and  include  portions  of  the  first  three 
recommendations,  Recommendations  IV  and  V  involve  chiefly  a  re- 
vision of  present  methods  of  making  certain  expenditures,  rather  than 
an  increase  in  these  expenditures. 

RECOMMENDATION  I:    EXPANSION  OF  PUBLIC  HEALTH  AND  MATERNAL 
AND   CHILD  HEALTH  SERVICES 

The  Committee  recommends  the  expansion  of  existing  cooperative 
programs  under  title  VI  (Public  Health  Work)  and  title  V  (Maternal 
and  Child  Welfare)  of  the  Social  Security  Act. 

A.   EXPANSION  OF  GENERAL  PUBLIC-HEALTH  SERVICES  (TITLE  VI) 

Fundamental  to  an  expanding  program  of  preventive  health  services 
is  the  strengthening  and  extension  of  organized  public-health  services 
in  the  States  and  in  local  communities.    It  is  recommended  that 

i  Accepted  and  endorsed  by  the  Interdepartmental  Committee  to  Coordinate  Health  and  Welfare  Activ- 
ities.   Presented  to  the  President,  February  14,  1938.   See  Explanatory  Statement,  p.  37. 

H.  Doc.  120,  76-1-  3 
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Federal  participation  in  the  existing  cooperative  program  should  be 
increased  with  a  view  toward  equalizing  the  provision  of  general 
public-health  services  throughout  the  Nation.  The  Committee 
further  recommends  that  increasing  Federal  participation  be  utilized 
to  promote  a  frontal  attack  on  certain  important  causes  of  sickness 
and  death  for  the  control  of  which  public  health  possesses  effective 
weapons. 

The  Committee  tentatively  estimates  that,  at  its  peak,  an  adequate 
program  of  expanded  public-health  service  would  require  additional 
annual  expenditures  by  Federal,  State,  and  local  governments  of 
$200,000,000  for  these  purposes:  strengthening  of  public-health 
organization;  the  eradication  of  tuberculosis,  venereal  diseases,  and 
malaria;  the  control  of  mortality  from  pneumonia  and  from  cancer; 
mental  hygiene;  and  industrial  lrygiene.  The  Committee  recommends 
that  approximately  one-half  of  these  increased  funds  be  provided  by 
the  Federal  Government. 

B.  EXPANSION  OF  MATERNAL  AND  CHILD-HEALTH  SERVICES  (TITLE  V) 

Included  in  this  part  of  the  recommended  program  are  provisions 
for  medical  and  nursing  care  of  mothers  and  their  newborn  infants; 
medical  care  of  children;  services  for  crippled  children;  consultation 
services  of  specialists;  and  more  adequate  provisions  for  the  post- 
graduate training  of  professional  personnel.  The  objective  sought 
in  this  phase  of  the  Committee's  proposed  program  is  to  make  avail- 
able to  mothers  and  children  of  all  income  groups  and  in  all  parts  of 
the  United  States  .minimum  medical  services  essential  for  the  reduc- 
tion of  our  needlessly  high  maternal  mortality  rates  and  death  rates 
among  newborn  infants,  and  for  the  prevention  in  childhood  of  dis- 
eases and  conditions  leading  to  serious  disabilities  in  later  years. 

The  Committee  recommends  a  gradually  expanding  program 
reaching  at  least  by  the  tenth  year  a  total  additional  expenditure  of 
$165,000,000,  distributed  as  follows: 

Maternity  care  and  care  of  newborn  infants   $95,  000,  000 

Medical  care  of  children   60,  000,  000 

Services  for  crippled  children   10,  000,  000 

The  Committee  recommends  that  approximately  one-half  of  the  cost 
of  the  expended  program  should  be  met  by  the  Federal  Government. 

RECOMMENDATIONS  II,  III,  AND  IV:   EXPANSION  OP  MEDICAL  SERVICES 

AND  FACILITIES 

The  Committee  has  also  explored  the  adequacy  of  services  for  the 
sick,  the  sickness  experience  of,  and  the  receipts  of,  professional  and 
hospital  services  by  broad  groups  of  the  population.  The  Committee 
finds  that  the  needs  for  diagnostic  and  therapeutic  services  to  indi- 
viduals are  greatly  in  excess  of  such  accomplishments  as  might  be 
effected  by  a  strengthened  program  of  preventive  services — important 
as  such  services  may  be  as  a  first  step.  Indeed,  it  has  been  recognized 
in  Recommendation  I  that  certain  important  causes  of  sickness  and 
death  require  for  their  eradication  or  control,  the  application  of 
diagnostic  and  therapeutic  procedures  through  services  to  individuals 
in  need  of  such  care. 

The  Committee  finds  that  current  practices  in  the  provision  of 
medical  services  and  facilities  fall  far  short  of  meeting  these  needs. 
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It  has  taken  account  of  personnel  and  facilities,  financial  support  of 
services  required  by  persons  who  are  themselves  unable  to  pay  for  the 
care  they  need,  the  sickness  burdens  of  self-supporting  persons, 
methods  of  paying  for  medical  care  and  of  assuring  income  for  work- 
ers who  are  disabled  by  sickness.  It  finds  that  these  needs  warrant  an 
expansion  of  medical  services  and  facilities  on  a  broader  front  than 
that  contemplated  in  Recommendation  I  alone. 

EECOMMENDATION  II.    EXPANSION  OP  HOSPITAL  FACILITIES 

The  Technical  Committee  has  made  a  special  study  of  deficiencies 
in  existing  hospital  and  other  institutional  facilities.  It  is  impressed 
with  the  increasing  part  which  hospitals  play,  year  after  year,  in  the 
health  and  sickness  services.  Without  adequate  hospitals  and  clinics, 
it  is  impossible  to  provide  many  of  the  importance  services  which 
modern  medicine  can  furnish. 

The  Committee  finds  hospital  accommodations  and  hospital  organ- 
ization throughout  the  country  ill-adapted  to  the  var}dng  needs  of 
people  living  under  different  social,  economic,  and  geograplucal  cir- 
cumstances. In  hospitals  offering  general  care,  the  percentage  of 
beds  supported  by  patients'  fees  is  out  of  proportion  to  the  ability 
of  the  population  served  to  pay,  hence  many  general  hospital  beds 
are  empty  a  large  part  of  the  time.  Conversely,  there  are  too  few 
low-cost  or  free  beds  to  satisfy  the  needs.  By  far  the  greater  majority 
of  these  are  found  in  our  large  metropolitan  centers.  There  are  wide 
areas — some  1,300  counties — having  no  registered  general  hospitals; 
others  are  served  only  by  one  or  two  small  proprietary  institutions. 
Only  through  hospitals  located  in  the  larger  cities  have  out-patient 
clinics  been  developed  to  any  considerable  extent.  Governmental 
tuberculosis  sanatoria  and  mental  institutions  tend  to  be  overcrowded, 
or  are  otherwise  restricted  in  funds  or  personnel  for  rendering  the 
community  service  which  they  should  be  equipped  to  give. 

The  Committee  recommends  a  10-year  program  providing  for  the 
expansion  of  the  Nation's  hospital  facilities  b.y  the  provision  of  360,000 
beds — in  general,  tuberculosis,  and  mental  hospitals,  in  rural  and  in 
urban  areas — and  by  the  construction  of  500  health  and  diagnostic 
centers  in  areas  inaccessible  to  hospitals.  These  new  hospitals  or 
units  would  require  financial  assistance  during  the  first  3  years  of 
operation.    Special  Federal  aid  for  this  purpose  is  suggested. 

Averaged  over  a  10-year  period,  the  total  annual  cost  of  such  a 
program,  including  special  3-year  grants  for  maintenance  of  new 
institutions,  is  estimated  at  $147,400,000,  divided  as  follows: 


The  Committee  recommends  that  approximately  one-half  of  this 
total  annual  cost  be  met  by  the  Federal  Government.  It  points  out 
that  a  hospital  construction  program  should  not  be  undertaken  unless 
there  is  a  concurrent  program  to  give  continuing  aid  toward  the  cost 
of  free  services  such  as  is  included  in  Recommendation  III. 


3-year 


Construction  maintenance 


Genera]  and  special 

Tuberculosis  

Mental   

Diagnostic  centers.. 


$113,0(10,000  $21,000,000 

15,000,000  6,000,000 

32,  5J0,  000  7,  800,  000 

1,500,000    


Total  average  annual  cost. 


112,000,000  35,400,000 
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RECOMMENDATION    III.   MEDICAL    CARE    FOE    THE    MEDICALLY  NEEDY 


v  The  Committee  is  impressed  with  the  evidence  now  available  that 
one-third  of  the  population  which  is  in  the  lower  income  levels  is  re- 
ceiving inadequate  general  medical  services.  This  applies  to  persons 
without  income  and  supported  by  general  relief,  and  to  those  being 
supported  through  old-age  assistance,  aid  for  dependent  children,  or 
work  relief,  and  also  to  families  with  small  incomes.  These  people  are 
doubly  handicapped.  They  have  higher  rates  of  sickness  and  disable- 
ment than  prevail  among  groups  with  larger  incomes,  and  they  have 
lesser  capacities  to  buy  and  pay  for  the  services  they  need.  Current 
provisions  to  assist  these  people — though  generously  made  by  many 
State  and  local  governments,  by  voluntary  organizations,  and  by  pro- 
fessional practitioners — are  not  equal  to  meet  the  need. 
«*  The  Committee  recommends  that  the  Federal  Government,  through 
grants-in-aid  to  the  States,  implement  the  provisions  of  public  medical 
care  to  two  broad  groups  of  the  population:  (1)  To  those  for  whom 
local,  State,  or  Federal  Governments,  jointly  or  singly,  have  already 
accepted  some  responsibility  through  the  public  assistance  provisions 
of  the  Social  Security  Act,  through  the  work  relief  programs,  or 
through  provisions  of  general  relief;  (2)  to  those  who,  though  able  to 
obtain  food,  shelter,  and  clothing  from  their  own  resources,  are  unable 
to  procure  necessary  medical  care.  It  is  estimated  that,  on  the  average, 
$10  per  person  annually  would  be  required  to  meet  the  minimum 
needs  of  these  two  groups  for  essential  medical  services,  hospitaliza- 
tion, and  emergency  dentistry.  This  part  of  the  program  might  be 
begun  with  the  expenditure  of  $50,000,000  the  first  year  and  gradually 
expanded  until  it  reaches  the  estimated  level  of  $400,000,000  which 
would  be  needed  to  provide  minimum  care  to  the  medically  needy 
groups.  The  Committee  recommends  that  one-half  of  the  total  annual 
costs  be  met  by  the  Federal  Government. 

RECOMMENDATION  IV.   A  GENERAL  PROGRAM  OF  MEDICAL  CARE 

1  The  Committee  directs  attention  to  the  economic  burdens  created 
by  sickness  for  self-supporting  persons.  There  is  need  for  measures 
which  will  enable  people  to  anticipate  and  to  meet  sickness  costs  on  a 
budget  basis. 


[No  conclusion  has  emerged  more  regularly  from  studies  on  sickness 
costs  than  this:  The  costs  of  sickness  are  burdensome  more  because 
they  fall  unexpectedly  and  unevenly  than  because  they  are  large  in  the 
aggregate  for  the  Nation,  or,  on  the  average,  for.  the  individual  family. 
Except  in  those  years  when  unemployment  is  widely  prevalent,  sick- 
ness is  commonly  the  leading  cause  of  social  and  economic  insecurity. 
Without  great  increase  in  total  national  expenditure,  the  burdens  of 
sickness  costs  can  be  greatly  reduced  through  appropriate  devices  to 
distribute  these  costs  among  groups  of  people  and  over  periods  of  timej 
M  The  Committee  recommends  consideration  of  a  comprehensive 
program  designed  to  increase  and  improve  medical  services  for  the 
entire  population.  Such  a  program  would  be  directed  toward  closing 
the  gaps  in  a  health  program  of  national  scope  [left  in  the  provisions 
of  Recommendations  I  and  III]...  To  finance  the  program,  two  sources 
of  funds  could  be  drawn  upon:  (a)  General  taxation  or  special  tax 
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assessments,  and  (b)  specific  insurance  contributions  from  the  poten- 
tial beneficiaries  of  an  insurance  system.  The  Committee  recommends 
consideration  of  both  methods,  recognizing  that  they  may  be  used 
separately  or  in  combination.  " 

Such  a  program  should  preserve  a  high  degree  of  flexibility,  in  order 
to  allow  for  individual  initiative,  and  for  geographical  variations  in 
economic  conditions,  medical  facilities,  and  governmental  organiza- 
tion. It  should  provide  continuing  and  increased  incentives  to  the 
development  and  maintenance  of  high  standards  of  professional  prep- 
aration and  professional  service;  it  should  apportion  costs  and  timing 
of  payments  so  as  to  reduce  the  burdens  of  medical  costs  and  to  remove 
the  economic  barriers  which  now  militate  against  the  receipt  of  ade- 
quate care. 

Planning  for  a  program  of  medical  care  of  a  magnitude  to  serve 
the  entire  population  essentially  must  be  approached  as  an  objective 
to  be  fully  attained  only  after  some  j^ears  of  development.  The  role 
of  the  Federal  Government  should  be  principally  that  of  giving 
financial  and  technical  aid  to  the  States  in  their  development  of  sound 
programs  through  procedures  largely  of  their  own  choice. 

RECOMMENDATION    V!    INSURANCE    AGAINST    LOSS    OF    WAGES  DURING 

SICKNESS 

,vThe  Committee  recognizes  the  importance  of  assuring  wage  earners 
continuity  of  income  through  periods  of  disability.  A  disability  com- 
pensation program  is  not  necessarily  part  of  a  medical  care  program, 
but  the  cost  of  compensating  for  disability  would  be  needlessly  high 
if  wage  earners  generally  did  not  receive  the  medical  care  necessary 
to  return  them  to  work  as  soon  as  possible. 

"Temporary  disability  insurance  can  perhaps  be  established  along 
lines  analogous  to  unemployment  compensation;  permanent  disability 
(invalidity)  insurance  may  be  developed  through  the  system  of  old- 
age  insurance.  " 

COSTS  OF  THE   PROPOSED  PROGRAM 

The  maximum  annual  cost  to  Federal,  State  and  local  governments 
of  Recommendations  I,  II,  and  III  (with  duplications  eliminated)  is 
estimated  at  about  $850,000,000.  This  figure  is  the  estimated  total 
annual  cost  at  the  full  level  of  operation  within  a  10-year  period,  and  is 
presented  primarily  as  a  gage  of  need. 

The  estimated  '  total  includes  (1)  $705,000,000— the  additional 
annual  expenditures  for  certain  general  health  services  to  the  entire 
population  and  for  medical  services  to  limited  groups  of  the  popula- 
tion— the  public  assistance  and  otherwise  medically  needy  groups — ■ 
which  should  be  reached  within  a  10-year  period,  and  (2)  $147,400,000 — 
the  approximate  average  annual  cost  of  hospital  construction  and 
special  grants-in-aid  in  the  10-year  program  proposed  under  Recom- 
mendation II.  It  is  suggested  that  the  Federal  share  of  this  amount 
would  be  approximately  one-half. 

Recommendation  IV  is  presented  primarily  as  a  more  economical 
and  effective  method  of  making  current  expenditures  for  medical 
care,  though  it  also  makes  provision  for  the  medical  care  of  persons 
who  are  not  now  receiving  even  essential  services.  An  adequate 
general  program  of  medical  care  is  proposed  in  the  form  of  alternative 
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arrangements  which  may  cost  up  to  a  maximum  of  $20  per  person  a 
year,  i.  e.,  no  more  than  is  already  being  spent  through  private  pur- 
chase of  medical  care.  Annual  aid  from  Government  funds  would  be 
necessary  to  provide  services  for  the  care  of  the  medically  needy  as 
proposed  in  Recommendation  III  and  for  the  parts  of  Recommenda- 
tion I  wbich  are  included  in  the  broad  program  set  forth  in  Recom- 
mendation IV. 

The  Committee  calls  attention  to  the  fact  that,  in  some  important 
respects,  the  five  recommendations  present  alternative  choices.  How- 
ever, the  Committee  is  of  the  opinion  that  Recommendations  I  and  II 
should  be  given  special  emphasis  and  priority  in  any  consideration  of  a 
national  health  program  more  limited  in  scope  than  that  which  is 
outlined  in  the  entire  series  of  recommendations. 

The  Technical  Committee  on  Medical  Care  is  firm  in  its  conviction 
that,  as  progress  is  made  toward  the  control  of  various  diseases  and 
conditions,  as  facilities  and  services  commensurate  with  the  high 
standards  of  American  medical  practice  are  made  more  generally 
available,  the  coming  decade,  under  a  national  health  program,  will  see 
a  major  reduction  in  needless  loss  of  life  and  suffering — an  increasing 
prospect  of  longer  years  of  productive,  self-supporting  life  in  our 
population. 

Chairman,  Martha  M.  Eliot, 

Children's  Bureau. 
I.  S.  Falk,  _ 

Social  Security  Board. 
Joseph  W.  Mountin, 
George  St.  J.  Perrott, 
Clifford  E.  Waller, 

Public  Health  Service. 

Expansion  of  General  Public  Health  Services 
part  i.  the  need  for  expanding  public  health  services 

PUBLIC  HEALTH  ORGANIZATION 

Some  recognition  of  the  necessity  for  protection  of  the  public  health 
is  to  be  found  in  the  legal  enactments  of  all  States  and  in  most  of 
their  political  subdivisions.  Unfortunately,  the  existence  of  a  health 
department  does  not  always  indicate  that  the  community  has  a  com- 
plete or  adequate  health  program.  For  example,  less  than  a  third 
of  the  counties  and  even  a  smaller  proportion  of  the  cities  employ 
full-time,  professional  health  officers.  The  village  and  township 
health  officer  more  often  than  not  is  some  local  lay  citizen  who  takes 
time  out  from  his  other  work  to  inspect  nuisances  or  tack  up  quaran- 
tine signs. 

States  expend  through  their  health  departments,  on  the  average, 
11  cents  per  capita,  while  some  State  appropriations  fall  as  low  as 
3  cents.  Many  local  official  health  organizations  have  budgets  which 
figure  out  to  be  no  more  than  a  few  cents  per  capita.  Health  depart- 
ments are  fairly  high  on  the  scale  when  their  annual  appropriations 
reach  50  cents  per  capita,  while  the  very  few  organizations,  mostly 
large  city  health  departments,  having  budgets  that  approach  $1  per 
capita  are  fortunate  indeed.  With  budgets  of  this  low  order,  health 
departments  are  expected  to  provide  service  in  vital  statistics,  labo- 
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ratory  diagnosis,  communicable-disease  control,  maternal  and  child 
hygiene,  protection  of  food  supply,  environmental  hygiene,  and  to 
discharge  other  responsibilities  that  may  be  placed  on  this  agency. 
A  preventive  program  designed  to  reach  any  reasonable  degree  of 
intensity  obviously  is  out  of  the  question  under  such  limitations. 

A  start  towards  remedying  this  situation  was  made  with  the  passage 
of  the  Social  Security  Act,  title  VI,  Public  Health  Work.  The 
relatively  small  sums  of  Federal  money  thus  far  provided  have  made 
possible  some  leveling  up  in  local  health  organization  and  some  enrich- 
ment of  health  service  generally.  The  impetus  toward  an  expanding 
public  health  program  created  by  the  Federal  participation  is  reflected 
in  the  increase  in  rural  health  services  during  the  two  and  a  half  years 
of  operation  under  title  VI.  At  the  beginning  of  the  calendar  year 
1938  there  had  been  a  net  gain  of  623  in  the  number  of  counties  under 
full-time  health  administration  over  the  number  reported  at  the  close 
of  1934.  There  are  now  8  States  in  which  all  counties  are  served  by 
full-time  health  units  or  districts,  as  compared  with  the  3  so  organized 
at  the  close  of  the  calendar  year  1935.  However,  it  should  not  be 
inferred  that  even  in  the  counties  now  under  full-time  health  ad- 
ministration the  service  at  present  is  adequate.  Many  of  the  counties 
are  being  served  by  extremely  ''thin"  district  health  units.  Of  only 
a  very  small  number  may  it  be  said  that  the  service  is  even  fairly 
adequate. 

The  situation  in  many  of  our  smaller  cities,  and  in  some  of  the  larger 
ones,  is  almost  as  bad  as  that  existing  in  a  large  part  of  our  rural  area. 
There  are  numerous  urban  communities  throughout  the  country  in 
which  health  activities  today  are  under  the  direction  of  part-time 
physicians  engaged  in  private  practice  or  lay  health  officers,  neither 
possessing  training  in  modern  public  health  administrative  practice. 
In  some  of  these  communities  such  health  protection  as  has  been 
afforded  has  been  largely  incidental  to  improvements  instituted  for 
economic  and  esthetic  reasons,  or  to  ready  access  of  the  population  to 
good  medical  care,  rather  than  to  the  activity  of  the  health  depart- 
ment. In  many  of  our  cities  the  principal  health  department  activity 
still  consists  in  the  inspection  of  private  premises  for  nuisances  having 
little  bearing  on  public  health,  and  in  an  attempt  to  control  com- 
municable diseases  by  quarantine  procedure — a  method  admitted  by 
leading  health  workers  to  be  of  little  avail  in  reducing  the  incidence  of 
communicable  diseases.  More  specifically,  many  of  the  milk  supplies 
for  urban  communities  are  still  far  from  being  as  safe  as  tbey  should 
be,  and  the  unsightly,  open-back,  insanitary  privy  still  exists  in  the 
outlying  sections  of  most  of  our  small  cities,  with  the  result  that 
typhoid  fever  is  rapidly  becoming  more  prevalent  in  towns  and  small 


The  need  for  Federal  aid  is  not  confined  to  rural  and  urban  health 
organizations.  Not  more  than  half  of  the  State  health  departments 
are  adequately  staffed  or  satisfactorily  equipped  to  render  the  services 
which  they  alone  can  give,  regardless  of  the  extent  to  which  local 
facilities  may  be  developed. 

The  gains  made  in  response  to  the  stimulus  afforded  by  Federal 
participation  in  State  and  local  health  work  assume  their  deepest 
significance  as  evidence  of  the  practicability  and  desirability  of  an 
expanding  program  of  general  public  health  services.  Existing  needs, 
however,  far  outweigh  the  gains  and  serve  as  a  warning  against  the 
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assumption  of  a  complacent  attitude  with  respect  to  recent  accom- 
plishments. There  still  remain  large  sectors  of  the  United  States 
where  the  very  foundation  of  a  health  program  has  not  been  laid — 
namely,  a  nucleus  of  full-time,  competent,  and  well-trained  persons 
having  a  professional  point  of  view.  Without  such  a  minimum  in 
staff  organization,  even  the  elementary  services  are  not  possible  on  an 
effective  scale.  Neither  can  there  be  an  orderly  enlargement  of 
community  health  services  without  the  framework  expressed  by  a 
properly  constituted  health  department. 

SPECIFIC   PUBLIC  HEALTH  PROBLEMS 

In  addition  to  strengthening  health  organization  for  general  pur- 
poses, there  is  a  need  for  concerted  attack  on  specific  problems  of 
national  health.  The  needs  as  well  as  the  program  of  action  in 
maternal  and  child  health  are  covered  in  another  section  of  the 
Technical  Committee's  report.  Service  of  comparable  intensity 
should  be  developed  in  tuberculosis,  venereal  diseases,  pneumonia, 
cancer,  malaria,  mental  hygiene,  and  industrial  hygiene.  With  pro- 
grams of  proper  magnitude,  the  eradication  of  tuberculosis,  venereal 
disease,  malaria,  and  certain  occupational  hazards  may  be  envisioned; 
lowering  of  mortality  from  pneumonia  and  cancer  is  possible;  and  in 
the  case  of  mental  disorders,  morbidity  can  be  reduced.  Each  of 
these  problems  will  now  be  considered  individually. 

Tuberculosis. — Students  of  this  problem  are  in  substantial  agree- 
ment to  the  effect  that  programs  now  may  be  planned  with  a  view 
to  final  eradication  of  tuberculosis,  or  at  least  to  effect  a  reduction 
to  a  point  where  this  disease  is  no  longer  a  significant  factor  in  mor- 
bidity and  mortality.  Despite  the  great  reduction  in  death  rate  that 
has  been  accomplished,  tuberculosis  is  still  a  major  cause  of  death  and 
disability  in  the  United  States.  While  for  the  whole  population  it 
ranks  seventh  as  a  specific  cause  of  death,  for  the  age  group  15  to  45 
years,  its  position  is  second  only  to  that  of  accidents.  The  disease 
works  its  greatest  havoc  among  Negroes,  among  workers  in  certain 
occupations,  and  generally  among  persons  of  low  income. 

On  the  average,  70,000  persons  die  of  tuberculosis  annually;  and 
for  each  death  there  are  estimated  to  be  about  five  living  cases ;  thus, 
in  any  year,  the  active  disease  probably  is  represented  by  420,000 
individuals.  Within  their  families,  these  cases  expose  over  a  million 
persons  to  infection.  By  the  working  of  this  cycle  alone,  there  is 
maintained  a  tuberculous  population  numbering  1,500,000. 

Venereal  diseases. — Legislation  enacted  by  the  last  Congress  may 
be  cited  as  evidence  of  the  growing  appreciation  which  representative 
bodies  now  have  for  the  public  health  importance  of  syphilis  and 
gonorrhea.  Funds  appropriated  by  this  act,  coupled  with  those  of 
State  and  local  health  agencies,  will  make  possible  improvement  of 
laboratory  service,  organization  of  additional  and  better  treatment 
facilities,  and  the  free  distribution  of  standard  remedies  for  use  by 
public  clinics  and  private  physicians.  The  sums  of  money  now  avail- 
able, large  though  they  may  seem  in  comparison  with  previous  annual 
appropriations,  will  prove  sufficient  only  for  beginning  the  type  of 
attack  on  venereal  diseases  that  is  indicated. 

To  substantiate  this  point,  no  more  data  than  the  following  need 
be  adduced:  It  is  estimated  that  approximately  518,000  new  patients 
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infected  with  early  syphilis  seek  treatment  each  year;  the  gonorrhea 
cases  coming  to  medical  attention  number  about  1,037,000.  It  is 
probable  that  even  these  figures,  particularly  the  latter,  grossly  under- 
state the  amount  of  recent  infection.  Some  60,000  cases  of  congenital 
syphilis  occur  annually ;  syphilitic  involvement  of  the  heart  and  blood 
vessels  and  of  the  nervous  system  result  in  50,000  deaths  each  year 
in  addition  to  those  specifically  assigned  to  syphilis.  At  least  10 
percent  of  first  admissions  to  hospitals  for  mental  disease  are  attributa- 
ble to  syphilis  in  its  manifestation  as  general  paralysis. 

Early  and  adeqxiate  treatment  of  syphilis  and  gonorrhea  is  the  best 
method,  in  fact  it  is  the  only  feasible  one  known  at  the  present  time, 
for  cutting  down  the  incidence  of  these  diseases  and  for  mitigating 
their  consequences. 

Pneumonia. — Effective  serums  are  now  available  for  treating  the 
more  common  forms  of  pneumonia.  If  serums  were  used  generally, 
it  is  estimated  that  the  gross  pneumonia  mortality  could  easily  be 
reduced  by  more  than  25  percent.  The  possibility  it  offers  for  saving 
of  lives  may  be  appreciated  when  one  understands  that  150,000  deaths 
each  year  are  charged  to  pneumonia  either  as  a  primary  or  contribu- 
tory cause  of  death. 

According  to  the  best  information  at  hand,  5  percent  would  be  a 
liberal  estimate  of  the  pneumonia  cases  amenable  to  serum  therapy 
that  now  receive  therapeutic  serum.  Perfected,  or  concentrated, 
serum  is  a  new  product  which  has  not  yet  been  sufficiently  popularized; 
the  cost  is  still  high,  varying  from  $25  to  $75  per  case.  Moreover, 
serum  therapy  is  not  feasible  except  where  rapid  and  accurate  labora- 
tory diagnostic  service  is  available.  In  other  words,  the  prevention 
of  pneumonia  mortality  is  an  expensive  job  that  requires  certain 
special  facilities  and  a  scheme  for  coordinating  the  resources  of  public 
agencies  with  those  of  practicing  physicians.  Present  activities  in 
this  field  are  generally  inadequate.  Only  8  of  the  48  States  have 
active  programs  for  accurate  diagnosis  by  typing  and  for  free  dis- 
tribution of  serum.  In  15  States,  no  health  department  laboratory 
facilities  are  available  for  rapid  typing  of  pneumococci,  and  29  percent 
of  American  cities  of  100,000  population  and  over  have  made  no 
provision  for  pneumonia  typing  as  an  activity  of  their  health  depart- 
ment laboratories. 

Cancer. — A  hopeless  attitude  with  respect  to  the  outcome  of  all 
cases  of  cancer  is  no  longer  justified  in  view  of  the  results  obtained 
by  modern  therapy.  Cancer  in  accessible  parts  of  the  body  yields 
to  varying  combinations  of  surgery  and  radiation.  Cancers  at  these 
sites  account  for  over  40  percent  of  the  mortality.  Should  success  be 
achieved  in  only  half  of  these  cases,  an  annual  saving  of  30,000  lives 
would  be  effected. 

Programs  for  prevention  of  mortality  from  cancer,  like  so  many 
other  public  health  services  involving  individual  care  of  patients,  have 
been  slow  in  starting.  At  the  present  time,  only  7  States  have  active, 
State-wide  programs.  Isolated  tumor  clinics  may  be  found  in  some 
of  the  better  organized  out-patient  departments  of  hospitals,  but  these 
are  usually  located  in  the  larger  cities.  Notwithstanding  the  limited 
facilities  now  available,  sufficient  experience  has  accumulated  to  guide 
administrative  practice. 

Malaria. — The  malarious  area  in  the  United  States  has  gradually 
receded  during  the  past  75  years.    However,  the  Mississippi  Delta 
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and  certain  of  the  Southeastern  States  remain  endemic  foci.  Even 
in  these  regions,  it  is  now  largely  a  rural  disease,  but  there  it  shows 
little  tendency  toward  spontaneous  decline.  In  theory,  the  disease 
should  be  eradicated  easily  by  control  of  the  Anopheles  mosquito  and 
other  established  procedures.  In  practice,  however,  economic  diffi- 
culties stand  in  the  way. 

Of  late,  substantial  progress  in  the  application  of  malaria-control 
measures  has  been  accomplished  through  work-relief  projects  financed 
by  the  Works  Progress  Administration.  These  programs  entailed 
drainage  operations  designed  to  eliminate  mosquito  breeding  places. 
While  it  is  expected  that  additional  progress  may  be  made  in  this  way 
in  the  future,  the  need  for  malaria-control  measures  of  a  diversified 
nature  is  of  sufficient  importance  to  justify  a  more  permanent  basis  of 
financial  support. 

Mental  hygiene. — Problems  of  mental  ill  health  are  represented  only 
in  part  by  the  half  million  persons  confined  to  institutions.  At  large 
in  the  general  population,  there  is  a  somewhat  greater  number  of 
people  who  are  psychotic  or  defective  in  varying  degrees.  In  addition, 
there  is  an  indefinite  but  still  larger  proportion  of  persons  below  par 
from  the  standpoints  of  intelligence  or  emotional  balance.  Because 
of  their  personality  make-ups  they  encounter  difficulty  in  school,  in 
industry,  and  in  their  relations  with  others.  Such  people,  without 
treatment  or  guidance,  contribute  little  to  national  progress.  Aside 
from  the  economic  and  social  problems  associated  with  these  more 
obvious  groups,  many  people  in  all  walks  of  life  are  unable  to  experience 
the  happiness  and  fullness  of  life  associated  with  mental  and  physical 
health.  Because  of  individual  emotional  disturbances,  family  discord 
grows  apace,  antisocial  behavior  is  bred,  and  industrial  differences 
often  end  in  unnecessary  strife.  Sufficient  knowledge  is  at  hand, 
which,  if  more  generously  applied,  could  resolve  many  of  these  emo- 
tional conflicts. 

In  the  absence  of  specific  therapy  for  so  many  of  the  mental  dis- 
orders, the  whole  problem  must  be  approached  on  a  broad  front. 
Persons  who  are  seriously  psychotic,  those  of  very  low  mentality,  and 
the  habitually  criminal,  must  be  found  and  given  appropriate  institu- 
tional care.  The  benefits  of  modern  diagnostic  treatment  and  guid- 
ance methods  must  be  made  more  generally  available  for  the  border-line 
groups.  A  program  involving  Federal  assistance  toward  the  expan- 
sion of  both  custodial  and  preventive  facilities  and  services  is  indicated. 

Industrial  hygiene. — The  health  of  more  than  15  million  people  who 
constitute  that  important  segment  of  our  population  engaged  in 
industrial  occupations,  and  on  whom  the  lives  and  health  of  so  many 
depend,  should  be  of  paramount  concern  to  those  entrusted  with  the 
welfare  of  tins  Nation.  It  is  the  object  of  industrial  hygiene  to  protect 
and  improve  the  health  of  this  large  group.  This  is  best  accomplished 
through  the  recognition  of  certain  fundamental  requirements  of 
industrial  hygiene. 

The  problem  of  determining  the  extent  of  illness  among  industrial 
workers  remains  one  of  the  major  functions  of  industrial  hygiene.  Any 
health  program  is  dependent  upon  the  standards  and  completeness  of 
the  health  supervision  provided  industrial  workers.  At  the  present 
time,  inadequate  services  exist,  especially  in  plants  employing  500  or 
less  workers,  representing  some  62  percent  of  the  working  population. 
The  need  for  industrial  health  education  and  training  of  professional 
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personnel  is  general  throughout  the  country.  Important  work  must 
also  be  done  in  treating  and  caring  for  workers  affected  by  exposure  to 
toxic  substances  or  other  detrimental  environments.  The  development 
of  control  and  preventive  measures  for  reducing  occupational  diseases 
needs  attention.  Laboratory  and  field  research  are  also  functions 
which  must  be  maintained  and  enlarged,  since  new  substances  and 
environments  are  constantly  being  developed  which  may  affect  the 
health  of  exposed  workers. 

PART  II.  RECOMMENDATION  1-A 

The  Technical  Committee  on  Medical  Care  submits  for  considera- 
tion a  program  containing  five  specific  recommendations.  The  first 
recommendation  is  concerned  with  the  expansion  of  present  Federal- 
State  programs  for  public-health  work  and  material  and  child-welfare 
services  under  the  Social  Security  Act. 

In  view  of  the  fact  that  a  good  beginning  has  been  made  in  more 
recent  years  toward  carrying  out  health  activities  through  well-planned 
and  directed  effort,  the  Committee  therefore  proposes: 

Recommendation  1-A:  Expansion  of  the  Existing  Federal-State  Coopera- 
tive Program  Under  Title  VI  (Public  Health  Work)  oj  the  Social 
Security  Act 

It  is  recommended  that  Federal  participation  in  State  and  local 
health  services  under  title  VI  be  extended  through  increased  authori- 
zation for  grants-in-aid  to  the  States.  Increasing  Federal  participa- 
tion and  leadership  should  promote  the  inauguration  and  expansion  of 
fundamental  and  accepted  health  services  and  the  extension  of  newly 
developed  services  requiring  special  administrative  techniques,  under 
State  and  local  operation  and  control. 

PUBLIC  HEALTH  ORGANIZATION 

The  Technical  Committee  recommends  that  primary  consideration 
be  given  to  the  development  of  local  health  organization  with  special 
reference  to  units  for  counties  and  large  cities,  and  to  the  provision 
in  the  State  and  Federal  agencies  of  consultants  who  are  equipped  to 
serve  the  local  departments.  Local  health  services  will  be  directed 
by  full-time  health  officers  who  will  have  as  assistants  an  adequate 
staff  of  trained  public-health  workers.  The  maintenance  of  facilities 
for  the  training  of  additional  public-health  personnel  and  allied  pro- 
fessional workers  should  continue. 

To  further  the  development  of  a  basic  health  department  structure 
for  the  Nation,  the  Committee  recommends  the  addition  of  not  less 
than  $23,000,000  annually  to  the  amount  now  available  from  all 
sources — ^Federal,  State,  and  local.  This  would  be  utilized  largely 
for  providing  additional  full-time  health  officers,  epidemiologists, 
public  health  nurses,  sanitary  engineers,  sanitarians,  laboratory  tech- 
nicians, and  other  personnel. 

SPECIFIC  PUBLIC  HEALTH  PROBLEMS 

The  Committee  further  recommends  that  the  part  of  the  proposed 
national  health  program  concerned  with  the  expansion  of  public 
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health  services  under  the  Social  Security  Act  be  directed  particularly 
toward  reducing  disability  and  premature  mortality  from  certain 
important  causes  of  sickness  and  death,  with  which  public  health  is 
already  equipped  to  deal  in  an  effective  manner  through  measures  of 
proven  value. 

Tuberculosis. — A  control  program  of  the  kind  recommended  by 
health  authorities  for  the  eradication  of  tuberculosis  embraces  case- 
finding,  especially  by  X-ray  examination  of  contacts  to  known  cases; 
isolation  and  treatment  (usually  bed-care)  of  persons  with  active 
disease;  and  periodic  observation  of  those  whose  disease  is  latent  or 
quiescent.  All  of  these  procedures  should  be  followed  in  an  aggressive 
manner  throughout  the  United  States. 

The  Technical  Committee  on  Medical  Care  recommends  preven- 
tion of  the  spread  of  tuberculosis  through  just  such  a  program  of  case- 
finding,  directed  particularly  toward  persons  in  areas  of  economic 
need  and  in  age  groups  among  whom  the  incidence  of  the  disease  is 
high;  of  providing  adequate  clinics  under  the  direction  of  medical 
specialists  for  the  examination  of  all  cases,  especially  contact  cases; 
of  more  extensive  hospitalization  of  incipient  cases;  of  the  isolation  of 
open  cases;  and  of  follow-up  and  rehabilitation  of  arrested  cases. 

Leadership  may  be  expected  of  public  health  agencies,  but,  first, 
sufficient  funds  for  defraying  the  costs  of  an  active  campaign  must 
be  placed  at  their  disposal.  Over  and  above  the  amounts  specified 
in  Recommendation  II  for  tuberculosis  hospital  construction  and 
temporary  maintenance,  the  Technical  Committee  recommends  that 
$43,000,0*00  be  made  available  annually  from  all  sources  for  other 
elements  of  the  tuberculosis  program.  Of  this  amount,  $37,500,000 
would  be  used  toward  defraying  the  costs  of  hospital  care  for  tuber- 
culous patients;  the  remaining  $5,500,000  would  be  set  aside  for  case- 
finding  and  other  field  services. 

Venereal  diseases. — The  Technical  Committee  recommends  a  gradual 
increase  in  Federal,  State,  and  local  appropriations  for  the  control  of 
the  venereal  diseases  until  a  level  of  $50,000,000  per  annum  has  been 
reached.  Such  a  program  would  be  developed  along  the  well-estab- 
lished lines  now  being  pursued. 

Pneumonia. — For  the  development  by  States  of  programs  for 
reducing  pneumonia  mortality,  the  Committee  recommends  annual 
appropriations  from  all  sources  amounting  to  $22,000,000.  One- 
half  of  this  amount  would  be  available  for  the  purchase  of  serum; 
the  other  half  would  be  used  for  the  support  of  laboratories,  nursing, 
and  other  field  services.  For  the  provision  of  serum,  however,  this 
estimate  deals  with  the  medically  needy  only. 

The  extension  of  typing  facilities,  the  provision  of  free  serum  for 
every  case  of  pneumonia  requiring  it,  as  well  as  adequate  medical  and 
nursing  care,  either  in  the  home  or  in  hospitals,  for  all  persons  unable 
to  pay  the  cost  of  such  services,  are  inherent  in  the  effectiveness  of 
a  pneumonia  control  program.  Such  a  program  should  also  provide 
for  training  of  administrative  and  technical  personnel  required  in  its 
development  as  an  accepted  public  health  activity,  and  should  in- 
tegrate the  efforts  of  the  private  physician  on  whom  rests  the  ultimate 
responsibility  for  the  success  of  the  program. 

Cancer. — The  prevention  of  mortality  from  cancer  necessitates  the 
setting  up  of  diagnostic  and  treatment  centers  in  sufficient  numbers 
to  be  accessible  for  people  in  all  parts  of  each  State.    Such  facilities 
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may  be  organized  as  new  and  self-contained  units,  or  they  may  operate 
in  conjunction  with  preexisting  general  hospitals.  The  latter  scheme 
can  be  made  an  important  adjunct  of  a  central  State  hospital.  In  this 
way,  the  resources  of  the  State  are  made  a  part  of  general  medical 
care  and  incorporated  into  preexisting  facilities.  Every  cancer 
center,  however,  should  have  certain  prerequisites.  Among  these 
ma}r  be  mentioned  a  medical  staff  on  which  is  represented  the  various 
specialties  of  medicine  associated  with  the  diagnosis  and  treatment  of 
cancer,  a  pathological  laboratory,  X-ray  equipment  for  deep  therapy, 
radium,  and  hospital  beds.  Since  cancer  is  a  chronic  disabling  illness 
that  entails  high  costs  for  diagnosis  and  care,  it  is  essential  that 
facilities  be  financed  in  very  large  measure  from  sources  other  than 
patients'  fees. 

Public  clinics  are  at  present  totally  inadequate  to  meet  the  need  for 
the  diagnosis  of  cancer.  The  Committee  recommends  the  immediate 
extension  of  such  diagnostic  facilities,  with  modern  equipment  and 
operated  by  trained  medical  and  technical  personnel.  The  develop- 
ment of  treatment  centers  for  ambulatory  cases  requiring  periodic 
application  of  radium  or  X-ray  therapy  is  required,  as  well  as  the 
provision  of  medical  and  nursing  care,  either  in  the  home  or  hospital, 
for  persons  unable  to  purchase  such  services.  Such  cases  will  require 
supervision  after  their  release  from  treatment.  In  addition,  a  basic 
plan  of  lay  education,  emphasizing  the  importance  of  early  diagnosis 
of  cancer,  should  be  a  part  of  the  general  cancer  program. 

The  Technical  Committee  recommends  for  the  prevention  of 
mortality  from  cancer,  additional  appropriations,  from  Federal,  State, 
and  local  sources,  of  $25,000,000.  These  funds  would  not  be  used  for 
fundamental  research,  since  no  duplication  of  present  Federal  effort 
is  contemplated  in  the  Committee's  program.  Provision  for  an  inten- 
sive program  of  cancer  research,  under  Federal  leadership,  has  been 
made  in  the  National  Cancer  Act  of  1937.  The  funds  recommended 
by  the  Committee  would  be  used  by  the  States  in  the  establishment  of 
diagnostic  and  treatment  centers  and  for  assisting  in  meeting  the  costs 
of  hospital  care.  During  the  early  years,  expenditures  for  facilities 
would  be  relatively  large,  but  once  these  had  been  established,  pro- 
portionately more  could  be  devoted  to  the  actual  care  of  patients. 

Malaria. — The  Committee  recommends  the  establishment  in  State 
and  local  health  departments,  within  malarious  areas,  of  definite  units 
that  will  give  particular  attention  to  all  the  aspects  of  malaria  control. 
In  addition  to  extending  and  maintaining  drainage  systems  already 
begun,  a  malaria  program  would  embrace  a  concerted  attack  on  the 
mosquito  and  an  attempt  to  eliminate  residual  parasites  in  clinical 
cases  and  in  "carriers"  of  the  infection.  Obviously  such  a  program 
will  involve  considerable  expense.  The  Committee  recommends 
annual  Federal,  State,  and  local  appropriations  of  $10,000,000  to  be 
expended  by  health  agencies  in  this  field. 

Mental  hygiene. — Another  section  of  the  Committee's  report 
(Recommendation  II)  contains  a  program  involving  Federal  assistance 
toward  enlarging  institutional  facilities  for  the  care  of  the  mentally  ill 
and  defective.  In  addition  to  supplying  needed  beds,  the  funds  pro- 
posed in  Recommendation  II  should  be  used  to  improve  diagnostic 
and  treatment  facilities.  Thus,  State  institutions  will  be  in  a  better 
position  than  most  of  them  now  are  to  exert  influence  in  a  sound 
program  for  mental  hygiene.    It  seems  only  proper  that  these  insti- 
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tutions  should  be  the  agencies  through  which  the  program  for  mental 
hygiene  should  be  developed.  From  the  viewpoints  of  economy, 
efficiency,  and  practicability,  therefore,  it  is  possible  to  visualize  the 
initiation  of  a  mental  hygiene  program  in  the  several  States  with  such 
institutions  serving  as  centers  for  the  provision  of  necessary  services. 

In  the  contemplated  program  of  mental  hygiene,  provision  would 
be  made  for  voluntary  admission  of  patients  for  intensive  treatment 
of  acute  and  recoverable  forms  of  mental  illness,  with  a  view  toward 
preventing  permanent  disability  and  restoring  such  patients  to  the 
community.  The  proposed  mental  hygiene  centers  would  also  provide 
clinics  for  the  diagnosis,  treatment,  and  guidance  of  persons  suffering 
from  maladjustments  not  requiring  hospital  care.  The  staff  of  the 
center  would  also  provide  consultation  services  to  local  physicians, 
health  authorities  and  the  courts.  The  resources  of  schools,  churches, 
and  industry  for  mass  instruction  would  be  used  under  the  guidance  of 
the  center  to  teach  the  basic  principles  of  mental  health. 

The  development  of  a  field  service,  extending  to  surrounding  areas, 
and  equipped  to  provide  such  diagnostic,  consultant,  and  guidance 
services  would  require  additional  funds  for  the  employment  of  phy- 
sicians, auxiliary  personnel,  and  for  other  expenses  of  such  a  service. 

Over  and  above  the  sums  designated  in  Recommendation  II  for 
structural  improvements  in  State  institutional  facilities  for  mental 
disease  control,  the  Committee  therefore  recommends  appropriations 
for  the  provision  of  field  programs  in  mental  hygiene.  The  funds 
appropriated  from  all  sources  should  reach  the  sum  of  $10,000,000  as 
rapidly  as  possible  and  should  continue  annually  thereafter. 

Industrial  hygiene. — Recent  developments  in  organization  for  in- 
dustrial hygiene  demonstrate  what  may  be  accomplished  under  the 
leadership  of  the  Federal  Government.  Prior  to  January  1936,  only  3 
States  and  1  city  had  programs  for  industrial  health.  The  very 
limited  funds  available  since  then  through  title  VI  of  the  Social  Secur- 
ity Act  have  made  possible  the  organization  of  units  in  21  additional 
State  health  departments  and  3  city  health  agencies.  The  plan  of 
development  should  continue  until  a  unit  has  been  established  in  every 
State  and  in  those  local  health  jurisdictions  where  the  problem  justifies. 
Once  the  basic  frame  work  of  organization  has  been  built  up,  technical 
personnel,  laboratory  facilities,  and  the  necessary  number  of  field  con- 
sultants should  be  added.  An  appropriation  of  not  less  than  $20,- 
000,000  is  needed  annually  by  the  health  agencies  for  essential  research 
and  for  preventive  work  in  the  States. 

TOTAL  COSTS 

The  estimated  maximum  annual  costs  of  the  expanded  programs 
which  have  been  outlined  would  be  as  follows: 


1.  Public  health  organization   $23,  000,  000 

2.  Tuberculosis   43,  000,  000 

3.  Venereal  diseases   1  47,  000,  000 

4.  Pneumonia   22,  000,  000 

5.  Cancer   25,  00Q,  000 

6.  Malaria   10,000,000 

7.  Mental  hygiene   10,  000,  000 

8.  Industrial  hygiene.. ._,   20,  000,  000 


Total   200,  000,  000 


i  $3,000,000  already  appropriated  by  the  Federal  Government  for  the  current  Federal  fiscal  year. 


HEALTH  SECURITY 


31 


The  preceding  table  showing  services  needed  in  addition  to  those 
now  provided  under  existing  appropriations  indicates  in  each  instance 
the  total  estimated  amounts  required  from  all  sources — Federal, 
State,  and  local— at  the  time  when  the  recommended  programs 
would  reach  their  maximum  intensity.  The  Committee  wishes  to 
make  it  clear,  however,  that  the  estimated  maximum  amounts  are, 
to  a  certain  extent,  tentative  in  character.  It  is  difficult  to  forecast 
very  accurately  just  how  much  money  would  be  needed  for  certain 
programs  at  their  peak  of  operation.  Much  more  accurate  estimates 
undoubtedly  could  be  made  after  opportunity  were  afforded  to  see 
how  far  the  amounts  estimated  and  presented  here  would  go  in  meeting 
the  specific  problems.  The  Committee  does  not  suggest  that  the 
maximum  amounts  recommended  for  operation  at  the  peak  should 
be  made  available  during  the  first  year.  Before  these  programs-  can 
be  organized  and  placed  in  operation  successfully,  the  necessary 
technical  and  professional  personnel  must  be  recruited,  additional 
physical  facilities  provided,  and  States  and  local  communities  must 
have  time  to  make  additional  appropriations. 

It  should  be  pointed  out  here  that  certain  programs  with  which 
this  section  of  the  report  deals  provide  for  some  services  which  would 
be  covered  to  a  considerable  extent  by  programs  presented  in  other 
parts  of  the  Committee's  report.  To  the  extent  that  costs  may  be 
duplicated  by  provisions  in  succeeding  parts  of  the  whole  program, 
the  amounts  recommended  in  this  section  could  be  reduced  if  the 
funds  were  provided  under  the  other  programs. 

While  the  operation  of  the  programs  recommended  would  call  for 
considerable  sums  during  the  years  of  full  operation,  it  need  not  be 
assumed  that  expenditures  for  all  of  the  items  would  have  to  remain 
at  the  maximum  level  indefinitely.  Indeed,  should  the  proposed 
activities  prove  as  effective  as  it  is  believed  they  would,  the  costs  of 
maintaining  services  for  the  control  of  certain  preventable  diseases 
might  be  expected  to  diminish  progressively  and  be  greatly  reduced 
in  the  future,  as  the  eradication  of  these  diseases  is  effected. 

Of  the  total  amount  recommended  in  this  report  for  the  expansion 
of  preventive  health  services,  it  is  considered  proper  that  the  Federal 
Government  might  be  expected  to  contribute  approximately  half  for 
the  country  as  a  whole.  However,  this  should  not  be  interpreted  to 
mean  that  matching  necessarily  would  be  required  on  a  50-50  basis 
in  each  State.  The  basis  for  determination  of  State  allotments  and 
requirements  set  up  for  matching  obviously  should  take  into  account 
such  factors  as  the  extent  of  each  problem,  the  status  of  financial 
resources  in  each  State,  and  other  factors  that  might  be  given  con- 
sideration. 

It  is  suggested  that  in  a  10-year  program,  the  probably  necessary 
increases  in  appropriations  by  the  Federal  Government  for  grants-in- 
aid  to  the  States  and  for  administration,  demonstration,  and  investiga- 
tion, exclusive  of  the  expected  State  and  local  expenditures,  might 
start  at  $10,000,000  for  the  first  year,  and  gradually  increase  until  a 
maximum  of  $100,000,000  was  reached  at  the  beginning  of  the  seventh 
year. 

With  respect  to  the  administration  of  such  additional  Federal 
appropriations  as  might  be  provided,  the  Committee  is  of  the  opinion 
that  the  procedure  which  now  obtains  in  the  administration  of  Federal 
funds  available  for  grants  to  the  Stages  under  title  VI  of  the  Social 
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Security  Act  might  well  serve  as  a  desirable  guide  for  the  future.  It  is 
proposed  that  the  Federal  Government  would  continue  to  provide 
leadership  and  technical  advisory  services  which  it  now  offers  in 
addition  to  financial  aid  to  the  States.  Plans  for  the  work  would  be 
initiated  in  the  State  health  departments.  The  actual  administration 
and  control  of  activities  carried  on  within  the  States  would  remain, 
very  properly,  in  the  hands  of  the  State  and  local  authorities.  The 
chief  function  of  the  Federal  Government  should  be  that  of  acting  as 
an  equalizing  agent  among  the  several  States  in  order  to  overcome 
inequality  in  financial  resources  and  public  health  problems,  to  provide 
the  leadership  and  guidance  essential  to  the  successful  establishment 
and  maintenance  of  a  properly  coordinated,  Nation-wide  attack  on 
the  important  causes  of  disability  and  mortality  in  the  country  as 
a  whole. 

Expansion  of  Maternal  and  Child  Health  Services 

The  need  for  an  expanded  program  of  maternal  and  child  health 
services  has  been  pointed  out  by  the  Technical  Committee  on  Medical 
Care  in  its  report  to  the  Interdepartmental  Committee.  It  is  the 
opinion  of  the  Committee  that  in  any  plan  for  a  national  health  pro- 
gram, primary  consideration  must  be  given  to  developing  adequate 
provision  for  maternity  care  and  for  safeguarding  the  health  and 
growth  of  the  Nation's  children. 

Since  the  first  grants  to  the  States  for  maternal  and  child  health 
under  the  Social  Security  Act  became  available  in  1936,  the  public 
health  agency  in  every  State,  the  District  of  Columbia,  Alaska,  and 
Hawaii  has  strengthened  and  extended  its  maternal  and  child  health 
program.  Our  two  and  a  half  years'  experience  with  this  program 
and  with  Federal  grants  to  the  States  for  services  for  crippled  children 
has  made  us  aware  of  where  these  activities  fall  short  and  has  given 
us  a  basis  of  administrative  experience  on  which  we  can  plan  for 
needed  expansion. 

The  most  serious  deficiency  in  the  present  maternal  and  child  health 
program  is  lack  of  provision  for  medical  care  for  mothers  and  children 
who  are  so  situated  that  they  cannot  obtain  needed  care  without  some 
form  of  assistance  from  the  community. 

The  advances  that  have  been  made  in  scientific  knowledge  and  pro- 
fessional skill  in  conserving  the  lives  and  health  of  mothers  and 
children  place  upon  us  the  obligation  to  find  the  ways  and  means 
whereby  the  whole  population  can  benefit  from  this  knowledge  and 
skill. 

PART  I.   EVIDENCES  OF  NEED  FOR  AN  EXPANDED  PROGRAM 
SPECIAL  NEEDS  OF  MATERNITY  AND  INFANCY 

The  health  and  security  of  children  depend  to  a  great  extent  on  the 
fife  and  health  of  the  mother. 

Each  year  a  birth  occurs  in  the  households  of  2,000,000  families  in 
the  United  States,  an  event,  the  cost  of  which  must  be  rated  in  the 
category  of  major  medical  expenditures.  To  society  the  outcome  of 
these  2,000,000  births  in  terms  of  the  survival  and  health  of  the 
mother  and  child  is  of  sufficient  significance  to  warrant  the  provision 
by  government  of  facilities  to  insure  the  best  possible  care  for  all  who 
are  unable  to  provide  it  from  their  own  resources. 
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Today  there  is  a  great  and  unnecessary  wastage  of  maternal  and! 
infant  life,  and  impairment  of  health  is  widespread  among  mothers 
and  children. 

Each  year  about  14,000  women  die  from  causes  connected  with 
pregnancy  and  childbirth;  about  75,000  infants  are  stillborn;  nearly 
70,000  infants  die  in  the  first  month  of  life,  four-fifths  from  causes 
associated  with  prenatal  life  or  the  process  of  birth;  and  at  least 
35,000  children  are  left  motherless.  Physicians  estimate  on  the  basis 
of  experience  that  from  one-half  to  two-thirds  of  the  maternal  deaths 
are  preventable;  that  the  stillbirth  rate  can  be  reduced  possibly  by 
two-fifths;  and  that  the  deaths  of  newborn  infants  can  be  reduced, 
at  least  one-third  and  probably  one-half.  This  would  mean  the  sav- 
ing each  year  of  more  than  70,000  lives. 

The  maternal  mortality  rate  in  the  United  States  is  high,  and  there 
has  been  but  slight  decline  during  the  22  years  for  which  we  have 
records.  In  1936,  the  rate  was  57  deaths  per  10,000  live  births. 
Rates  varied  widely  in  different  States,  from  40  in  New  Jersey  and 
Rhode  Island  to  91  in  Arizona  and  90  in  South  Carolina.  In  indi- 
vidual counties,  the  range  was  even  wider,  from  no  maternal  deaths 
at  all  for  a  5-year  period  to  rates  of  more  than  200  per  10,000  live 
births.  It  is  well  recognized  that  major  reductions  in  deaths  from 
toxemias  of  pregnancy  and  from  sepsis  associated  with  delivery 
could  be  made  at  once  if  facilities  for  proper  prenatal  and  delivery 
care  were  to  be  made  universally  available.  These  two  causes  to- 
gether account  for  nearly  two-thirds  of  all  maternal  deaths.  Where 
proper  facilities  have  been  made  available,  the  maternal  death  rate 
has  been  reduced  to  about  one-half  that  of  the  country  at  large. 

In  the  death  rate  of  infants  under  one  month  of  age,  there  has  been 
but  slight  decline  during  the  22  years  of  record,  and  no  decline  in  the 
death  rate  on  the  first  day  of  life.  These  deaths  are  closely  associated 
with  the  problems  of  maternity  care  and,  as  in  the  case  of  stillbirths, 
reduction  in  rate  should  result  from  more  skillful  care.  Nearly  one- 
half  of  all  deaths  in  the  first  month  of  life  are  among  prematurely 
born  infants.  With  proper  care  of  the  mothers,  many  premature 
births  could  be  prevented,  and  with  proper  care  of  the  infants,  a  larger 
proportion  could  be  saved. 

Notwithstanding  the  progress  that  has  been  made  in  reducing 
infant  mortality  in  the  first  year  of  life,  there  are  still  each  year  some 
53,000  deaths  of  infants  in  the  second  to  the  twelfth  month  of  life. 
That  these  deaths  are  closely  associated  with  economic  conditions  is 
too  well  known  to  need  discussion.  In  spite  of  great  gains,  there  are 
still  areas  of  the  country  and  special  groups  in  which  the  mortality 
in  this  age  group  is  practically  as  high  today  as  it  was  for  the  country 
as  a  whole  20  years  ago.  Since  1929,  infant  mortality  in  rural  areas 
has  been  higher  than  in  cities.  If  preventive  measures  so  successfully 
applied  in  many  places  can  be  made  available  in  all  cities  and  rural 
areas,  they  should  bring  a  further  reduction  in  our  infant  mortality. 

A  few  salient  facts  will  indicate  the  inadequacy  of  present  provisions 
for  maternal  and  infant  care.  Recent  studies  have  shown  that  many 
women  receive  no  prenatal  care  or  inadequate  care.  In  1936  nearly 
a  quarter  of  a  million  women  did  not  have  the  advantage  of  a  physi- 
cian's care  at  the  time  of  delivery.  In  1936  only  14  percent  of  the 
births  in  rural  areas  occurred  in  a  hospital,  as  contrasted  with  71 
percent  in  cities.    For  the  great  majority  of  the  1,000,000  births 
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attended  each  year  in  the  home  by  a  physician,  there  is  no  qualified 
nurse  to  aid  in  caring  for  the  mother  and  baby. 

Although  progress  is  being  made  under  the  Social  Security  Act  in 
developing  maternal  and  child  health  services,  there  are  still  about 
1,000  counties  in  which  no  public  health  nurse  is  employed  to  serve 
rural  areas.  In  some  rural  areas  one  nurse  must  serve  a  population 
of  as  many  as  25,000  or  more,  whereas  in  cities  she  serves,  on  the 
average,  a  population  of  about  5,000.  Such  a  nurse  is  one  of  the 
first  essentials  of  an  educational  maternal  and  child  health  program. 
She  should  also  be  available  to  aid  the  mother  at  time  of  delivery, 
but  funds  have  not  been  sufficient  to  provide  nursing  care  at  delivery 
or  medical  care,  except  to  a  limited  extent  on  an  experimental  basis. 

It  is  estimated  that  more  than  1,100,000  births  occur  each  year  in 
families  that  are  on  relief  or  have  total  incomes  (including  home  pro- 
duce on  farms)  of  less  than  $1,000.  Health  officers  report  that  many 
expectant  mothers,  because  of  lack  of  funds,  go  without  proper  pre- 
natal care  or  hospital  care  and  do  not  seek  the  services  of  a  physician 
until  too  late  to  save  them  from  serious'  illness  or  death. 

In  most  communities  resources  are  limited  for  providing  medical, 
nursing,  and  hospital  care  at  the  time  of  childbirth.  Certain  com- 
munities, mostly  urban,  have  provided  a  physician's  care  and  hos- 
pital care  through  public  or  private  effort,  but  there  has,  heretofore, 
been  no  planning  on  a  national  scale  to  make  medical  and  nursing 
care  at  the  time  of  delivery  available,  either  in  the  home  or  in  the 
hospital,  for  mothers  in  families  that  cannot  provide  such  care 
unaided. 

SPECIAL  NEEDS  OF  CHILDREN 

The  increasing  proportion  of  persons  in  the  older  age  periods  has 
been  accompanied  by  a  decline  in  the  proportion  of  children  in  the 
population.  The  conservation  of  child  life  is,  therefore,  imperative 
as  a  measure  for  maintaining  in  the  future  the  proportion  of  people 
in  the  productive  ages  necessary  to  an  economically  productive 
nation. 

During  childhood,  exclusive  of  the  first  year,  the  probability  of 
dying  is  less  than  in  adult  life,  but  the  probability  of  being  sick  is 
greater  than  that  for  adults.  Although  the  average  duration  of  ill- 
ness is  less  than  in  la  ter  years,  such  illnesses  often  result  in  protracted 
or  permanent  disability.  In  the  recent  National  Health  Survey  in 
83  cities  it  was  found  that  of  all  children  under  15  years  of  age  having 
illnesses  that  disabled  them  for  7  days  or  more,  28  percent  had  had 
neither  a  physician's  care  nor  hospital  care.  The  proportion  going 
without  such  care  was  largest  among  children  in  families  with  incomes 
of  less  than  $1,000  a  year  but  not  on  relief  (33  percent),  larger  even 
than  among  children  in  families  on  relief  (29  percent). 

In  the  period  1934-36,  on  the  average,  14,000  children  under  15 
years  of  age  died  annually  from  whooping  cough,  measles,  diphtheria, 
and  scarlet  fever ;  35,000  from  pneumonia  and  influenza;  19,000  from 
diarrhea,  enteritis,  and  dysentery;  15,000  from  accidents;  4,000  from 
cardiac  conditions  largely  rheumatic;  and  4,000  from  tuberculosis — 
an  average  annual  total  of  91,000  deaths.  These  figures  represent 
only  a  small  proportion  of  the  .  total  number  of  children  who  are  af- 
fected by  these  conditions  and  who,  though  they  recover,  may  have 
suffered  permanent  injury  to  their  health.  The  proportion  of  deaths 
that  are  preventable  is  not  known,  but  there  is  no  doubt  that  many 
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deaths  and  much  subsequent  ill  health  could  be  prevented  by  such 
measures  as  more  adequate  control  of  communicable  disease,  protec- 
tion of  the  milk  supply,  and  systematic  health  supervision,  and  by 
early  diagnosis  and  prompt  treatment  of  conditions  and  diseases  that, 
without  such  treatment,  tend  to  become  serious  or  chronic. 

In  addition,  there  occur  also  in  childhood  many  relatively  minor 
conditions  that  interfere  with  growth  and  development  or  with  the 
general  health  of  the  child.  Prompt  treatment  of  these  is  often  as 
important  in  preventing  future  disability  as  is  the  treatment  of  more 
serious  diseases. 

Child  health  centers  and  clinics,  to  which  parents,  otherwise  unable 
to  obtain  service,  may  take  their  children  for  health  supervision  or  for 
diagnosis  and  treatment,  are  still  lacking  or  are  insufficient  in  numbers 
in  many  areas.  Reports  from  43  States  show  that  in  1937  there  were 
approximately  6,000  child  health  centers  serving  734  counties,  towns, 
or  other  local  units  in  rural  areas.  About  two-thirds  of  the  rural 
areas  of  the  country  are  not  yet  provided  with  such  centers. 

It  is  estimated  that  over  6  children  in  every  1,000  of  the  population 
under  21  years  of  age  are  crippled  or  seriously  handicapped  by  disease 
or  conditions  such  as  poliomyelitis,  tuberculosis,  birth  injuries, 
injuries  due  to  accidents,  and  congenital  deformities,  who  may  be 
benefited  or  entirely  cured  with  proper  treatment.  It  is  estimated 
that  in  the  northern  parts  of  the  country  at  least  1  percent  of  school 
children  have  rheumatic  heart  disease,  a  condition  largely  remediable 
with  prolonged  care.  Approximately  30  percent  of  all  children  under 
15  years  of  age  have  defective  vision  due  to  refractive  errors.  Ap- 
proximately 5  percent  of  school  children  have  impaired  hearing. 
Approximately  two-thirds  of  all  school  children  have  dental  defects. 
Wide-spread  inadequacy  of  nutrition  is  responsible  for  many  cases 
of  the  deficiency  diseases  in  children,  for  increased  severity  of  much 
illness,  and  for  retardation  in  recovery. 

Great  progress  has  been  made  under  the  crippled  children  provisions 
of  the  Social  Security  Act  in  making  available  orthopedic  and  plastic 
surgical  service,  hospitalization,  and  after-care.  There  is  need  of 
further  provision,  however,  for  children  crippled  or  handicapped  from 
heart  disease,  diabetes,  congenital  syphilis,  injury  due  to  accident, 
and  other  conditions  that  require  prolonged  care  to  insure  recovery 
or  restoration  leading  to  self-support.  The  need  of  facilities  for  hos- 
pital or  convalescent  care  of  children  with  early  rheumatic  heart 
disease  is  particularly  urgent  in  the  northern  parts  of  the  country. 
There  is  great  need  for  discovering  early,  children  with  defects  of 
vision  and  of  hearing,  and  those  with  dental  defects  and  for  providing 
proper  treatment  to  prevent  and  to  remedy  serious  impairment. 

When  it  is  realized  that  13,000,000  of  the  35,000,000  children  under 
15  years  of  age  in  the  United  States  are  in  families  with  incomes  of 
less  than  $800  a  year  or  on  relief,  it  becomes  apparent  that  such 
families  are  able  to  pay  but  little  toward  the  medical  care  necessary 
to  meet  their  children's  needs  and  that  the  problem  of  providing 
sufficient  care  must  be  the  concern  of  government  through  health 
and  welfare  authorities.  The  provision  of  social  services  as  a  basic 
component  part  of  a  strong,  well-coordinated  health  program  is 
essential.  Medical  care  is  more  adequate  and  more  economical  when 
provision  is  made  for  discovery  and  for  assistance  in  overcoming  the 
adverse  social  factors  related  to  disease  or  disability.    The  relation  of 
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measures  directed  toward  the  improvement  of  the  economic  basis  for 
family  life  to  those  for  the  prevention  and  control  of  diseases  and 
disability  is  obvious. 

THE  NEED  FOE  CONSULTATION  SERVICE 

The  general  practitioner  gives,  and  will  continue  to  give,  the 
largest  amount  of  medical  service  to  mothers  and  children. 

However,  for  dealing  with  many  conditions  of  maternity,  for 
diagnosing  and  treating  many  diseases  of  childhood,  and  for  guiding 
development  of  effective  preventive  measures  in  a  community,  the 
general  practitioner  frequently  needs  to  consult  with  a  specialist  in 
obstetrics  or  in  pediatrics.  There  are  many  areas  in  the  United 
States  where  such  specialists  are  not  available  or  are  so  inaccessible 
that  the  cost  of  consultation  service  is  prohibitive.  A  few  State 
agencies  provide  for  a  limited  obstetric  consultation  service,  but  in 
most  States  such  service  is  not  available  through  public  resources. 
Hospitals  with  special  services  for  children  are  not  well  distributed 
geographically  so  as  to  be  available  for  diagnosis  and  treatment  of 
children  in  difficult  cases.  Well-equipped  diagnostic  centers  stra- 
tegically situated  would  fill  a  great  need. 

THE  PROBLEM  IS  NATIONAL 

In  attempting  to  plan  for  more  adequate  provision  of  maternal 
and  child  health  services,  certain  facts  must  be  considered  concerning 
the  distribution  of  children  among  the  several  States  and  geographic 
areas,  especially  as  it  may  be  compared  with  the  distribution  of  adults 
in  the  productive  age  groups  who  must  support  the  children,  the 
national  income,  facilities  for  care  now  available,  and  such  indexes  of 
adequacy  of  care  as  infant  mortality. 

The  ratio  of  births  or  of  children  under  15  to  the  adult  population 
which  must  support  them  and  the  financial  resources  available  for 
their  support  vary  to  a  considerable  extent  in  the  different  States. 
For  instance,  12  States  in  the  Northeast  and  the  District  of  Columbia, 
caring  for  29  percent  of  the  Nation's  children,  receive  41  percent  of 
the  national  income;  whereas,  11  States  in  the  Southeast,  caring  for 
25  percent  of  the  children,  receive  only  12  percent  of  the  national 
income.  Adults  of  productive  age  living  on  farms  must  support 
nearly  twice  as  many  children  proportionately  as  do  adults  of  the 
same  age  groups  in  the  largest  cities.  And  yet  it  is  in  the  rural  areas 
and  in  States  receiving  the  smallest  proportion  of  the  national  income 
that  the  infant  and  maternal  mortality  rates  remain  high  and  the 
facilities  for  care  are  least  adequate.  Any  plan  for  extending  and 
improving  maternal  and  child-health  services  must  take  into  consider- 
ation these  facts. 

PART  II.  RECOMMENDATION  I-B 

With  respect  to  expansion  of  the  maternal  and  child  health  program, 
the  Teclmical  Committee  made  the  following  recommendations  to  the 
Interdepartmental  Committee.  In  presenting  its  report,  the  Com- 
mittee expressed  the  opinion  that  the  recommendations  relative  to 
maternity  care  and  medical  care  of  children,  as  well  as  those  for  general 
public  health  services,  should  be  given  special  emphasis  and  priority 
in  any  consideration  of  a  national  health  program  more  limited  in 
scope  than  that  outlined  in  the  complete  series  of  recommendations. 
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Recommendation  I-B:  Expansion  of  the  existing  Federal-State  coopera- 
tive program  for  maternal  and  child  welfare  services  under  title  V, 
parts  1  and  2,  of  the  Social  Security  Act 

EXPANSION  UNDER  SOCIAL  SECURITY  ACT,  TITLE  V,  PART  1  MATERNAL  AND  CHILD 

HEALTH 

It  is  recommended  that  Federal  participation  in  maternal  and  child 
health  services  under  title  V,  part  1,  of  the  Social  Security  Act  be 
extended  through  increased  authorization  for  appropriation  for  grants- 
in-aid  to  States  over  and  above  the  $3,800,000  now  available  each 
year.  Increasing  Federal  participation  should  allow  for  a  program 
to  provide  facilities  for  care  in  two  general  areas:  (a)  Medical  and 
nursing  care  of  mothers  throughout  the  period  of  maternity  and  of 
their  newborn  infants  throughout  the  neonatal  period;  and  (b)  health 
supervision  and  medical  care  of  children. 

A  plan  of  orderly  expansion  during  the  next  few  years,  which  is 
compatible  with  sound  administration,  and  a  reasonable  program  for 
training  personnel,  follows.  It  assumes  (1)  a  gradual  development  of 
the  program  of  maternity  care  and  care  of  newborn  infants  with  a 
view  to  reaching  the  maximum  Federal  contribution  as  soon  as  may  be 
possible,  but  at  least  not  later  than  the  tenth  year,  and  (2)  a  gradual 
approach  to  a  general  program  of  health  supervision  and  medical  care 
for  children,  which  would  not  reach  desirable  proportions  until  the 
full  medical  care  program  contemplated  in  Recommendation  III  or 
IV  is  in  effect.  Administrative  procedure  would  be  designed  to  allow 
for  continued  expansion  of  the  program  of  health  supervision  and 
medical  care  of  children  under  title  V,  and  for  cooperation  with  other 
plans  which  may  develop  for  medical  care. 

Plan  of  expansion. — Fundamental  to  the  expansion  of  the  program 
for  maternity  care  and  medical  care  of  children  is  further  increase  in 
the  basic  local  health  services,  including  health  supervision  of  preg- 
nant women  and  of  infants  and  preschool  children  by  local  physicians, 
public  health  nursing  services,  health  supervision  of  school  children, 
and  the  services  of  dentists,  nutritionists,  health  educators,  and 
medical  social  workers. 

Expansion  and  improvement  of  the  program  should  be  along  three 
lines: 

1 .  Expansion  of  facilities  for  conservation  of  health  of  mothers  and 
their  newborn  infants  should  provide  for — 

Medical  care  of  mothers  and  their  newborn  infants  throughout  the 
period  of  maternity  and  the  neonatal  period,  including  care  of  the 
mothers  at  delivery  in  the  home  or  in  hospital,  and  of  their  newborn 
infants,  by  qualified  local  physicians  with  the  aid  of  specialized  con- 
sultants, assisted  by  nurses,  preferably  public  health  nurses,  trained  in 
obstetric  nursing  procedure. 

Facilities  for  expert  diagnosis  and  care  in  diagnostic  or  consultation 
centers  and  in  the  home. 

Hospital  care  as  necessary  for  medical,  social,  or  economic  reasons. 

2.  Expansion  of  facilities  for  the  conservation  of  the  health  of 
children  should  provide  for — 

Health  supervision,  medical  care,  and,  when  necessary,  hospitaliza- 
tion of  older  infants  and  children — the  health  supervision  and  medical 
care  to  be  provided  by  qualified  local  physicians,  with  the  aid  of  spe- 
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cialized  consultants  in  local  consultation  or  diagnostic  centers,  or  else- 
where when  the  ill  child  cannot  be  brought  to  the  center. 

3.  Increased  opportunities  for  postgraduate  training  of  professional 
personnel — medical,  nursing,  and  medical-social — will  be  essential  in 
order  to  provide  qualified  personnel  to  carry  out  the  program.  Addi- 
tional centers  for  such  training,  especially  for  postgraduate  instruction, 
would  have  to  be  established. 

Estimates  of  cost  oj  proposed  program. — To  provide  for  such  an 
expanding  program,  authorization  for  increased  appropriations  for 
grants-in-aid  to  States  under  title  V,  part  1,  of  the  Social  Security 
Act,  would  be  necessary.  Estimates  of  cost  of  care  and  of  the  amounts 
to  be  authorized  for  appropriation  by  the  Federal  Government  have 
been  made  (1)  for  maternity  care  and  care  of  newborn  infants,  and 
(2)  for  health  supervision  and  medical  care  of  children.  The  estimates 
for  (1)  maternity  care  are  based  on  the  needs  of  families  on  relief  or 
with  incomes  (including  home  produce  on  farms)  of  less  than  $1,000  a 
year.  There  are  in  these  families  approximately  1,100,000  births 
annually  (live  births  and  stillbirths).  The  estimates  for  (2)  care  of 
children  are  based  on  the  number  of  children  under  16  years  of  age 
in  that  third  of  the  population  in  need  of  financial  assistance  in  obtain- 
ing basic  health  and  medical  services,  approximately  13,000,000. 

Estimates  for  maternity  care  and  care  of  newborn  infants:  Esti- 
mates have  been  prepared  including  cost  of  (1)  medical,  nursing,  and 
hospital  care;  (2)  development  and  maintenance  of  10,000  additional 
maternal  and  child  health  consultation  centers  to  serve  smaller  cities, 
towns,  and  rural  areas;  (3)  development  of  centers  for  postgraduate 
education  of  physicians,  nurses,  medical-social  workers;  and  (4) 
Federal  and  State  administration. 

The  total  cost  to  Federal,  State,  and  local  governments  for  mater- 
nity care  and  care  of  newborn  infants  in  families  at  the  income  levels 
specified,  is  estimated  to  be  approximately  $95,000,000.  Maximum 
Federal  participation,  including  cost  of  administration,  demonstration, 
and  investigation,  is  estimated  to  be  approximately  $47,500,000.  It  is 
recommended  that  for  the  first  year  of  the  expanding  program  author- 
ization for  appropriation  under  title  V,  part  1,  of  the  Social  Security 
Act,  be  increased  for  maternity  care  and  care  of  infants  by  approxi- 
mately $4,500,000.  Further  increases  would  depend  on  the  rate  of 
expansion  of  the  program,  but  it  is  estimated  that  an  appropriation 
by  the  Federal  Government  of  not  less  than  $25,000,000  should  be 
reached  by  the  fifth  year  and  the  full  amount  in  at  least  10  years. 

Estimates  for  health  supervision  and  medical  care  of  children:  The 
unit  cost  of  providing  a  minimum  of  essential  medical  services  for 
children  is  estimated  to  be,  on  the  average,  $10  per  child  per  year;  it 
is  recognized,  of  course,  that  in  individual  cases  the  actual  expenditures 
would  vary  from  much  less  to  much  more  than  this  average  figure. 
The  average  cost  is  intended  to  include  increased  facilities  for  health 
supervision  by  local  physicians  and  public  health  nurses,  minimum 
essential  services  of  general  practitioners  and  specialists  for  the  care 
of  sick  children,  necessary  medical  social  services,  hospitalization,  and 
other  types  of  special  services  in  minimum  amounts.  This  estimate 
is  supplementary  to  the  sums  now  being  spent  for  medical  care  of 
children  by  individual  families  with  low  incomes  or  by  communities, 
and  represents  about  half  the  cost  of  reasonably  adequate  services 
such  as  are  contemplated  under  Recommendation  IV. 
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The  over-all  cost  of  providing  medical  care  at  this  rate  to  the 
13,000,000  children  under  16  years  of  age  in  the  third  of  the  popula- 
tion in  need  of  financial  assistance  in  obtaining  basic  health  and 
medical  services  would  be  approximately  $130,000,000  a  year. 

To  make  available  at  this  time  a  portion  of  this  amount  in  connec- 
tion with  the  program  of  health  supervision  of  infants  and  children 
under  title  V,  part  1,  it  is  recommended  that  sums  to  provide  for  a 
gradually  expanding  program  under  this  title  be  authorized  for  ap- 
propriation by  the  Federal  Government.  For  the  first  year  of  the 
program  it  is  estimated  that  an  authorization  for  appropriation  of 
$3,000,000  would  be  needed.  Annual  increases  thereafter  would  de- 
pend on  the  rate  of  expansion  of  the  program,  but  it  is  estimated  that 
an  appropriation  by  the  Federal  Government  of  not  less  than 
$15,000,000  should  be  reached  by  the  fifth  year  and  not  less  than 
$30,000,000  at  least  by  the  tenth  year.  It  is  recognised  that  these 
amounts  are  considerably  less  than  the  full  amounts  needed  for  a 
complete  program.  However,  the  difference  would  be  reduced  by  the 
provisions  of  Recommendations  II  and  III,  which  would  supplement 
the  recommendations  submitted  here. 

EXPANSION  UNDER  SOCIAL  SECURITY  ACT,  TITLE  V,  PART  2 — SERVICES  FOR  CRIPPLED 

CHILDREN 

It  is  recommended  that  Federal  participation  in  services  for 
crippled  children  under  title  V,  part  2,  of  the  Social  Security  Act  be 
extended  through  increased  authorization  for  appropriations  for 
grants-in-aid  to  States  over  and  above  the  $2,850,000  now  available 
each  year  for  the  purpose  of  meeting  the  needs  of  additional  children 
who  by  reason  of  serious  physical  handicap  require  prolonged  care  of 
the  kind  already  provided  under  existing  programs.  Increasing 
Federal  participation  should  allow  for  an  expansion  of  program  as 
follows: 

Increased  facilities  for  orthopedic  and  plastic  services  for  the  care  of 
children  who  are  crippled  or  suffering  from  conditions  that  lead  to 
crippling  from  diseases  of  bones,  joints,  or  muscles. 

Increased  facilities  for  care  of  children  who  are  suffering  from  heart 
disease,  injury  due  to  birth  or  accident,  or  other  diseases  or  conditions 
that  require  prolonged  care  to  insure  recovery  or  restoration  leading 
to  self-support. 

This  program  should  be  closely  related  to  the  proposed  expanding 
program  of  general  health  and  medical  services  to  children  under 
part  1  of  title  V,  and  should  be  directed  toward  the  care  of  children 
whose  physical  needs  or  social  needs  arising  out  of  their  physical 
condition  require  especially  intensive  service.  For  the  first  year  of 
the  expanded  program  it  is  estimated  that  authorization  for  an 
additional  appropriation  of  Federal  funds  of  $2,000,000  would  be 
needed  and  that  an  amount  of  not  less  than  $5,000,000  would  be 
needed  by  the  fifth  year.  The  amounts  required  after  that  period 
would  be  determined  on  the  basis  of  experience. 

FEDERAL  PARTICIPATION  AND  PARTICIPATION  BY  STATES  AND  LOCAL  COMMUNITIES 

The  first  few  years  of  expansion  of  the  programs  for  maternity 
care  and  health  conservation  and  medical  care  of  children  and  services 
for  crippled  children  may  be  expected  to  be  a  period  of  development 


40 


HEALTH  SECURITY 


and  equalization  of  services  and,  therefore,  one  in  which  Federal 
financial  participation  would  be  relatively  large,  supplementing 
present  expenditures  by  the  States  or  local  communities.  Increasing 
financial  participation  by  the  States  would  be  encouraged.  In  de- 
termining the  extent  to  which  each  State  would  be  eligible  for  Federal 
aid,  account  would  be  taken  of  (1)  the  ability  of  States  to  provide 
for  support  of  necessary  services,  and  (2)  the  need  for  maternal  and 
child  care  as  shown  by  mortality  and  morbidity  rates,  present  facilities 
for  care  of  mothers  and  children,  personnel  in  need  of  training  and 
facilities  for  training,  and  the  need  for  services  for  crippled  children 
as  shown  by  the  number  of  such  children  in  need  of  care  and  the  cost 
of  providing  care. 

SUMMARY 

The  opportunity  is  before  us  to  make  a  major  gain  in  our  provision 
for  the  health  of  mothers  and  children.  The  proposed  program  calls 
for  extension  of  our  health  services  into  all  parts  of  the  United  States, 
for  an  expansion  of  the  program  to  fill  gaps  in  existing  services,  for 
more  adequate  facilities  for  training  professional  workers,  and  for 
cooperation  of  public  agencies  with  the  medical,  dental,  nursing,  and 
social  service  professions  to  make  sure  that  medical  and  related  services 
are  available  to  mothers  and  children  of  all  income  groups  and  in  all 
parts  of  the  United  States. 

The  proposed  program  contemplates  during  the  first  year  an  in- 
creased expenditure  by  the  Federal  Government  through  grants  to 
States  as  follows: 

Maternity  care  and  care  of  newborn  infants   $4,  500,  000 

Medical  care  of  children   3,  000,  000 

Services  for  crippled  children   2,  000,  000 

During  succeeding  years,  the  program  would  be  expanded  gradually, 
reaching  at  least  by  the  tenth  year  a  proposed  Federal  expenditure  of 
$47,500,000  for  maternity  care  and  care  of  newborn  infants,  $30,000,- 
000  for  medical  care  of  children,  and  $5,000,000  for  services  to  crippled 
children. 

Hospital  Facilities 
part  i.  status  and  need  of  hospital  facilities 

No  scheme  for  promoting  the  Nation's  health  can  be  considered 
complete  or  wholly  effective  that  does  not  give  due  consideration  to 
hospitals.  The  growing  importance  of  these  institutions  arises  from 
a  variety  of  causes.  Chief  among  these  is  the  fact  that  the  home  and 
the  family  structure  are  less  suited  to  the  needs  of  the  sick  than  they 
were  even  a  generation  ago.  As  medicine  advances  scientifically,  the 
facilities  represented  by  a  hospital  become  more  essential  for  accurate 
diagnosis  and  proper  care.  Every  indication  suggests  that  this  trend 
will  continue  and  perhaps  at  an  accelerating  rate.  While  general 
statements  such  as  these  apply  to  all  hospitals,  a  special  set  of  cir- 
cumstances with  respect  to  status  and  need  is  associated  with  hos- 
pitals of  separate  categories.  Sufficient  definition  of  these  points  is 
attained  by  classifying  hospitals  according  to  three  medical  types: 
General,  tuberculosis,  and  mental.  Because  Federal  hospitals  admit 
selected  beneficiaries  drawn  from  the  Nation  as  a  whole,  they  have 
been  omitted  from  the  estimates  of  needs  since  this  report  is  a  dis- 
cussion of  community  facilities  that  may  be  assigned  in  some  measure 
to  population  groups. 
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GENERAL  HOSPITALS 

The  growth  of  general  hospitals  in  this  country  has  been  closely 
related  to  advances  in  surgery.  In  the  main,  their  development  may 
be  credited  to  charitable  impulse  and  to  private  enterprise.  Accord- 
ing to  returns  of  1937,  general  hospitals  which  meet  the  registration 
requirements  of  the  American  Medical  Association  u amber  about 
4,500.  Slightly  more  than  half  of  these  are  operated  by  corporations 
not  organized  for  profit,  roughly  one-third  are  proprietary  and  con- 
ducted without  restriction  as  to  the  use  of  income,  while  State  and 
local  governments  participate  to  the  extent  of  about  15  percent  as 
operating  agents.  These  proportions  change  somewhat  when  facili- 
ties are  computed  on  the  basis  of  beds,  since  Government  hospitals 
tend  to  be  large,  nonprofit  of  medium  size,  and  the  proprietary  very 
small.  The  410,000  beds  in  general  hospitals  are  distributed  by 
control  as  follows:  About  27  percent  are  in  hospitals  of  State  and  local 
governments,  62  percent  in  nonprofit  hospitals,  and  about  11  percent 
are  in  proprietarily  owned  hospitals. 

Source  of  income. — Closely  allied  to  control  of  hospitals  is  their 
source  of  income.  Governmental  hospitals,  as  one  might  expect,  are 
supported  mainly  through  taxation;  on  the  other  hand,  fees  collected 
directly  from  patients  furnish  70  percent  of  the  income  for  nonprofit 
hospitals,  and  for  the  proprietary  group,  more  than  90  percent. 
Endowments  produce  about  6  percent  of  the  income  for  nonprofit 
hospitals  and  they  obtain  in  gifts  an  amount  of  perhaps  the  same 
magnitude,  but  income  from  these  sources  is  negligible  for  the  pro- 
prietary group.  Payments  made  by  governments  to  nonprofit  and 
proprietary  hospitals  for  the  care  of  public  charges  were  larger  in  1935 
than  the  total  of  all  private  gifts.  Thus,  one  may  observe  that  most 
of  the  free  and  part-pay  service  of  voluntary  hospitals  must  be  ac- 
complished by  passing  the  costs  on  to  patients  who,  through  payment 
of  over-charges,  create  the  necessary  reserve.  Individual  hospitals, 
particularly  in  large  cities,  may  constitute  an  exception  to  this 
general  rule. 

Distribution. — The  general  hospital  is  predominantly  an  institution 
of  population  centers.  Among  the  counties  of  the  United  States, 
1,338,  or  over  40  percent,  do  not  contain  a  registered  general  hospital. 
True,  most  of  these  counties  are  not  populous,  yet  nearly  one-third 
of  them  have  15,000  or  more  inhabitants;  and  in  the  aggregate, 
counties  without  hospitals  contain  about  17,000,000  people.  Remote- 
ness from  metropolitan  centers,  a  very  small  percentage  of  urban 
population,  and  low  tax  income  also  characterize  the  counties  without 
hospitals. 

The  ratio  of  beds  per  1,000  population  exceeds  5.2  in  23  of  the  large 
city-counties  having  more  than  200,000  inhabitants  and  averages  4.9 
for  all  of  the  counties  of  this  type,  the  population  of  which  totals 
47,000,000  persons.  When  hospital  facilities  according  to  States  are 
related  to  the  combined  population  residing  in  areas  designated  as 
metropolitan  in  character  by  the  United  States  Census  Bureau,  to- 
gether with  counties  immediately  adjacent  thereto,  it  is  found  that 
hospital  facilities  exceed  4.7  beds  per  1,000  persons  in  such  areas  for 
25  percent  of  the  States.  In  the  areas  beyond  these  metropolitan 
counties  3.1  beds  or  more  per  1,000  are  found  in  25  percent  of  the 
States.  Voluntary  hospitals,  be  it  recalled,  are  predominant  among 
those  of  general  medical  type.    Therefore  it  is  to  be  expected  that 
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economic  opportunities  must  have  had  greater  weight  than  social 
needs  in  determining  the  present  distribution  of  hospitals  with 
respect  to  population. 

Self-evident,  though  often  overlooked,  is  the  fact  that  mere  presence 
of  a  hospital  in  a  county  or  one  adjoining  may  have  little  meaning  to 
underprivileged  people  unless  funds  for  meeting  the  costs  of  service  are 
assured.  Previously,  it  was  stated  that  proprietary  hospitals  subsist 
almost  exclusively  on  fees  collected  directly  from  patients,  and  those 
classed  as  nonprofit  derived  more  than  70  percent  of  their  income  from 
this  source,  and  that  governmental  hospitals  are  as  a  class  supported 
through  taxation.  On  combining  location  with  ownership,  the  data 
indicate  very  clearly  that  general  hospital  service  is  not  available  to  a 
very  large  segment  of  the  population  either  through  faulty  location  of 
the  hospital  or  because  the  potential  patient  is  unable  to  purchase 
service.  Specifically,  the  data  at  hand  show  that  among  the  1,737 
counties  with  local  general  hospitals,  519  have  nothing  but  proprietary 
institutions;  786  are  served  by  nonprofit  hospitals  alone  or  in  conjunc- 
tion with  those  proprietarily  owned;  and  only  432  counties  contain 
local  tax-supported  facilities. 

The  counties  with  city-county  institutions  represent  a  total  popula- 
tion of  about  59,000,000,  which  is  largely  urban  in  character.  Other 
checks  such  as  per  capita  expenditures  by  governments  for  hospitali- 
zation, and  days  of  care  reported  by  representative  samples  of  popula- 
tion emphasize  over  again  that  people  of  low  income  obtain  little  hos- 
pital service  except  in  areas  having  a  reasonable  proportion  of  tax- 
supported  or  endowed  beds.  In  the  smaller  towns  and  rural  areas, 
admission  of  the  poor  to  bed  care  usually  signifies  an  acute  emergency 
necessitating  surgical  intervention.  Exceptions  to  this  statement  are 
found  in  a  few  counties  where  governmental  general  hospitals,  and  in 
a  few  States  where  State-supported  general  hospitals  meet  a  part  of 
the  need. 

The  amount  of  chronic  disease  and  the  need  and  economy  of  ade- 
quate care  has  been  demonstrated  by  the  National  Health  Survey. 
Some  chronic  patients  require  diagnostic  and  treatment  services 
equivalent  to  those  of  an  acute  hospital  case;  others  need  only  skilled 
nursing  or  custodial  care  after  their  condition  has  been  diagnosed. 

Use  of  hospital  facilities. — The  average  daily  census  of  patients  in 
general  hospitals  is  equivalent  to  70  percent  of  the  bed  capacity. 
Broadly  speaking,  the  facilities  of  large  and  medium-sized  capacity 
are  utilized  more  fully  than  those  of  small.  Average  occupancy  of 
beds  is  less  than  50  percent  of  full  capacity  in  those  hospitals  that 
depend  for  revenue  on  payments  by  patients,  while  the  great  majority 
of  tax-supported  beds  approach  full  utilization.  At  certain  seasons 
of  the  year,  many  tax-supported  hospitals  experience  overcrowded 
conditions.  In  the  range  between  these  extremes,  occupancy  of 
hospital  beds  is  inversely  related  to  the  percentage  of  income  that  is 
derived  from  patients.  The  proportion  of  hospital  income  that  is 
obtained  from  different  sources  may  therefore  be  used  as  a  measure 
of  their  ability  to  serve  different  economic  groups  in  the  population. 
Obviously  the  economic  barrier  between  need  and  service  must  work 
its  greatest  hardship  in  those  areas  where  no  provisions  are  made 
in  the  scheme  of  hospital  finance  for  necessitous  persons. 

Stability  of  hospitals. — Another  point  bearing  on  service  for  a  com- 
munity is  the  assurance  of  uninterrupted  hospital  operation.  In 
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relation  to  this  point,  the  data  show  continuity  of  existence  during  the 
study  period  (1928-36)  for  83  percent  of  government  hospitals,  73 
percent  of  hospitals  classed  as  church  and  corporation,  and  37  percent 
of  those  operated  by  individuals  and  partners.  It  is  impossible  to 
separate  the  effects  of  management  from  finance  on  this  behavior, 
since  the  two  are  so  intimately  tied  together.  Sufficient  is  the  ob- 
servation that  the  constant  needs  of  illness  cannot  be  met  by  such 
ephemeral  institutions  as  the  proprietary  group. 

TUBERCULOSIS  SANATORIA 

In  that  section  of  the  Technical  Committee's  report  entitled  "Ex- 
pansion of  General  Public  Health  Services,"  recommendations  are 
made  with  respect  to  case-finding  procedures  and  grants-in-aid  for 
bed  care  of  the  tuberculous.  Therein  it  was  also  contemplated  that 
the  sanatorium  should  take  a  vital  part  in  an  integrated  program  for 
control  of  the  disease.  This  scheme  of  health  organization  is  not 
possible  for  many  sections  of  the  United  States  because  the  institu- 
tions do  not  exist  or  they  lack  resources  in  the  way  of  personnel  and 
funds. 

Existing  facilities. — Facilities  for  the  United  States  as  a  whole  are 
represented  by  65,000  sanatorium  beds  and  22,000  beds  set  apart  for 
the  care  of  the  tuberculous  in  hospitals  of  other  types.  Of  the  beds 
in  sanatoria  proper,  80  percent  are  operated  by  State  and  local  govern- 
ments and  20  percent  by  nonprofit  and  proprietary  agencies.  The 
great  majority  of  those  beds  not  in  sanatoria  also  are  under  govern- 
mental control.  More  than  half  of  them  are  attached  to  institutional 
infirmaries  and  therefore  are  not  available  for  a  general  control 
program. 

Source  of  support  and  use  of  tuberculosis  facilities. — As  in  the  case  of 
general  hospitals,  source  of  financial  support  is  the  main  factor  deter- 
mining the  extent  to  which  available  beds  are  used.  For  example, 
occupancy  of  beds  rises  to  92  percent  of  capacity  where  less  than  10 
percent  of  the  cost  is  defrayed  through  fees  collected  from  patients; 
and  it  falls  to  67  percent  when  patients  furnish  more  than  90  percent 
of  the  revenue.  Bed  care  in  tax-supported  institutions,  as  a  rule,  is 
furnished  without  cost  to  the  patient,  while  the  opposite  financial 
arrangement  obtains  in  private  sanatoria,  except  for  a  fairly  signifi- 
cant proportion  of  persons  that  are  maintained  there  at  public  expense. 
Since  such  a  small  proportion  of  patients  meets  the  costs  of  their  care, 
financial  barriers  that  commonly  exist  between  patients  and  medical 
service  offer  no  great  handicap  to  reasonably  full  use  of  existing 
facilities  for  bed  care  of  the  tuberculous.  The  immediate  need, 
insofar  as  institutional  care  may  be  concerned,  is  for  increasing  the 
existing  number  of  beds. 

MENTAL  INSTITUTIONS 

For  all  practical  purposes,  institutional  care  of  persons  with  mental 
disorders  may  be  regarded  as  a  monopoly  of  State  and  local  govern- 
ments. Together  they  operate  509,000  beds  or  about  96  percent  of 
the  total  in  mental  hospitals.  The  State  government  being  the 
principal  operating  agency,  institutions  are  large  and  service  is 
organized  on  a  State-wide  basis.  While  it  is  true  that  there  are  52 
institutions  of  nonprofit  and  182  of  proprietary  classification,  these 
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places  maintain  only  4  percent  of  the  beds.  Furthermore,  private 
institutions  serve  in  particular  the  well-to-do. 

Data  which  describe  the  manifest  demands  on  facilities  for  mental 
patients  are  found  in  the  percentage  of  occupancy  reported  by  hospitals 
under  the  various  types  of  control.  The  median,  or  middle,  nonprofit 
hospital  reported  80  percent  of  all  available  beds  in  use,  while  63 
percent  of  the  beds  were  occupied  in  the  median  proprietary  hospital. 
Tax-supported  mental  hospitals  reported  crowded  conditions.  In 
the  median  hospital,  under  State  control,  96  percent  of  all  beds  were 
utilized,  while  an  occupancy  of  94  percent  was  reported  bv  the  median 
city  or  county  hospital.  Governmental  hospitals  for  persons  with 
mental  disorders  may  be  characterized  as  follows:  They  are  large  and 
they  are  fully  occupied.  Nongovernmental  hospitals  on  the  other 
hand,  are  small  and  less  completely  filled. 

FUNCTIONS  OTHER  THAN  BED  CARE 

Out-patient  services. — Ambulatory  sick  in  any  community  exceed  in 
number  those  requiring  bed  care.  The  hospital  out-patient  depart- 
ment, commonly  spoken  of  as  the  free  dispensary,  is  a  device  that  has 
demonstrated  many  advantages  for  meeting  the  needs  of  the  sick  poor 
who  are  able  to  come  to  some  fixed  point.  Aside  from  lowered  service 
costs  that  accrue  from  volume  of  work,  the  clinic  brings  together 
specialists  representing  various  branches  of  medicine  at  a  place  where 
they  have  access  to  laboratory  services,  X-ray,  and  similar  aids  to 
diagnosis  and  therapy.  Since  hospital  out-patient  departments  may 
be  utilized  in  carrying  out  Recommendation  III  (Medical  care  for  the 
medically  needy),  this  type  of  facility  should  be  considered  in  any 
scheme  of  hospital  organization.  At  the  present  time  out-patient  de- 
partments are  not  sufficiently  numerous  or  widespread  to  afford  a 
basis  of  operation. 

By  using  organized  out-patient  departments  of  general  hospitals  as 
a  measure  of  resources,  both  the  deficiency  and  the  uneven  distribu- 
tion of  such  units  become  even  more  apparent  than  was  the  case  for 
hospital  beds.  According  to  available  information,  there  are  some 
770  organized  out-patient  departments  that  operate  in  connection 
with  general  hospitals.  About  35  percent  of  government  hospitals 
and  20  percent  of  nonprofit  hospitals  afford  this  type  of  service  for  the 
destitute  and  very  low-income  groups  of  the  population.  Clearly 
defined  departments  of  this  type  do  not  seem  to  be  a  feature  of  pro- 
prietary hospitals.  Even  more  than  hospitals,  general  out-patient 
departments  are  institutions  peculiar  to  large  cities.  Each  of  the 
cities  above  250,000  population  reports  one  or  more  out-patient  de- 
partments, while  only  2  percent  of  cities  below  10,000  have  such 
resources.  It  is  not  until  cities  reach  50,000  that  more  than  half  of 
them  are  provided  with  this  type  of  service. 

As  a  general  rule,  mental  and  tuberculosis  hospitals  are  not  so 
situated  that  organized  out-patient  departments  can  become  a  regular 
feature  of  their  service.  Services  for  patients  of  these  types  are  more 
frequently  associated  with  general  hospitals.  In  all,  145  out-patient 
departments  reported  psychiatric  clinic  divisions,  and  of  these,  115 
were  associated  with  general  hospitals.  Similarly,  of  the  201  depart- 
ments reporting  tuberculosis  clinic  divisions,  140  had  general  hospital 
sponsorship. 
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Development  through  hospitals  of  service  for  the  ambulatory  sick 
is  contemplated  in  the  proposed  program  of  hospital  development. 
In  some  instances,  the  arrangement  can  be  quite  informal,  involving 
little  more  than  the  use  of  regular  hospital  equipment.  Where  the 
problem  of  caring  for  dependent  and  medically  needy  persons  is  of 
sufficient  magnitude,  an  out-patient  department  should  become  a 
definite  unit  in  the  hospital  organization.  For  areas  remote  from 
hospitals,  it  will  be  necessary  to  develop  centers  with  special  equip- 
ment for  diagnosis  and  treatment.  Such  facilities  may  be  used  jointly 
by  the  practicing  physician  and  the  public  health  agencies. 

Influence  on  medical  practice. — Over  and  above  the  bed  care  and 
the  ambulatory  service  commonly  associated  with  hospitals,  many 
students  of  administrative  medicine  conceive  of  the  hospital  as  having 
in  its  own  right  a  reputation  and  a  body  of  traditions — in  other  words, 
an  institution  with  a  personality.  The  Committee  believes  it  is 
feasible,  through  proper  equipment  and  staff  arrangement,  for  hos- 
pitals to  become  institutions  for  elevating  medical  practice  and  for 
extending  various  types  of  care  to  all  groups  of  the  population. 

PART  II.   RECOMMENDATION  II 

From  the  foregoing  facts  and  from  others  that  might  be  adduced, 
one  should  readily  perceive  that  there  are  deficiencies  in  the  present 
scheme  of  organization  which  serve  to  limit  the  usefulness  of  hospitals 
to  patients  and  circumscribe  their  influence  on  medical  practice. 
These  deficiencies  include  insufficient  number  of  institutions  and  beds, 
improper  location,  incomplete  services,  and  inadequacy  of  financial 
support;  they  apply  in  varying  combinations  to  hospitals  of  different 
classification.  In  some  degree,  recommendations  submitted  by  the 
Technical  Committee  regarding  public  support  of  hospital  care  for 
necessitous  persons  will  bring  about  greater  use  for  existing  facilities. 
Such  action  alone  would  be  only  a  half-way  measure;  further  con- 
struction, additions  to  equipment,  extension  of  services,  and  broaden- 
ing of  the  basis  for  financial  support  are  indicated.  To  this  end,  the 
Technical  Committee  submits — 

Recommendation  II:  Federal  grants-in-aid  for  the  construction  of  needed 
hospitals  and  similar  facilities,  and  special  grants  on  a  diminishing 
basis  towards  defraying  the  operating  costs  of  these  new  institutions 
in  the  first  3  years  of  their  existence 

EXPANSION  OF  GENERAL  HOSPITALS 

Since  the  demand  for  service  in  general  hospitals  is  conditioned 
so  largely  by  ability  of  patients  to  pay,  local  experience  with  respect 
to  use  may  not  always  be  taken  as  a  reliable  measure  of  need.  This 
is  particularly  true  of  rural  areas  since  there  so  large  a  percentage  of 
the  beds  are  supported  by  fees  from  patients.  For  urban  areas, 
especially  the  populous  ones,  beds  in  more  reasonable  proportions 
are  free  or  obtainable  at  less  than  maintenance  cost;  there  the  ratio 
of  beds  may  run  as  high  as  9.5  per  1,000  population,  while  for  the 
median  city-county  containing  more  than  200,000  inhabitants,  the 
ratio  is  4.3  per  1,000  population. 

Again  taking  for  a  base  metropolitan  areas  as  designated  by  the 
United  States  Census  Bureau  plus  counties  immediately  adjacent, 
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the  average  ratio  is  4.1  per  1,000  population.  Despite  the  financial 
restrictions  which  now  limit  hospital  utilization,  72,000,000  people 
residing  in  such  trade  areas  have  seen  fit  to  establish  average  facilities 
approaching  the  standard  of  adequacy  so  frequently  set  by  professional 
judgment,  namely,  4.5  hospital  beds  per  1,000  population. 

Bed  accommodations  also  vary  with  States  from  1.26  to  5.5  per 
1,000  population,  with  a  figure  of  3.1  representing  the  median  State. 
To  bring  all  State  averages  up  to  4.5  will  require  the  addition  of 
180,000  beds.  Some  of  these  beds  would  be  added  to  existing  hos- 
pitals, but  most  of  them  would  call  for  new  units  to  be  located  in 
areas  now  without  hospitals  or  having  hospitals  whose  physical  or 
financial  deficiencies  preclude  their  becoming  true  community  insti- 
tutions. There  is  need  for  at  least  500  hospitals  in  areas  largely  rural 
in  character.  Those  hospitals  would  be  primarily  small  (30  to  60  bed) 
institutions.  The  large  number  of  beds  needed  for  chronic  patients 
should  usually  be  provided  in  association  with  general  hospitals. 

EXPANSION  OF  TUBERCULOSIS  SANATORIUM  FACILITIES 

By  following  the  generally  accepted  measure  of  institutional 
accommodations,  namely,  beds  per  annual  death,  one  finds  that  the 
ratio  for  the  United  States  as  a  whole  is  1.15.  Ratios  for  individual 
States  vary  from  2.75  down  to  0.20;  only  5  States  have  two  or  more 
beds  per  annual  death,  while  in  26  States  this  figure  is  less  than  one. 
Nine  States  do  not  make  legal  provision  for  sanatoria;  five  of  these 
subsidize  care  at  local  institutions,  but  in  four  States  no  State-wide 
provisions  are  made  for  hospitalizing  patients.  Clinical  experience 
has  demonstrated  that  two  beds  per  annual  tuberculosis  death  are 
required  for  hospitalization  of  the  tuberculous  in  areas  having  a 
reasonably  aggressive  case-finding  program.  To  bring  facilities  of 
the  whole  country  up  to  this  standard  after  allowing  for  a  continuing 
reduction  in  number  of  deaths  would  require  the  addition  of  approxi- 
mately 50,000  beds.  Some  of  these  beds  may  be  incorporated  into 
existing  general  hospitals  and  sanatoria,  but  in  several  States  entirely 
new  institutions  should  be  established. 

EXPANSION  OF  MENTAL  INSTITUTION  FACILITIES 

The  ratio  of  beds  to  population  varies  with  the  States  from  6.88 
down  to  1.96.  The  State  represented  by  the  upper  quartile  has  4.8 
beds  per  1,000,  while  3.86  beds  expresses  the  median  State.  States 
on  the  upper  25  percent  performance  level  contain  about  one-fourth 
of  the  total  population  of  the  United  States.  While  no  absolute  figure 
in  beds  can  be  taken  to  express  the  needs  for  institutional  accommoda- 
tions, there  is  every  reason  to  suppose  that  provisions  already  made  by 
States  in  the  upper  25  percent  group  are  not  in  excess  of  actual  demand 
as  shown  by  occupancy  in  excess  of  rated  capacity.  The  lower  figure 
for  this  group,  namely,  4.8  beds,  may,  therefore,  be  taken  as  a  reason- 
able standard  that  is  amply  supported  by  experience. 

To  bring  the  ratios  of  beds  to  population  in  all  States  up  to  this 
standard  of  4.8  would  require  the  addition  of  130,000  beds  to  existing 
accommodations.  Most  of  these  new  beds  would  serve  to  augment 
facilities  especially  of  those  States  now  having  insufficient  accommo- 
dations. Existing  institutions  might  be  enlarged  or  new  units  could 
be  established  as  local  circumstances  warrant. 
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TEMPORARY,  3-YEAR,  MAINTENANCE  GRANTS 

Attention  is  here  directed  to  the  financial  need  of  newly  constructed 
hospital  accommodations  of  the  several  classes — general,  mental,  and 
tuberculosis.  Since  most  of  these  beds  are  to  be  placed  in  areas  of 
low  wealth,  States  and  local  communities  might  encounter  some  diffi- 
culty in  taking  over  rapidly  the  added  financial  burden.  A  special 
program  is  therefore  contemplated  to  provide  Federal  grants-in-aid 
for  the  maintenance  of  new  institutions  or  additional  beds  during  the 
first  three  years  of  their  operation. 

ESTIMATED  COSTS  FOR  CONSTRUCTION 

General  hospitals  and  diagnostic  centers. — When  computed  on  the 
basis  of  $3,500  per  bed,  exclusive  of  land  value,  the  construction  costs 
of  general  hospitals,  aggregating  180,000  beds,  entails  an  outlay  of  not 
less  than  $630,000,000,  of  which  approximately  $60,000,000  would  be 
for  rural  hospitals.  In  remote  rural  areas,  not  readily  accessible  to  a 
hospital  center,  provision  should  be  made  for  the  construction  of 
health  and  diagnostic  centers  to  serve  both  the  practicing  physicians 
and  the  public  health  agencies.  As  an  initial  development,  not  less 
than  500  such  centers  should  be  contemplated,  entailing  a  gross 
expenditure  of,  roughly,  $15,000,000. 

Tuberculosis  hospitals. — By  assuming  an  average  cost  per  bed  of 
$3,000,  the  total  expenditure  thus  incurred  for  construction  of  50,000 
beds  would  be  in  the  neighborhood  of  $150,000,000. 

Mental  institutions. — The  erection  of  mental  hospitals  to  accommo- 
date 130,000  beds  costing  $2,500  each  would  necessitate  a  total  outlay 
of  about  $325,000,000. 

On  the  construction  program  as  outlined  above,  the  Committee 
recommends  Federal  grants-in-aid  equivalent  to  50  percent  of  the 
construction  costs  as  estimated  above,  thus  entailing  a  total  outlay 
of  $552,250,000  on  the  part  of  the  Federal  Government. 

ESTIMATED   COSTS  OF  TEMPORARY  MAINTENANCE  GRANTS 

Recommended  Federal  grants  are  computed  on  a  basis  of  $300  per 
bed  per  annum  for  general  and  tuberculosis  hospitals  and  $150  for 
mental  institutions.  The  aggregate  for  the  Nation  as  a  whole  is  not 
to  exceed  50  percent  of  the  actual  patient-day  costs,  with  curtailment 
stipulated  at  each  year  so  as  to  disappear  after  3  years. 

If  all  the  hospital  construction  outlined  above  were  undertaken, 
these  special  maintenance  grants  would  involve  a  maximum  total 
Federal  cost  of  about  $177,000,000,  distributed  over  a  period  of  years 
beginning  with  the  completion  of  the  first  hospital  and  ending  3  years 
after  the  completion  of  the  last  institution  built  under  the  program. 

SUMMARY 

The  Technical  Committee  finds  hospital  accommodations  and  the 
scheme  of  organization  ill-adapted  to  the  varying  needs  of  people 
living  under  different  social,  economic,  and  geographic  circumstances. 
In  hospitals  offering  general  care,  the  percentage  of  beds  that  must  be 
supported  through  fees  from  patients  is  out  of  proportion  to  the  in- 
come distribution  of  the  population,  hence  many  of  these  full-pay 
beds  are  empty  a  large  part  of  the  time.    Conversely,  there  are  too 
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few  low-cost  and  free  beds  to  satisfy  needs;  those  already  provided 
are  concentrated  in  centers  of  wealth  and  population.  Some  1,300 
counties  have  no  hospitals,  another  520  contain  one  or  more  small 
proprietary  institutions  only;  and  423  counties  have  local  tax-sup- 
ported facilities.  In  this  combination  of  circumstances  can  be  found 
reasons  why  the  rich  and  the  poor  of  large  cities  secure  proportion- 
ately more  service  than  those  of  moderate  means;  why  rural  people 
generally  have  less  hospital  care  than  those  residing  in  large  cities; 
and  why  admission  of  the  poor  to  hospital  beds  in  rural  areas  and  the 
smaller  towns  is  confined  very  largely  to  emergency  surgery. 

Recommendations  which  the  Committee  offers  for  expanding 
hospital  accommodations,  together  with  making  them  more  generally 
accessible,  are  given  numerical  expression  in  the  following  summary 
table. 

In  another  section  of  the  Committee's  report,  recommendation  is 
made  for  the  payment  of  public  funds  to  defray  the  cost  of  hospital 
care  of  medically  needy  persons.  This,  in  large  measure,  should  pro- 
mote the  use  of  unoccupied  beds  in  existing  institutions  and  of  the 
beds  that  are  to  be  added  through  the  proposed  construction  program. 


Hospital  facilities  in  the  United  States — Present  status,  needs,  and  Federal  grants  for 
new  construction,  in  10-year  program 


Medical  type  of  hospitals 

Present  status 

Beds 
needed 

Proposed  Federal  grants 

Number 
of  hos- 
pitals 

Number 
of  beds 

Construction 

Maintenance 
3  years 

Total 

General     

Tuberculosis   . 

Mental     

Total   

500  health  and  diagnostic  center? 

4, 56fi 
1,042 
552 

410, 024 
82, 591 
531,  445 

180, 000 
50,000 
130,  000 

$315, 000,  000 
75, 000, 000 
162,  500,  000 

$108. 000, 000 
30,  000,  000 
39, 000, 000 

$423, 000, 000 
105,  000,  000 
201,  500, 000 

6,  160 

1,  024,  060 

360,  000 

552,  500,  000 

177,  000,  000 

729,  500,  000 
7,  500,  000 

Total   

737. 000,  000 

Much  has  been  said  and  written  about  free  clinics,  but  tbis  device 
is  not  a  factor  of  any  moment  in  medical  care  for  the  country  as  a 
whole;  only  17  percent  of  general  hospitals  operate  out-patient  depart- 
ments and  nearly  half  the  service  is  rendered  in  the  5  largest  cities 
having  over  a  million  inhabitants. 

Tuberculosis  and  mental  hospitals  differ  from  general  hospitals  in 
that  the  preponderance  of  beds  are  supported  by  taxation.  While 
existing  f acuities  thus  are  available  in  large  measure  to  all  classes,  the 
accommodations  in  most  States  are  not  sufficient  for  the  population. 
Moreover,  many  plants  are  in  need  of  modernization. 

Even  more  than  general  hospitals,  those  of  tuberculosis  and  mental 
classification  have  failed  to  develop  services  for  ambulatory  patients. 
Another  defect  of  hospitals,  though  less  tangible  than  physical  facilities, 
is  the  failure  of  hospitals  in  so  many  places  to  become  an  integral 
part  of  the  community  program  for  medical  service. 

Medical  Care  for  the  Medically  Needy 

The  formulation  of  a  national  health  program  implies  acceptance  of 
the  principle  that  the  maintenance  of  the  health  of  its  citizens  is  a 
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responsibility  of  government.  The  conservation  of  national  health 
requires  the  provision  of  adequate  facilities  and  services  designed  to 
prevent  disease,  and,  when  sickness  strikes,  to  secure  its  adequate 
treatment;  but  the  lack  of  a  unified  public  policy  creates  a  barrier  to 
the  achievement  of  this  objective. 

Through  its  local  and  State  health  departments,  government  has 
assumed  responsibility  for  the  provision  of  preventive  health  services 
distributed  on  a  community-wide  basis.  However,  as  previous 
reports  of  the  Technical  Committee  on  Medical  Care  indicate,  wide 
variation  exists  throughout  the  country  in  the  practical  application 
of  this  policy.  A  more  serious  situation  arises  from  the  inertia  of 
governmental  bodies  in  the  field  of  medical  care  of  the  needy  sick. 
The  majority  of  States  have  laid  the  legal  framework  providing  for 
medical  care  of  certain  groups  of  public  charges,  but  the  practical 
results  obtained  under  this  essentially  permissive  legislation  are 
meagre  due  to  lack  of  funds  necessary  to  implement  the  program. 
Furthermore,  with  the  exception  of  a  few  States,  no  legal  basis  exists 
for  the  provision  of  medical  services  to  the  self-sustaining  population 
above  the  relief  level,  whose  financial  status,  precarious  at  best,  is 
particularly  threatened  by  the  costs  of  sickness.  Although  there  are 
some  important  exceptions,  medical  care  remains,  on  the  whole,  "an 
economic  commodity"  which  is  purchased  and  paid  for  directly  by 
the  individual  who  needs  it.  The  fact  that  this  "economic  com- 
modity" is  chiefly  a  professional  service  does  not  alter  the  basic  fact. 
It,  therefore,  results  that  the  ability  of  the  individual  to  purchase 
medical  care  differs  according  to  his  economic  status,  and  the  indi- 
vidual with  low  income  obtains  the  smallest  amount  of  care. 

PART  I.   THE  EXISTING  NEED 
THE  MEDICALLY  NEEDY  POPULATION 

There  are  in  the  United  States  today  probably  40  million  persons — 
almost  one-third  of  our  population — living  in  families  with  annual 
incomes  of  less  than  $800.  Current  studies  on  the  cost  of  living  indi- 
cate that  this  sum  supports  the  average  family  of  four  persons  only 
at  an  emergency  level,  and  leaves  a  margin  for  the  purchase  of  medical 
care  at  the  risk  of  deprivation  of  food,  clothing,  shelter,  and  other 
essentials  equally  necessary  for  the  maintenance  of  minimum  standards 
of  health  and  decency.  Included  in  this  group  as  of  April  1938, 
is  an  estimated  total  of  about  11  million  persons  in  families  on  work 
relief  rolls,  6  million  in  families  receiving  general  relief,  more  than 
1  million  in  families  of  persons  enrolled  in  the  Civilian  Conservation 
Corps,  more  than  half  a  million  in  families  receiving  Farm  Security 
subsistence  grants,  over  2  million  in  households  receiving  old-age 
assistance,  over  1  million  in  families  receiving  mother's  aid  or  aid  to 
dependent  children,  and  60,000  in  families  receiving  aid  to  the  blind, 
under  Federal,  State,  or  local  provisions  for  these  several  types  of 
assistance.  This  group,  comprising  a  total  of  over  20  million  persons, 
is  dependent  on  government  for  food  and  shelter,  and  similarly  de- 
pendent on  public  funds  or  private  philanthropy  for  medical  care. 
In  the  emergency  of  sickness,  some  20  million  persons  in  the  marginal 
income  class  above  the  relief  level,  otherwise  self-sustaining,  become 
dependent  on  public  aid  for  the  provision  of  medical  care. 

H.  Doc.  120,  76-1  4 
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THE  CASE  LOAD  OF  ILLNESS 

Some  indication  of  the  magnitude  of  the  problem  of  meeting  the 
medical  needs  of  the  sick  poor  may  be  obtained  from  a  consideration  of 
the  case  load  of  illness  in  this  group  of  40  million  medically  needy 
persons.  It  is  estimated  that  approximately  20  million  cases  of 
disabling  illness  will  occur  in  this  population  during  a  year,  of  which  a 
minimum  of  8  million  cases  will  cause  disability  of  at  least  a  week's 
duration.  Under  the  conditions  prevailing  in  1935,  about  2  million 
of  the  more  seriously  disabling  illnesses  will  receive  no  medical  care; 
and  the  6  million  medically  attended  cases  of  this  category  will  include 
over  2  million  patients  in  general  hospitals. 

The  variety  of  medical  services  required  for  the  care  of  these  cases 
is  indicated  by  a  consideration  of  the  incidence  of  illness  due  to  certain 
specific  causes;  only  the  more  serious  illnesses  (disabling  for  a  week  or 
longer)  are  included  in  these  estimates. 

Over  1  million  cases  of  acute  infectious  diseases  will  occur  in  the 
child  population;  these  cases  will  require  adequate  medical  caie  to 
reduce  their  frequently  serious  sequelae  and  needless  loss  of  life,  and 
to  prevent  infection  of  the  well.  Approximately  250,000  cases  of 
pneumonia,  incident  in  the  total  population  during  the  year,  will 
require  skilled  and  intensive  medical  and  nursing  care.  Surgical 
treatment  will  be  required  by  a  large  proportion  of  some  425,000  cases 
of  tonsillitis,  and  190,000  cases  of  appendicitis  occurring  in  the  group. 
Accidental  injuries  will  account  for  the  disability  of  about  700,000 
cases,  of  which  about'  250,000  will  require  hospital  care.  Approxi- 
mately 175,000  persons  in  the  group  will  be  found  with  severely 
crippling  orthopedic  conditions,  and  the  majority  of  these  persons 
will  be  totally  disabled. 

The  major  chronic  diseases  of  later  life — cancer,  rheumatism, 
diabetes,  the  cardiovascular  and  renal  diseases — will  account  for  some 
million  cases  of  illness;  and  the  high  costs  of  these  cases,  due  to  their 
long  average  duration  and  their  special  requirements  for  diagnosis 
and  treatment,  will  tax  severely  the  resources  of  low-income  families 
providing  independently  for  their  medical  care.  Among  persons  of 
any  age,  long-term  invalidity  creates  needs  for  treatment  and  rehabil- 
itation which  must  be  met  largely  by  public  provision.  The  special 
problems  presented  by  care  of  the  tuberculous  and  mentally  diseased 
have  been  reviewed  in  previous  sections  of  the  report.  These  diseases 
also  result  in  "high-cost''  illnesses,  which  place  a  special  burden  on  the 
poor. 

THE  UNEVEN  DISTRIBUTION  OF  MEDICAL  FACILITIES  AND  PERSONNEL 

Previous  reports  of  the  Technical  Committee  have  indicated  that 
the  uneven  distribution  of  hospitals,  outpatient  departments,  and 
medical  and  nursing  personnel  constitutes  a  serious  defect  in  our 
national  resources  for  the  maintenance  of  health.  In  many  rural 
areas,  in  which  the  number  of  physicians  and  nurses  is  low,  and  hos- 
pital facilities  are  limited,  rich  and  poor  alike  encounter  difficulty  in 
obtaining  adequate  medical  care.  At  the  next  level  of  adequacy, 
represented  by  small  cities  remote  from  metropolitan  areas,  the  poor 
suffer  the  effects  of  limited  facilities  to  a  greater  degree  than  the  rich. 
With  increasing  urbanization,  the  supply  of  medical  facilities  and 
personnel  becomes  more  abundant  for  rich  and  poor,  and  clinics, 
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visiting-nurse  service,  and  tax-supported  hospital  care  supplement  the 
resources  of  low-income  families.  The  widespread  attention  given 
to  the  availability  of  these  free  medical  services  to  the  poor  overlooks 
the  fact  that  their  benefits  are  largely  restricted  to  the  poor  in  the 
metropolitan  areas,  who  comprise  only  part  of  the  medically  needy 
population.  A  large  proportion  of  medically  needy  persons  is  found 
in  small  cities  and  rural  areas,  in  which  limited  hospital  facilities, 
restricted  tax  support  of  hospitals,  and  insufficient  medical  and  nursing 
personnel  create  an  additional  obstacle  to  the  receipt  of  adequate 
medical  care. 

SICKNESS  AND  ECONOMIC  STATUS 

The  restriction  which  inadequacy  of  income,  coupled,  in  certain 
areas,  with  inadequacy  of  medical  facilities  and  personnel,  places  on 
the  receipt  of  medical  care  by  this  low-income  group  has  serious  im- 
plications, arising  from  the  fact  that  its  medical  needs  exceed  those  of 
families  at  higher  economic  levels.  Death  rates  are  an  index  of  the 
end  results  of  sickness.  It  is,  therefore,  significant  that  the  death 
rate  is  considerably  higher  for  the  poor  than  for  the  well-to-do.  This 
is  evident  from  general  death  rates  examined  by  occupation,  from 
infant  mortality  rates,  from  tuberculosis  rates,  and  from  mortality 
statistics  for  other  important  causes  of  death. 

Though  death  rates  reveal  the  annual  loss  of  human  lives,  they 
measure  only  a  fraction  of  the  toll  which  sickness  exacts.  Indeed, 
counting  only  severe  disabling  illnesses  (i.  e.,  those  lasting  for  1  week 
or  longer),  for  each  death  there  are  about  16  illnesses  that  mean  loss 
of  work  for  the  family  breadwinner,  inability  of  the  housewife  to  go 
about  her  normal  duties,  or  absence  from  school  of  the  school  child. 

The  association  of  sickness  with  low  income  has  been  demon- 
strated by  numerous  surveys  which  have  taken  account  of  economic 
status.  The  most  recent  data  bearing  upon  this  point  were  obtained 
in  the  National  Health  Survey  made  in  1935-36.  Records  of  dis- 
abling illness  and  the  receipt  of  medical  care  in  a  12-month  period 
were  obtained  for  about  two  and  a  quarter  million  persons,  of  whom 
some  429,000  persons  were  members  of  families  which  had  received 
relief  during  the  survey  year,  and  an  additional  group  of  562,000  was 
in  families  in  the  marginal  income  class  above  the  relief  level.  The 
canvassed  population  was  drawn  from  83  cities  and  23  rural  areas  in 
18  States,  and  the  results  thus  indicate  the  experience  of  families 
meeting  the  limitations  of  low  income  under  the  varying  environmental 
conditions  of  the  Northeast,  the  South,  the  central  region,  the  far 
West,  and  of  the  large  and  small  city,  and  the  rural  area. 

The  findings  of  the  survey  indicated  that  in  large  and  small  cities 
in  all  regions  of  the  country,  and  in  the  rural  areas,  the  frequency  and 
severity  of  illness  was  uniformly  higher  in  relief  and  marginal  income 
families  than  in  any  other  income  class.  For  all  urban  areas,  the 
excess  in  the  frequency  rate  of  sickness  in  the  relief  population,  in 
comparison  with  that  of  the  highest  income  class,  was  62  percent;  for 
the  marginal  income  class  above  the  relief  level,  the  excess  was  23 
percent.  In  the  relief  population,  the  annual  days  of  disability  per 
capita  amounted  to  16  days,  in  the  marginal  income  class,  to  12  days; 
among  persons  in  the  highest  income  class,  the  rate  was  only  7  days 
per  capita. 

Among  children  in  relief  families,  the  annual  days  of  disability  per 
capita  was  17  percent  higher  than  the  average  for  children  among 
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families  in  comfortable  economic  circumstances.  The  average  aged 
person  in  families  of  the  highest  income  class  was  disabled  by  illness 
for  3)2  weeks  in  the  survey  year;  among  the  aged  in  relief  families,  the 
rate  was  slightly  over  8  weeks.  One  in  every  20  family  heads  in  the 
relief  population  was  unable  to  work  because  of  chronic  disability,  as 
contrasted  with  only  1  in  250  heads  of  families  with  incomes  of  $3,000 
and  over. 

Among  all  surveyed  relief  families,  the  tuberculosis  case  rate  was 
more  than  6  times  as  high  as  that  of  families  above  the  $3,000  income 
level;  among  southern  relief  families,  the  rate  was  10  times  as  high 
as  in  families  of  the  upper  income  group.  Illness  due  to  the  major 
chronic  diseases  of  later  life — cancer,  rheumatism,  diabetes,  the 
cardiovascular  and  renal  diseases — was  over  one  and  one-half  times 
as  frequent  among  relief  families  as  among  those  in  comfortable 
circumstances. 

The  illustrations  of  the  association  between  sickness  and  poverty 
derived  from  the  National  Health  Survey  have  special  weight  because 
of  the  size  and  representative  nature  of  the  population  canvassed, 
but  the  results  are  by  no  means  isolated,  nor  peculiar  to  conditions 
prevailing  in  1935.  A  similar  conclusion  was  forecast  by  the  results 
of  earlier  investigations  of  more  limited  groups  of  the  population. 
The  combined  evidence  of  numerous  studies  of  sickness  and  death 
rates  among  various  economic  classes  of  the  population  indicates  that 
sickness  occurs  more  often  and  with  greater  severity  among  the  poor 
than  among  those  in  moderate  or  comfortable  economic  circumstances. 

MEDICAL  CARE  AND  INCOME 

While  sickness  among  the  poor  is  more  frequent  in  occurrence,  and 
of  greater  severity,  than  among  families  in  the  upper  economic  groups, 
numerous  surveys  indicate  that,  notwithstanding  their  greater  need, 
the  poor  obtain  less  medical  care  than  the  well-to-do.  For  example, 
a  study  made  in  the  last  prosperous  years  before  the  depression  set 
in  showed  that  well-to-do  sick  persons  received  nearly  three  times  as 
many  services  from  physicians,  six  times  as  many  in  each  100  received 
dental  care,  two  and  one-half  times  as  many  had  health  examinations 
as  did  self-sustaining  families  with  incomes  under  $1,200  a  year.  The 
proportion  who  went  through  a  year  of  life  without  professional  care 
was  more  than  three  times  as  high  among  the  poorest  as  among  the 
wealthiest  families,  despite  services  furnished  to  those  in  the  lower 
income  class  without  charge.  The  amount  of  general  hospital  care 
(per  capita)  received  by  low-income  families  in  this  survey  was  approxi- 
mately the  same  as  that  received  by  families  in  the  highest- income 
class.  Surgical  operations,  however,  were  almost  twice  as  frequent 
among  persons  in  the  well-to-do  group  as  among  the  poor. 

The  results  of  the  National  Health  Survey  contribute  additional 
evidence  on  the  inadequacy  of  medical  services  received  by  the 
medically  needy  in  1935: 

Hospital  care  in  the  large  cities,  in  terms  of  the  proportion  of  illnesses  hospi- 
talized, was  approximately  the  same  in  amount  among  rich  and  poor,  a  fact 
explained  by  the  relatively  large  supply  of  hospital  beds  supported  by  public 
funds  in  the  metropolitan  areas.  In  the  smaller  cities,  in  which  hospital  facilities 
are  less  adequate,  the  rich  maintained  the  proportion  of  hospitalized  illnesses  at  the 
level  of  the  metropolitan  centers,  but  among  relief  and  marginal  income  families, 
the  proportion  declined  progressively  with  city  size. 
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Medical  care  in  the  home,  clinic,  or  physician's  office  however  is  the  type  of 
service  adaptable  to  the  requirements  of  the  majority  of  illnesses.  Among  relief 
-and  marginal  income  families,  both  the  proportion  of  illnesses  receiving  such  care, 
.and  the  average  number  of  consultations  per  case,  were  consistently  lower  than 
among  families  in  comfortable  circumstances  in  all  parts  of  the  country.  Although 
the  proportion  of  hospitalized  illnesses  among  these  low-income  families  in  the 
small  cities  was  markedly  lower  than  in  the  metropolitan  areas,  no  compensating 
increase  was  observed  in  the  proportion  of  cases  receiving  extra-hospital  medical 
care. 

Clinic  supervision  provides  adequate  medical  care  for  certain  ambulatory  cases 
of  illness,  but  the  concentration  of  out-patient  facilities  in  the  large  cities,  greatly 
restricts  the  benefits  of  these  services.  Clinic  care  was  received  by  15  percent  of 
the  illnesses  of  the  canvassed  relief  population  in  the  metropolitan  centers,  but  in 
the  small  cities  under  25,000  population,  2  percent,  and  in  the  rural  areas,  only 
0.2  percent  of  illnesses  in  relief  families  received  clinic  care.  While  the  proportion 
of  illnesses  in  the  relief  and  marginal  income  groups  was  approximately  the  same, 
54  percent  of  all  cases  receiving  clinic  care  were  in  relief  families  and  only  19  percent 
in  the  marginal  income  group. 

Bedside  nursing  care  by  a  private  duty  nurse  was  received  by  only  a  small 
proportion  of  illnesses  in  relief  families — less  than  1  percent,  compared  with  7 
percent  among  families  in  comfortable  circumstances.  Bedside  nursing  care  pro- 
vided by  visiting  nurses  was  relatively  frequent  in  the  relief  group  of  the  large 
cities,  reaching  13  percent  of  the  cases;  in  cities  of  less  than  100,000  population, 
the  proportion  was  somewhat  lower,  the  figure  being  9  percent.  In  the  rural 
areas,  only  3  percent  of  the  illnesses  received  visiting  nursing  care — approximately 
one-fourth  of  the  average  for  the  large  cities.  As  in  the  case  of  clinic  care,  a 
much  larger  proportion  of  visiting-nurse  service  was  absorbed  by  the  relief  group 
than  by  the  marginal  income  class. 

Dental  care  is  notably  inadequate  among  low-income  families.  In  one  of  the 
large  cities  canvassed  in  the  National  Health  Survey,  information  was  obtained 
on  the  receipt  of  dental  care.  In  families  of  skilled,  semiskilled,  and  unskilled 
workmen,  the  proportion  of  adults  who  had  never  received  dental  care  was  almost 
twice  as  high  as  in  the  families  of  white-collar  workers.  In  a  recent  survey  of 
families  in  California  cities,  the  proportion  of  persons  requiring,  but  not  receiving, 
dental  treatment  was  four  times  as  high  in  families  of  the  lowest  income  class  as 
among  the  well-to-do. 

The  effect  of  the  inadequacy  of  medical  care  among  the  poor  assumes 
greater  significance  when  considered  in  relation  to  certain  groups  of 
the  population,  or  to  particular  diseases  in  which  mortality  is  high,  or 
disability  is  severe.  Among  children  under  15  years  of  age,  the  dis- 
parity in  medical  attendance  of  illness  at  various  income  levels  was 
found  to  be  even  greater  than  among  adults,  and,  although  apparent 
in  all  areas,  was  particularly  marked  in  the  South.  In  the  small 
cities  of  the  South,  about  one-sixth  of  tke  deliveries  of  white  women, 
and  almost  one-half  of  the  deliveries  of  Negro  women  in  families  with 
income  under  $1,000  took  place  without  the  attendance  of  a  physician. 
The  average  case  of  illness  attended  by  a  physician  among  aged  persons 
in  families  in  comfortable  circumstances  received  almost  twice  as  much 
care,  exclusive  of  hospital  treatment,  as  the  average  case  among 
aged  persons  on  relief. 

Among  Negro  families  in  the  relief  and  marginal  income  groups  in 
the  South,  the  average  length  of  hospital-stay  per  patient  with  tubercu- 
losis was  94  days,  compared  with  159  days  for  the  average  hospitalized 
case  in  white  families  of  this  class  in  the  South,  and  174  days  for  the 
Northeast.  In  the  large  cities,  the  proportion  of  cases  of  certain 
chronic  diseases — cancer,  rheumatism,  diabetes,  the  cardiovascular 
and  renal  diseases — receiving  hospital  care  was  approximately  the 
same  among  rich  and  poor,  being  somewhat  higher  for  relief  families, 
however,  than  for  the  marginal  income  class.  In  the  small  cities, 
except  in  the  East,  the  inadequacy  of  hospital  facilities  resulted  in  a 
marked  reduction  in  the  proportion  of  these  chronic  cases  hospitalized 
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in  low-income  families,  but  families  in  comfortable  circumstances 
maintained  about  the  same  proportion  as  in  the  large  cities. 

The  point  should  be  emphasized  that  measurement  of  the  amount 
of  medical  services  received  by  the  poor  suffers  no  distortion  by  com- 
parison with  the  services  received  by  those  in  comfortable  economic 
circumstances,  since  the  well-to-do  themselves  on  the  average  do  not 
obtain  care  which  is  adequate  in  comparison  with  professional  stand- 
ards. Thus,  in  a  recent  study,  it  was  found  that  families  in  the  class 
with  annual  income  between  $5,000  and  $10,000  received  only  two- 
thirds  as  many  services  from  physicians,  only  three-fifths  as  many 
days  of  general  hospital  care,  and  less  than  one-half  as  much  dental 
care  as  professional  opinion  considered  necessary  on  the  basis  of  their 
expected  illness  rates. 

The  findings  of  the  National  Health  Survey  and  of  earlier  repre- 
sentative studies  therefore  provide  quantitative  support  for  the 
generally  recognized  fact  that  the  receipt  of  medical  care  depends 
largely  on  income,  and  that  people  of  small  means,  or  none  at  all, 
though  having  the  greatest  need  for  care,  receive,  on  the  whole, 
the  least  service. 

PRESENT  FINANCIAL  BASIS  OF  PUBLIC  MEDICAL  CARE 

The  group  of  some  20  million  persons  without  income,  dependent 
on  public  support  for  general  living,  is  similarly  dependent  on  public 
funds,  or  philanthropy,  to  meet  its  costs  of  medical  care  in  sickness. 
To  what  extent,  then,  does  government  contribute  to  the  support  of 
medical  services  for  this  group?  In  1935,  expenditures  from  govern- 
mental funds  for  health  and  medical  services  amounted  to  about 
one-sixth  of  the  total  medical  bill  in  that  year,  or  approximately 
$520,000,000.  Of  this  amount,  approximately  $72,000,000  was  used 
for  hospital  care  of  patients  in  Federal  institutions.  About  $157,- 
000,000  was  absorbed  by  hospital  care  of  the  tuberculous  and  the 
mentally  diseased.  Expenditures  for  general  hospital  care  (includ- 
ing special  hospitals,  except  tuberculosis  and  mental  hospitals) 
amounted  to  about  $105,000;000,  representing  an  expenditure  of 
approximately  $75,000,000  for  care  given  in  governmental  hospitals, 
and  $30,000,000  for  care  of  medically  needy  persons  in  nongovern- 
mental hospitals.  The  national  hospital  and  public  welfare  associa- 
tions have  recently  agreed  upon  policies  whereby  the  use  of  public 
funds  for  care  of  the  medically  needy  in  nongovernmental  hospitals 
will  be  made  most  effective. 

Included  in  the  total  of  $520,000,000  is  approximately  $130,000,000 
used  for  the  support  of  the  public  health  services  provided  by  local 
and  State  health  departments.  The  exact  amount  of  governmental 
expenditures  for  medical  care  of  the  sick  poor,  exclusive  of  hospital 
care,  is  not  known,  but  is  estimated  to  be  about  $25,000,000. 

Excluding  governmental  support  of  hospital  care  in  Federal  institu- 
tions, and  hospital  care  of  the  tuberculous  and  mentally  diseased,  total 
expenditures  for  tax-supported  medical  care  amount  to  some  $130,- 
000,000  annually.  This  sum,  however,  is  drawn  upon  to  support  care 
not  only  of  the  medically  needy  population  as  here  defined,  but  of 
other  persons  with  income  somewhat  above  the  marginal  level. 
There  is,  furthermore,  uneven  distribution  of  these  governmental 
funds,  some  States  and  communities,  in  particular  the  large  cities, 
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spending  very  much  more  than  others  in  proportion  to  their  total,  or 
medically  needy,  population. 

The  inadequacy  of  this  expenditure  for  tax-supported  medical 
care — roughly  $130,000,000  annually — is  emphasized  by  its  compari- 
son with  the  estimated  cost  of  supplying  essential  medical  services  at 
an  emergency  level  to  the  medically  needy,  which  would  amount  to 
about  $400,000,000  annually.  This  sum  would  provide  only  a 
minimum  amount  of  medical  care;  a  volume  of  medical  service 
consistent  with  professional  standards  of  adequacy  secured  by  in- 
dividual purchase  on  a  standard  fee  basis  would  entail  costs  of  approxi- 
mately five  times  this  amount. 

It  is  apparent,  therefore,  that  the  handicap  of  insufficient  funds 
severely  limits  the  ability  of  public  welfare  agencies  to  meet  the  medical 
needs  of  the  public-assistance  group.  The  effective  distribution  of 
public  medical  care  is  further  impeded  by  lack  of  established  pro- 
cedures in  its  administration.  Welfare  officials  have  become  in- 
creasingly concerned  by  the  problems  arising  in  connection  with  the 
provision  of  adequate  medical  care  to  the  sick  poor.  A  recent  report 
of  the  American  Public  Welfare  Association  presents  the  results  of  an 
analysis  of  these  problems  based  on  the  experience  of  welfare  officials 
throughout  the  country.  The  report  indicates  that  the  present 
administration  of  public  medical  care  is  characterized  by  division, 
overlapping  and  duplication  of  authority,  lack  of  a  satisfactory  policy 
for  the  determination  of  eligibility  for  care,  and  insufficiency  and  low 
standards  of  medical  service. 

For  medical  care  of  the  group  of  some  20  million  persons  in  self- 
sustaining  families  above  the  relief  level,  the  present  policy  of  public 
welfare  agencies  is  casual  and  uneven.  Expenditures  for  even  mini- 
mum medical  services  constitute  a  serious  burden  for  these  families 
living  at  the  emergency  level,  and  a  high-cost  illness  necessitates 
adjustments  in  the  budget  which  endanger  standards  of  health.  If 
serious  sickness  strikes  the  breadwinner,  the  costs  of  medical  care, 
combined  with  the  loss  of  wages  resulting  from  a  protracted  period 
of  disability,  frequently  places  the  family  in  the  dependent  class. 

PART  II.  RECOMMENDATION  III 

The  foregoing  evidence  points  clearly  to  the  need  for  further  public 
financing  of  medical  care  for  the  group  of  medically  needy  persons 
who  are  unable  from  their  own  resources  to  pay  the  costs  of  care  on 
any  basis.  In  many  communities  and  some  whole  States,  local  fiscal 
capacity  is  insufficient  to  support  adequate  public  medical  care  with- 
out the  aid  of  Federal  funds.  The  charity  of  private  physicians  and 
the  resources  of  voluntary  institutions  are  inadequate  to  meet  the 
demands  of  this  group  for  medical  care.  The  Technical  Committee 
therefore  believes  that  some  plan  of  financial  cooperation  between  the 
State  and  Federal  Governments  is  necessary  to  secure  adequate 
medical  care  of  the  medically  needy  population,  and  submits  the  fol- 
lowing recommendation: 
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Recommendation  III:  Federal  Grants-in-Aid  to  the  States  Toward  the 
Costs  of  a  Medical  Care  Program  for  Recipients  of  Public  Assistance 
and  Other  Medically  Needy  Persons 

It  is  proposed  that  the  Federal  Government,  through  grants-in-aid 
to  the  States,  implement  the  provision  of  public  medical  care  to  two 
broad  groups  of  the  population:  (1)  To  those  for  whom  the  local, 
State,  and  Federal  governments,  jointly  or  singly,  have  already  ac- 
cepted some  responsibility  through  the  public  assistance  provisions 
of  tbe  Social  Security  Act,  through  the  work  relief  program  or  through 
provision  of  general  relief;  (2)  to  those  who,  though  able  to  obtain 
food,  shelter,  and  clothing  from  their  own  resources,  are  unable  to 
procure  necessary  medical  care. 

The  program  would  be  developed  around  and  would  be  based  upon 
the  existing  preventive  health  services.  It  would  be  in  addition  to 
the  programs  and  costs  involved  in  Recommendations  I  and  II  but 
would  need  to  be  closely  related  with  the  services  provided  under 
those  recommendations.  The  program  contemplated  in  the  present 
recommendation  would  provide  medical  services  on  the  basis  of 
minimum  essential  needs.  It  would  include  medical  and  surgical 
care,  with  necessary  diagnostic  services,  medicine,  and  appliances, 
hospitalization,  exclusive  of  tbe  period  of  maternity  and  of  care  of 
the  tuberculous  and  mentally  diseased,  bedside  nursing  care,  and 
emergency  dental  care. 

The  use  of  nongovernmental  hospital  beds  for  medically  needy  per- 
sons, paid  for  on  a  proper  basis  by  public  funds,  is  presumed  as  a  part 
of  this  program  wherever  local  conditions  render  this  policy  necessary 
or  expedient.  It  is  taken  for  granted  that  the  medical  and  allied 
professions  and  institutions  will  participate  in  the  administration  of 
this  program  as  has  been  the  case  in  many  States  and  communities. 

SIZE   OF  THE   POPULATION  TO   BE  SERVED 

In  the  previous  discussion,  the  medically  needy  population  has  been 
estimated  to  include  some  40  million  persons.  At  the  present  time, 
this  figure  includes  only  the  public  assistance  group,  and  persons  in 
families  with  annual  incomes  under  $800  providing  a  standard  of 
living  at  the  emergency  level  on  the  basis  of  recent  studies  of  costs  of 
living.  While  the  adoption  of  an  annual  income  of  $800  or  less  as  a 
basis  for  determining  the  estimated  number  of  the  medically  needy 
is  somewhat  arbitrary,  the  size  of  the  population  to  be  served  has 
been  estimated  on  this  basis,  and  the  costs  of  the  recommended  pro- 
gram determined  with  reference  to  a  total  of  40  million  persons.  For 
future  planning,  it  would  be  desirable  to  extend  the  definition  of  the 
medically  needy  to  include  families  up  to  the  $1,000  level.  Local 
estimates  of  the  medically  needy  population  will  necessarily  take  into 
account  regional  variation  in  costs  of  living. 

COSTS   OF  THE   RECOMMENDED  PROGRAM 

The  annual  minimum  cost  of  such  essential  medical  services,  hos- 
pitalization as  specified,  and  emergency  dentistry  has  been  estimated 
at  $10  per  person  in  the  population  served.  Applied  to  the  40  million 
persons,  including  recipients  of  public  assistance  and  other  medically 
needy  persons,  the  total  annual  cost  would  be  $400,000,000.    Of  this 
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amount,  the  proposed  Federal  contribution  might  amount  on  the 
average  to  50  percent,  or  $200,000,000,  to  be  matched  on  the  average 
by  an  equal  contribution  from  the  States.  Total  expenditures,  in- 
cluding Federal,  State,  and  local  contributions,  might  amount,  in  the 
first  year,  to  $50,000,000,  in  the  fifth  year,  to  $150,000,000.  While 
it  is  estimated  that  the  maximum  annual  expenditure  would  not  be 
attained  before  the  tenth  year,  a  more  rapid  rate  of  development 
would  bring  the  program  to  maturity  at  an  earlier  date. 

It  must  be  emphasized  that  the  estimate  of  $10  per  person  per  year 
for  the  cost  of  providing  medical  care  to  the  medically  needy  is  based 
on  a  consideration  of  minimum  medical  needs.  Adequate  care, 
exclusive  of  dentistry,  might  cost  more  than  twice  this  amount. 
Although  a  minimum  estimate,  the  recommended  figure  probably 
exceeds  the  per  capita  expenditure  for  public  medical  care  made  by 
any  State  at  the  present  time,  and  is  several  times  higher  than  the 
present  average  expenditure  for  this  group  in  the  country.  It  must 
be  recalled  also  that  this  amount  is  supplemental  to  the  preventive 
services  already  supplied  by  organized  health  agencies,  and  that  it  will 
be  augmented  by  the  provisions  of  Recommendation  I-A  for  expanded 
public  health  services  including  control  of  tuberculosis,  mental  disease, 
cancer,  venereal  disease,  pneumonia,  malaria,  and  the  industrial 
hygiene  program,  and  by  the  provisions  of  Recommendation  I-B  for 
expansion  of  maternal  and  child  health  services,  if  Recommendation 
III  be  adopted. 

It  should  be  noted  that  this  program  is  exclusive  of  the  provisions 
for  maternity  care  presented  in  Recommendation  I-B,  but  includes 
its  provisions  for  medical  care  of  children.  If  the  present  recom- 
mendation be  adopted,  it  would  therefore  cover  the  costs  of  the  special 
program  for  children  presented  in  Recommendation  I-B. 

METHOD  OF  ALLOCATING  GRANTS 

Since  fiscal  capacity,  and  the  availability  of  medical  facilities  and 
personnel  vary  from  region  to  region,  it  is  proposed  that  the  $200,000,- 
000  Federal  contribution  be  allocated  to  the  States  on  a  basis  which 
takes  account  of  two  factors:  (1)  The  number  of  the  population  in  each 
State  which  is  dependent  or  otherwise  medically  needy;  (2)  the 
financial  status  and  resources  of  the  State.  It  is  assumed  that  the 
States  themselves  will  take  into  account  the  wide  variation  in  needs 
and  resources  among  different  areas  within  their  own  boundaries. 
Primary  administrative  and  operative  responsibilities  would  rest 
with  the  State  governments.  Eligibility  for  Federal  grants-in-aid 
would  depend  upon  the  meeting  of  certain  minimum  conditions 
regarding  the  service  to  be  rendered  to  dependent  and  other  medically 
needy  persons  and  upon  provision  of  funds  by  the  States  for  their 
share  of  the  costs. 

SUMMARY 

Iii  the  United  States  today  there  are  probably  40  million  persons 
in  families  with  income  supporting  only  an  emergency  standard  of 
living.  Some  20  million  persons  in  this  group  are  in  families  without 
private  income,  dependent  on  public  funds  for  food  and  shelter,  and 
likewise  dependent  upon  public  aid  or  philanthropy  for  medical  care 
in  sickness.  For  the  additional  group  of  20  million  persons  in  self- 
sustaining  families  of  the  marginal  income  class,  individual  income  is 
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insufficient  to  meet  the  costs  of  sickness  without  serious  curtailment 
of  expenditures  for  food,  shelter,  and  other  essentials  equally  necessary 
for  the  maintenance  of  minimum  standards  of  health  and  decency. 
A  large  proportion  of  the  needy  population  lives  in  small  cities  and 
rural  areas  in  which  limited  hospital  facilities  and  medical  and  nursing 
personnel  create  an  additional  obstacle  to  the  receipt  of  adequate 
medical  care. 

While  the  death  rate  is  higher  and  sickness  more  frequent  and 
severe  among  the  poor  than  among  those  in  comfortable  circumstances, 
the  evidence  of  numerous  studies  indicates  that  the  poor,  on  the  whole, 
receive  less  medical  care  than  the  well-to-do.  The  present  system  of 
public  medical  care  offers  no  satisfactory  solution  for  the  problem  of 
providing  adequate  care  to  the  medically  needy.  Its  restricted  legal 
basis  permits  care  chiefly  to  general  relief  clients,  providing  unevenly 
for  other  recipients  of  public  assistance,  and  recognizing  only  to  a 
limited  degree  the  needs  of  otherwise  self-supporting  persons  whose 
private  income  is  insufficient  to  meet  the  costs  of  medical  care.  The 
practical  operation  of  the  system  is  further  impeded  by  lack  of  funds, 
overlapping  of  authority,  and  insufficiency  and  poor  standards  of 
medical  service.  The  Technical  Committee  therefore  believes  that 
the  medical  needs  of  this  large  group  of  the  population  can  be  met 
only  by  a  program  of  Federal-State  cooperation  providing  the  addi- 
tional public  funds  necessary  to  support  minimum  medical  services. 

The  success  of  the  program  will  depend  upon  the  full  cooperation 
of  physicians  and  others  involved  in  giving  medical  services,  of  public 
and  private  hospitals  and  clinics,  of  health  departments  and  welfare 
agencies.  No  one  plan  will  meet  the  diverse  needs  of  the  States,  and 
considerable  latitude  must  be  allowed  in  the  details  of  State  and  local 
programs.  But  the  problems  of  executing  the  program  must  not  be 
permitted  to  obscure  the  need  for  Federal  aid  in  securing  to  these 
needy  citizens  their  rights  to  health. 

A  General  Program  of  Medical  Care 

The  Technical  Committee  on  Medical  Care  has  called  attention  to 
the  notable  advances  made  in  recent  years  in  the  prevention  and  cure 
of  disease.  The  Committee  has  also  called  attention  to  the  fact  that 
there  are  serious  inadequacies  in  the  health  services  of  the  Nation. 
In  the  report  transmitted  by  the  Interdepartmental  Committee  to  the 
President  in  February,  the  existing  deficiencies  were  summarized  in 
four  broad  categories.    Of  these,  there  have  already  been  considered: 

(1)  Expansion  of  public  health,  and  maternal  and  child  health 
services ; 

(2)  Expansion  of  hospital,  clinic,  and  other  institutional  facilities; 
and 

(3)  Provision  for  the  medical  services  of  needy  and  of  medically 
needy  persons. 

Attention  may  now  be  directed  to  the  fourth  major  problem:  The 
financial  burdens  and  the  economic  insecurity  which  sickness  creates 
for  self-supporting  persons. 
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PART  I.  SICKNESS  BURDENS  OF  SELF-SUPPORTING  PERSONS 

When  outlining  a  national  health  program,  the  Committee  placed 
first  emphasis  on  prevention  of  disease.  Recognizing  the  importance 
of  private  medical  practice,  of  hospitals,  clinics,  sanatoria,  health  de- 
partments, and  other  institutions  and  agencies  for  the  provision  of 
modern  medical  service,  the  Committee  has  recommended  a  program 
to  meet  existing  deficiencies. 

Preventive  services  and  hospital  facilities  are  necessary,  but  of  them- 
selves they  are  not  sufficient.  A  large  proportion  of  illness  is  not  yet 
preventable.  Only  a  fraction  of  all  illnesses  requires  hospitalization — 
though  many  more  cases  require  or  can  profit  from  organized  clinic 
service.  But  regardless  of  the  number,  distribution,  technical  pro- 
ficiency, and  quality  of  services  available  from  hospitals,  clinics,  dispen- 
saries, sanatoria,  physicians,  dentists,  and  nurses,  these  services  are  of 
no  direct  benefit  to  persons  who  do  not  use  them.  Society  must  not 
only  have  an  armament  against  disease  but  must  also  see  that  it  is 
effectively  utilized.  Between  the  individuals  or  institutions  equipped 
to  serve  the  sick  and  the  millions  of  people  in  need  of  their  services 
stand  barriers,  the  most  important  of  which  is  an  economic  wall  which 
both  groups  are  anxious  to  scale. 

The  cost  of  medical  care — including  in  this  phrase  the  costs  of 
services  furnished  by  physicians,  dentists,  nurses,  hospitals,  labora- 
tories, etc. — must  be  brought  within  the  means  of  the  public.  Fur- 
thermore, insecurity  and  dependency  created  by  loss  of  earnings  during 
periods  of  disability  must  be  reduced  as  far  as  available  means  permit. 
If  a  national  health  program  is  to  bring  health  security  to  the  popu- 
lation, it  must  include  provision  against  the  burdens  created  by 
medical  costs  and  by  loss  of  earnings  during  periods  of  disability. 

TOTAL  COSTS  AND  PRIVATE  EXPENDITURES 

The  purchase  of  medical  services  is  still  mainly  a  matter  of  private 
and  individual  action.  Though  government  (Federal,  State,  and  local) 
spends  considerable  sums,  and  though  organized  groups  pay  an 
important  part  of  the  Nation's  bill  for  sickness,  the  individual  patient 
still  carries  the  principal  share  of  the  costs  through  private  payments. 

In  1929  the  total  expenditures  in  the  United  States  for  all  kinds  of 
health  and  sickness  services  were  about  $3,700,000,000,  of  which 
patients  paid  79  percent  and  government  14  percent.  Philanthropy 
and  industry  accounted  for  the  remaining  7  percent.  In  1936,  the 
total  expenditures  had  declined  to  $3,200,000,000,  of  which  patients 
paid  80  percent  and  government  16  percent.  In  1937  and  in  the 
current  year,  government  expenditures  have  probably  further  in- 
creased, offsetting  reductions  in  expenditures  by  philanthropy  and 
industry  but  private  and  individual  expenditures  still  remain  approxi- 
mately 80  percent  of  the  total. 

INCOME  AND  HEALTH  NEEDS 

If  medical  services  are  to  be  effective,  they  must  be  geared  to  need. 
The  need  for  community-wide  preventive  services  is  substantially 
uniform  among  all  classes  of  people;  but  the  need  for  individual 
services  is  not. 
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The  association  of  sickness  with  low  income  has  been  demonstrated 
by  numerous  surveys  which  have  taken  account  of  economic  status. 
By  way  of  illustration,  we  may  cite  a  survey  among  representative 
white  families  in  many  communities  of  the  United  States  during  the 
years  1928-31.  It  was  found  that  in  families  with  annual  incomes  of 
$3,000  and  more,  there  were  3.8  days  of  disability  a  year  for  each 
person;  in  families  with  incomes  under  $1,200  a  year,  there  were  8.9 
days  of  disability  a  year  per  person. 

A  comprehensive  review  of  the  statistics  on  sickness  and  poverty 
would  be  too  lengthy  for  inclusion  here.  Every  substantial  sickness 
survey,  whether  in  urban  or  in  rural  communities,  whether  made  by 
government,  by  philanthropy,  or  by  business  concerns,  serves  only 
to  furnish  additional  proofs  that  sickness  and  disability  are  more 
prevalent  among  people  of  small  means  than  those  who  are  in  better 
economic  circumstances.  This  is  the  basis  for  the  conclusion  that 
the  poor  and  those  in  low-income  classes  need  more  medical  care  than 
the  well-to-do  or  the  wealthy. 

INCOME   AND   RECEIPT  OF  CARE 

The  higher  sickness  rates  that  prevail  among  people  with  small  in- 
comes might  lead  one  to  assume  that  they  would  receive  more  medical 
services  than  those  in  better  circumstances.  But  the  contrary  is  the 
fact.  Either  those  in  the  lower  income  classes  get  too  little  care  or 
those  in  the  upper  income  classes  get  too  much.  A  study  of  this  point 
showed  that  the  well-to-do  were  not,  in  general,  receiving  too  much 
service  as  judged  by  professional  standards.  The  only  alternative 
conclusion  possible  is:  the  poor  receive  too  little. 

Studies  of  this  kind  do  not  show  merely  a  special  contrast  between 
the  poor  at  one  extreme  and  the  wealthy  at  the  other.  On  the  con- 
trary, they  show  a  more  or  less  regular  gradation  from  the  lowest  to 
the  highest  income  groups.  The  large  majority  of  the  population 
which  falls  between  the  income  extremes  shows  the  same  phenomenon; 
they  receive  medical  care  not  according  to  their  need  but  according  to 
their  income  level.  For  an  overwhelming  majority  of  the  entire  pop- 
ulation and  for  an  even  larger  proportion  of  self-supporting  persons, 
medical  care  must  be  purchased  privately,  and  the  frequency  of  pur- 
chase depends  largely  upon  the  purchase  price. 

UNEVEN  BURDEN  OF  MEDICAL  COSTS 

Why  do  self-sustaining  people  with  low  incomes  receive  inadequate 
care?  The  first  basic  reason  is  found  in  the  irregular  and  unpredict- 
able occurrence  of  illness  and  of  sickness  costs. 

Families  spend,  on  the  average,  4  to  5  percent  of  income  for  medical 
care,  the  proportion  being  fairly  constant  up  to  an  annual  family  in- 
come of  $5,000,  beyond  which  it  tends  to  decline  slightly.  These 
average  figures  do  not,  however,  give  a  realistic  picture  of  the  burden 
created  by  medical  costs.  The  need  for  medical  care  by  a  family  is 
uneven  and  unpredictable.  In  one  year  little  medical  service  or  none 
may  be  required;  in  another  year  the  family  may  suffer  one  or  more 
severe  illnesses  among  its  members  and  may  require  medical  service 
costing  large  amounts.  No  particular  family  knows  any  month  or 
any  year  whether  it  will  be  among  the  fortunate  or  among  the  unfor- 
tunate.   When  serious  illness  comes,  it  may  bring  large  costs  and  may 
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descend  with  catastrophic  force  on  the  current  budget,  on  savings,  on 
freedom  from  debt,  or  the  economic  independence  of  the  family. 
Every  substantial  study  of  medical  costs  shows  that  they  are  burden- 
some more  because  of  their  uncertainty  and  variability  than  because 
of  their  average  amount.  And  this  is  equally  true  for  the  urban 
family  of  the  industrial  wage  earner  and  for  the  rural  family  of  the 
farmer  or  farm  laborer. 

Nor  do  the  statistics  of  actual  family  expenditures  tell  the  whole 
story.  Knowing  in  advance  that  they  cannot  pay  large  medical  bills, 
many  families  ask  for  "free"  care,  and  many  go  without  medical 
attention.  Nor  is  it  difficult  to  picture  the  distress  of  those  families 
which  incur  large  bills  and  undertake  to  pay  them.  In  one  case  or 
another,  the  savings  of  a  lifetime  may  be  wiped  out,  the  hopes  and 
dreams  for  a  home  or  farm  thwarted,  educational  opportunities  sacri- 
ficed, the  family  deprived  of  those  things  which  make  life  pleasant 
and  living  worthwhile.  Nor  do  the  statistics  leave  any  doubt  why 
physicians  and  hospitals  have  difficulty  in  collecting  their  bills.  Is 
all  this  necessary  or  inevitable?  Is  there  no  remedy?  Is  our  system 
of  providing,  buying,  or  paying  for  medical  care  the  best  that  can  be 
devised  to  meet  our  present  needs? 

The  burden  of  sickness  costs  is  mitigated  in  some  measure  by  the 
arrangements  whereby  fees  are  adjusted  to  ability  to  pay.  But  the 
sliding  scale  operates  only  in  limited  ways  and  is  open  to  very  serious 
abuses.  Though  free  and  part-pay  services  and  facilities  have  been 
extensively  developed,  especially  in  the  large  cities,  though  physicians 
give  generously  of  their  services,  and  though  governments  have  greatly 
increased  tax  support  for  services  furnished  to  the  poor,  the  fact 
remains  that  large  costs  still  fall  on  small  purses. 

MEDICAL  CARE  AND  ABILITY  TO  PAT  FOR  ADEQUATE  CARE 

The  uneven  burden  of  medical  costs  is  the  first  cause  of  inadequate 
care.  There  is  a  second  cause  of  great  importance.  A  considerable 
proportion  of  the  population  is  too  poor  to  be  able  to  pay,  through 
their  own  resources,  the  full  cost  of  adequate  care.  The  increasing 
cost  of  good  care,  the  more  extensive  public  demand  for  it,  and  the 
strengthened  determination  of  society  to  conserve  the  health  of  the 
people  join  in  the  creation  of  a  new  class  of  persons.  These  are  people 
who  may  be  self-supporting  and  independent  for  all  their  other  basic 
needs  but  who  are  unable  to  afford  the  costs  of  necessary  medical  care. 

The  problem  created  by  the  irregular  incidence  of  illness  and  of 
medical  costs  cannot  be  solved  by  an  increase  in  average  family  in- 
come. If  the  national  productivity  were  in  some  way  doubled  and 
everyone's  income  were  correspondingly  increased,  the  medical  care 
problem  of  self-supporting  people  with  doubled  income  would  be 
alleviated  somewhat,  but  would  be  far  from  eradicated. 

Recent  studies  provide  a  basis  for  estimating  the  cost  of  adequate 
medical  care  as  defined  by  competent  professional  judgment.  If  pur- 
chased on  an  individual  basis  for  minimum  fees,  such  care  (exclusive  of 
the  costs  of  community  services,  dentistry,  medicines,  or  appliances) 
would  cost,  on  the  average,  about  $76  per  person  a  year  or  about  $310 
for  a  family  of  average  size.  Obviously,  such  expenditures  for  medical 
care  would  be  possible  for  the  great  majority  of  all  families  only  with 
extraordinary  adjustments  in  the  distribution  of  income,  in  budgets, 
and  in  standards  of  living. 
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Alternatively,  the  cost  of  adequate  care  may  be  estimatedly  crudely 
on  the  assumption  that  care  is  purchased  by  groups  rather  than  by 
individuals.  From  the  experience  of  various  organized  medical 
service  and  insurance  plans,  about  $17.50  per  person  a  year  appears 
to  be  a  reasonable  minimum  estimate  of  the  cost  of  furnishing  adequate 
care,  exclusive  of  dentistry.  Adequate  dental  care  would  cost  at 
least  an  additional  $7.50  per  person  a  year.  This  gives  $25  per  person 
or  $100  for  a  family  of  four  as  an  estimated  minimum  cost  of  adequate 
care  purchased  collectively  by  groups  rather  than  by  individuals. 
Expenditures  of  this  amount  would  mean  approximately  doubling  the 
average  sum  spent  by  families  at  the  $1,000  income  level,  adding  one- 
third  for  families  with  $1,500  a  year  and  one-fifth  for  families  with 
$2,000  a  year.  Families  with  $2,000  a  year  or  less  represent,  in  dif- 
ferent years,  about  60  to  80  percent  of  all  the  families  of  the  Nation. 
Self-sustaining  families  with  less  than  $1,000  a  year  and  those  whose 
incomes  must  be  supplemented  would  have  to  be  aided  even  more. 
Families  with  incomes  of  $3,000  and  more  spend  more  than  $100  a 
year  for  medical  care. 

The  conclusion  is  inescapable  that  considerable  proportions  of  the 
Nation's  families  are  too  poor  to  afford  the  cost  of  adequate  medical 
care  from  their  own  resources.  If  they  are  to  receive  such  care,  some 
part  of  the  cost  must  be  borne  by  the  more  prosperous.  This  is  not  a 
Dew  principle;  it  has  long  been  practiced  in  the  payment  for  medical 
care,  and  the  medical  profession  has  always  insisted  that  people  should 
pav  for  medical  care  in  proportion  to  ability  to  pay. 

Sickness  has  become  a  hazard  like  death  or  unemployment  in  that 
it  entails  losses  which  may  be  greater  than  the  individual  can  meet 
unaided  from  his  own  resources.  The  need  for  food,  shelter,  and 
clothing  can  be  budgeted  by  the  individual  family;  sickness  costs  can 
be  budgeted  only  by  a  large  group.  If  medical  care  is  to  be  made  avail- 
able to  all  families  with  small  or  modest  incomes  at  costs  they  can 
afford,  the  costs  must  be  spread  among  groups  of  people  and  over 
periods  of  time.  Some  arrangement  must  be  worked  out  whereby 
individuals  will  make  regular  periodic  contributions  into  a  common 
fund  out  of  which  the  costs  of  medical  care  will  be  defrayed  for  those 
who  are  sick.  Thus,  in  each  year,  the  majority  who  require  little  or 
no  medical  care  will  help  pay  the  bills  of  the  minority  who  happen  to 
need  much  medical  care.  One  year,  some  will  be  the  fortunate  ones, 
will  have  smaU  sickness  needs,  and  another  year  they  may  be  among 
the  unfortunate  and  so  need  the  help  of  others. 

INCOMES  OF  PRACTITIONERS  AND  INSTITUTIONS 

The  inadequate  incomes  earned  by  many  professional  practitioners 
deserve  careful  consideration.  The  uneven  burden  of  medical  costs 
upon  individuals  and  families  has  its  counterpart  in  the  uneven  dis- 
tribution of  income  among  the  physicians,  dentists,  and  nurses  who 
minister  to  them.  Even  in  the  prosperous  year  1929,  for  every 
physician  who  earned  more  than  $10,000  as  an  annual  net  income  from 
his  professional  practice,  there  were  two  who  earned  less  than  $2,500. 
For  every  dentist  who  earned  more  than  $10,000,  there  were  four  who 
earned  less  than  $2,500.  This  was  the  unhappy  state  of  affairs  in  a 
peak  year  of  prosperity.  Since  then,  the  economic  status  of  doctors, 
dentists,  and  nurses  has  been  much  worse. 
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Inadequacies  in  the  receipt  of  medical  care  are  reflected  in  inade- 
quacies in  the  incomes  of  practitioners  and  hospitals.  While  doctors 
are  only  partly  occupied,  while  nurses  suffer  from  substantial  unem- 
ployment, and  while  hospital  beds  stand  empty,  millions  of  persons  in 
need  of  service  do  not  receive  it. 

It  is  significant  to  record  the  fact  that  every  sound  arrangement  to 
reduce  the  burdens  created  by  variable  sickness  costs  for  the  public 
operates  to  stabilize  and  increase  the  incomes  of  those  who  furnish  the 
services. 

INADEQUACY  OF  VOLUNTARY  INSURANCE 

A  brief  reference  may  be  made  to  the  long  and'  complex  history  of 
voluntary  efforts  to  solve  the  problem  of  sickness  costs  which  are 
unequal,  unpredictable,  and  unbudgetable  for  individuals  or  families. 
The  group  payment  of  sickness  costs  is  not  a  new  concept  but  an  old 
and  well-established  practice.  Organized  charity,  the  sliding  scale 
of  medical  fees,  commercial  insurance,  and  other  devices  have  long 
been  practiced  to  reduce  the  burdens  of  sickness  costs  and  to  dis- 
tribute these  costs  among  groups  of  people.  They  have  not  been 
and  they  are  not  now  adequate  to  deal  with  the  problem. 

Group  payment  through  nonprofit  insurance  has  become  a  more 
important  practice.  Most  commonly,  the  group  has  been  made  up 
of  employees  of  a  single  industry,  banded  in  a  "mutual  benefit"  or 
similar  association.  Usually,  the  employer  and  the  insured  persons 
share  the  costs.  Some  of  these  plans  provide  only  medical  benefits, 
many  provide  only  cash  benefits,  and  a  few  provide  both. 

Group  payment  has  recently  received  a  strong  impetus  through  the 
development  of  nonprofit  community  associations  for  insurance  against 
hospital  costs  (group  hospitalization).  In  a  number  of  communities, 
group  hospitalization  authorities  are  studying  the  possibility  of  ex- 
panding the  program  to  include  not  only  hospital  bills  but  physicians' 
fees  and  other  costs  as  well. 

These  and  other  efforts  to  solve  the  problems  of  sickness  costs 
deserve  high  commendation.  The  proof  of  their  value,  however,  is 
not  their  good  intentions  but  their  actual  accomplishments  in  achiev- 
ing coverage.  Voluntary  sickness  insurance  without  subsidy  or  other 
encouragement  through  official  action  may  be  important  as  a  method  of 
experimentation  with  the  technical  and  social  problems  of  group 
payment,  but  it  has  nowhere  shown  the  possibility  of  reaching  more 
than  a  small  fraction  of  those  who  need  its  protection.  After  decades 
of  effort,  about  two  million  persons  in  the  United  States  receive  com- 
prehensive or  even  substantial  medical  care  through  voluntary  in- 
surance arrangements,  and  one  and  a  half  million  persons  (some  of 
them  the  same  persons)  are  members  of  so-called  approved,  non- 
profit hospital  insurance  associations.  In  the  face  of  needs  which 
are  vital  and  urgent  for  at  least  100  million  persons  in  the  United 
States,  the  Technical  Committee  on  Medical  Care  cannot  find  the 
answer  to  the  Nation's  problem  in  voluntary  insurance  efforts. 

PART  II.  RECOMMENDATION  IV 

The  Technical  Committee  on  Medical  Care  has  reached  the  con- 
clusion that  Government  must  assume  larger  responsibilities  than  it 
has  carried  in  the  past  if  it  is  to  help  self-supporting  people  meet  the 
problems  of  medical  costs. 
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A  program  to  provide  a  rational  basis  for  the  financing  of  medical 
costs  cannot  start  in  a  vacuum;  it  must  take  account  of  existing 
customs,  facilities,  and  practices.  Wide  variations  in  existing  per- 
sonnel, institutions,  and  economic  conditions  require  that  a  national 
program  must  be  flexible  and  must  be  adaptable  to  diverse  social  and 
economic  conditions  in  different  areas  of  the  country.  The  program 
must  aim  at  the  eradication  of  socially  undesirable  differences,  but 
it  must  recognize  that  this  can  be  effected  only  over  a  period  of  years. 
Such  considerations  lead  the  Committee  to  the  conclusion  that 
effective  operating  programs  should  preferably  be  designed  and 
administered  on  a  State-wide  basis.  On  this  basis,  the  role  of  the 
Federal  Government  should  be  principally  to  give  financial  and 
technical  aid  to  the  States  in  their  development  of  sound  programs. 
Accordingly,  the  Technical  Committee  on  Medical  Care  submits  as  its 
fourth  recommendation: 

Recommendation  IV:  Federal  Grants-in-Aid  to  the  States  Toward  the 
Costs  oj  a  More  General  Medical  Care  Program 

The  implications  of  this  recommendation  may  first  be  examined  in 
respect  to  programs  which  may  be  developed  at  the  State  level. 
If  effective  medical  services  are  to  become  a  reality,  people  of  small 
means  must  be  able  to  obtain  these  services  without  facing  the  costs 
at  the  time  the  services  are  needed.  The  costs  can  be  distributed 
among  groups  of  people  and  over  periods  of  time  through  the  use  of 
taxation,  or  through  insurance,  or  through  a  combination  of  the  two. 

EXPANSION  OF  PUBLIC  MEDICAL  SERVICES  IN  THE  STATES 

It  has  been  pointed  out  that  tax-supported  public  medical  services 
already  involve  annual  expenditures  of  about  $500,000,000  to 
$600,000,000.  The  use  of  tax  funds  to  pay  for  medical  services  is, 
of  course,  a  very  old  method  of  distributing  the  costs.  The  principle 
of  distribution  is,  however,  applied  in  an  extreme  fashion,  because, 
in  general,  public  medical  services  are  available  to  needy  and,  more 
recently,  to  medically  needy  persons  and  not  to  other  taxpayers 
who  provide  the  funds.  A  more  general  program,  which  would  meet 
the  needs  of  a  larger  proportion  of  the  population  to  whom  medical 
costs  are  burdensome,  could  be  developed  through  expansion  of 
existing  public  medical  services,  provided  such  services  were  made 
more  generally  available  to  the  population. 

Existing  public  medical  services  are,  broadly  considered,  of  two 
kinds:  (1)  General  services  for  the  needy,  and  (2)  limited  classes  or 
categories  of  service  for  special  groups  in  the  population.  The  scope 
of  services  for  the  needy  is  well  known,  and  the  deficiencies  are  widely 
recognized.  The  categorical  services  are  usually  highly  specialized; 
they  include  services  which  State  and  local  governments  have  developed 
for  persons  afflicted  with  diseases  infused  with  an  element  of  public 
danger  (e.  g.,  the  acute  communicable  diseases)  or  with  diseases 
which,  being  long-continued  or  chronic,  or  involving  highly  specialized 
care,  create  costs  which  are  beyond  the  ability  of  individual  families 
to  meet  (e.  g.,  cancer,  infantile  paralysis),  or  which,  because  of  lack 
of  care,  precipitate  dependency  and  large  social  burdens  (e.  g.,  tuber- 
culosis, mental  diseases). 
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The  expansion  of  public  medical  services  can  be  effected — as  some 
think  they  should — through  this  categorical  approach.  On  this 
basis,  government  would  make  particular  kinds  of  services  available 
to  the  public,  some  only  to  the  needy,  some  to  the  medically  needy, 
and  some  to  wholly  self-supporting  persons  or  to  the  entire  com- 
munity. Some  of  the  possibilities  in  these  directions  have  already 
been  discussed;  only  their  expansion  to  all  or  most  income  groups  is 
involved  here. 

It  is  fitting  to  note  two  objections  against  the  expansion  of  public 
medical  services  through  this  categorical  approach.  First,  each  lim- 
ited development  brings  additional  administrative  and  organizational 
complications  because  of  the  diversity  of  the  separate  services  that  are 
made  available,  and  because  of  the  gaps  that  remain  between  them  and 
also  between  them  and  privately  purchased  services.  In  many  of  our 
cities  today,  the  complexity  of  these  categorical  services  already  defies 
the  understanding  of  even  the  expert,  and  much  evidence  shows  the 
confusion  in  the  public  mind  concerning  what  is  and  what  is  not  avail- 
able, who  is  and  who  is  not  eligible.  Second,  the  limitation  of  particu- 
lar services  to  particular  groups  in  the  population  piles  up  further  com- 
plexities because  of  the  necessity  of  investigating  the  financial  status 
of  the  person  who  needs  the  care.  People  who  are  self-sustaining  for 
the  other  necessities  of  life  have  profound  objections  against  a  means 
test  for  medical  services,  whether  this  means  test  is  administered  by 
a  government  agency,  a  social  worker,  or  by  a  private  medical  practi- 
tioner. 

If  functional  arrangements  are  to  be  simplified  rather  than  be  made 
more  complex,  if  medical  care  is  to  become  available  without  a  means 
test  for  those  who  need  service,  if  the  public  is  to  have  ready  access  to 
these  services,  it  seems  essential  to  contemplate  expansion  of  public 
medical  services  as  a  general  program  and  not  through  a  categorical 
approach.  Such  a  program  would  produce  a  close  similarity  between 
public  medical  care  and  public  education. 

Medical  care  in  the  United  States  now  costs  approximately  three 
and  a  quarter  billion  dollars  a  year.  Subtracting  the  amount  already 
being  spent  by  governments  (Federal,  State,  and  local),  a  general  pro- 
gram of  public  medical  care  for  the  Nation  would  require  about  two 
and  three-quarter  billions  a  year.  A  limited  program  of  public  medical 
services  could  be  designed  to  cost  considerably  less;  the  services  could 
be  of  less  than  complete  scope;  or — despite  obvious  objections — they 
could  be  restricted  to  people  in  the  lower  income  levels;  or,  as  has 
been  done  in  Recommendation  III  previously  discussed  (medical  care 
for  needy  and  medically  needy  persons),  they  could  be  limited  in  both 
respects.  In  any  case,  a  program  of  sufficient  size  and  scope  to  come 
to  real  grips  with  the  national  needs  must  involve  new  tax  expendi- 
tures involving  between  one  and  three  billion  dollars  a  year.  These 
sums  include  the  expenditures  that  would  be  involved  in  carrying  out 
Recommendation  III,  which  calls  for  an  outlay  of  about  400  million 
dollars.  The  possibilities  in  this  direction  deserve  careful  exploration, 
with  special  regard  for  the  forms  of  taxation  which  may  be  feasible  to 
raise  the  necessary  funds. 

It  should  be  emphasized  that  the  new  tax  funds  for  public  medical 
services  would  not  represent  a  new  kind  of  expenditure  by  the  popula- 
tion; most  of  these  sums  are  already  being  spent  from  private  funds. 
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The  essential  change  would  be  to  effect  a  wider  distribution  of  medical 
costs  by  changing  the  method  of  payment. 

DEVELOPMENT   OF   HEAL1H   INSURANCE  BY  THE  STATES 

The  raising  of  the  funds  required  to  finance  a  program  of  public 
medical  services  through  general  revenue  taxation  may  be  expected  to 
present  some  difficulties.  A  general  program  of  medical  care  can  also 
be  financed  through  insurance  contributions.  Health  insurance 
designed  to  provide  adequate  care  could  be  financed  principally  by 
direct,  earmarked  contributions.  Like  public  medical  care,  health 
insurance  is  a  method  of  budgeting  expenditure  so  that  each  family 
carries  a  budgeted,  rather  than,  as  at  present,  a  variable  and  uncertain 
risk.  As  is  shown  by  large  experience,  the  insurance  procedure  is 
entirely  compatible  with  freedom  of  all  practitioners  to  participate 
in  the  plan,  with  free  choice  of  physician  by  the  patient,  and  with 
wide  latitude  left  to  physicians  as  to  the  method  of  their  remuneration. 

Health  insurance  by  itself  is  limited  in  its  capacities  to  reach  all 
who  need  its  protection  in  much  the  same  way  as  are  other  social 
insurance  schemes.  National  coverage  of  all  persons,  or  of  all  with 
earnings  below  a  specified  income  level,  may  be  difficult  to  effect;  self- 
employed  persons,  domestic  servants,  and  farm  laborers  cannot  be 
easily  brought  within  the  plan,  because  of  the  anticipated  difficulty  of 
collecting  regular  contributions  from  them.  However,  experience 
with  compulsory  systems  abroad,  and  with  voluntary  systems  in  the 
United  States  as  well  as  in  other  countries,  indicates  that  these  diffi- 
culties are  not  insuperable,  especially  if  insurance  contributions  are 
combined  with  general  taxation  or  special  assessments. 

A  health  insurance  system  might  properly  be  limited  to  individuals 
under  a  specified  income  level  (e.  g.,  $3,000  a  year),  or  might  cover  all 
persons  in  specified  employment  groups  through  contributions  levied 
on  income  up  to,  say,  $3,000  a  year.  In  order  that  the  establishment 
of  an  insurance  system  should  not  lead  to  one  program  for  the  purchase 
of  medical  care  for  insured  gainfully  employed  persons  and  another 
for  noninsured  dependent  groups,  the  system  should  make  provision 
for  the  inclusion  of  persons  without  income  through  contributions  on 
their  behalf  from  public  funds.  Thus,  tax  payments  would  be  used 
jointly  with  insurance  contributions  to  support  a  unified  scheme  for 
self-supporting  and  needy  persons.  The  insurance  benefits  of  this 
system  should  be  distinguished  from  insurance  against  wage  loss, 
which  will  be  discussed  separately.  Under  such  a  general  system  to 
meet  medical  costs,  medical  need  might  disappear  if  contributions 
were  related  to  income. 

A  comprehensive  system  of  health  insurance  nationally  developed 
would  call  for  total  funds  equal  to  4  or  41,  percent  of  income  of  the 
covered  population.  The  major  portion  of  these  funds  should  be 
obtained  from  the  direct  contributions  of  insured  persons,  with  assist- 
ance from  employers  and  from  government. 

The  costs  of  health  insurance  do  not  represent  new  expenditures. 
Inasmuch  as  the  over-all  cost  is  estimated  to  be  substantially  what  is 
already  being  spent  by  individuals,  health  insurance  would  be  pri- 
marily a  method  of  substituting  average  for  variable  costs.  Only  to 
the  extent  that  part  of  the  cost  is  placed  on  employers  or  is  shifted  to 
government  and  is  not  in  turn  shifted  back  to  the  insured  persons,  is 
the  impact  of  medical  costs  changed  from  its  present  pattern. 
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STATE  CHOICE  OF  PROGRAM 

A  choice  between  public  medical  service  and  health  insurance  in- 
volves many  alternative  considerations.  Public  medical  service  is 
potentially  applicable  to  whole  areas  and  to  entire  populations;  it  can 
be  used  wherever  the  taxing  power  of  government  reaches.  Health 
insurance  is  somewhat  more  easily  applicable  to  industrial  than  to 
agricultural  areas,  though  this  limitation  is  by  no  means  an  absolute 
one. 

The  two  procedures  are  not  mutually  exclusive  alternatives.  On 
the  contrary,  each  may  have  substantial  advantages  for  particular 
areas  or  for  particular  portions  of  the  population  to  be  served.  Ex- 
perience in  many  countries  suggests  health  insurance  for  urban  and 
industrial  areas  and  public  medical  services  for  rural  and  agricultural 
areas.  In  countries  where  health  insurance  is  widely  practiced,  it  is 
always  supplemented  by  public  medical  provisions,  even  in  urban 
areas.  For  example,  it  is  common  to  find  hospital  service  largely 
financed  through  tax  funds  and  serving  nearly  all  the  population  in 
countries  with  extensive  systems  of  health  insurance.  The  relative 
usefulness  of  either  method  by  any  State  would  depend  upon  the 
characteristics  and  the  composition  of  the  State.  One  State,  more 
highly  industrialized  and  urbanized  than  another,  may  find  the  in- 
surance technique  generally  or  extensively  applicable.  Another  State, 
more  generally  agricultural  and  rural,  may  find  the  method  of  pay- 
ment through  taxation  or  special  assessment  more  widely  useful.  The 
choice  of  method  or  combination  of  methods  should,  in  the  opinion 
of  the  Teclmical  Committee  on  Medical  Care,  be  made  by  the  States 
rather  than  by  the  Federal  Government. 

When  making  decision  as  to  the  program  to  be  developed,  many 
States  would  need  to  give  careful  consideration  to  the  unequal  financial 
resources  of  areas  within  the  State.  The  same  kind  of  public  policy 
that  is  the  basis  for  Federal  aid  to  the  States  dictates  State  aid  for 
underprivileged  areas  within  the  State. 

Federal  aid  to  assist  the  States  in  the  development  of  sound  pro- 
grams should  be  equally  available  to  the  States  for  the  development 
of  public  medical  services,  health  insurance,  or  a  combination  of  the 
two.  Recommendation  IV  should,  therefore,  be  understood  to  mean 
that  Federal  grants-in-aid  to  the  States  should  be  available  within 
reasonably  wide  limitations  as  to  the  procedure,  categories  of  services, 
or  population  groups  which  a  State  may  decide  to  assist.  Federal 
grants-in-aid  should  be  geared  to  approved  classes  of  expenditures 
under  a  State  program  rather  than  to  the  administrative  or  financial 
techniques  used  by  the  State. 

It  is  scarcely  necessary  to  emphasize  that  the  development  of  a 
sound  State  program  for  medical  care  need  not  wait,  in  States  where 
financial  resources  are  adequate,  on  the  availability  of  Federal  aid. 

AN  ESTIMATE   OF  FEDERAL  COSTS 

The  cost  to  the  Federal  Government  of  a  program  developed  under 
Recommendation  IV  cannot  be  estimated  closely  until  the  essential 
features  of  the  plan  are  determined.  Furthermore,  a  complete  pro- 
gram could  be  attained  only  after  some  years  of  development.  Ac- 
count must  be  taken  of:  (a)  The  rate  at  which  States  would  be  pre- 
pared to  develop  programs;  (6)  their  ability  to  cover  the  populations 
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which  should  be  protected  by  health  insurance  or  by  public  medical 
services;  and  (c)  their  ability  to  develop  effective  distribution  of 
professional  personnel,  hospitals,  and  other  facilities  in  areas  where 
these  are  now  deficient. 

A  rough  estimate  of  the  Federal  cost  might  be  made  only  to  indicate 
its  order  of  magnitude.  The  over-all  cost  of  services  to  be  furnished 
through  health  insurance  or  analogous  public  medical  services,  or  both, 
may  be  estimated  to  be  about  $2,600,000,000  a  year,  assuming  a 
theoretical  population  coverage  of  130,000,000  persons1  and  provision 
of  such  services  as  could,  on  the  average,  be  furnished  for  $20  per 
person.2  This  would  be  the  eventual  cost  for  complete  national 
coverage.  If  one-tenth  of  the  total  might  be  made  effective  in  the 
first  year  and  the  Federal  share  of  the  cost  were  assumed  to  be  some- 
thing between  a  minimum  of  one-fifth  ~and  a  maximum  of  one-third 
of  the  total  involved  in  furnishing  services,  the  Federal  cost  at  the 
outset  might  fall  between  $52,000,000  and  $87,000,000  a  year.  The 
growth  of  the  State  systems  would  occur  through  expansion  of  the 
population  covered  and  through  increasing  completeness  in  the  variety 
of  services  furnished.  If  the  grants-in-aid  continue  to  be  necessary, 
the  annual  Federal  cost  would  presumably  increase  tenfold  in  perhaps 
10  years,  reaching  an  eventual  maximum  falling  between  one-fifth 
and  one-third  of  the  two  and  six-tenths  billion  dollars  over-all  cost. 

These  estimates  of  Federal  cost  include  (and  duplicate)  several  items 
arising  out  of  preceding  recommendations.  They  include  considerable 
portions  of  Recommendations  I-A  and  I-B  for  the  expansion  of  public 
health,  maternal  and  child  health  services,  and  all  the  cost  involved  in 
Recommendation  III  dealing  with  grants-in-aid  toward  medical  care 
for  needy  and  medically  needy  persons.  Recommendation  IV  pro- 
poses a  more  general  program  which  embraces  the  more  limited 
programs,  submitted  in  Recommendations  II  and  III. 

Development  of  public  medical  services  and  health  insurance 
through  Federal  aid  such  as  is  suggested  above  might  not  be  as  rapid 
as  may  be  desired.  If  this  is  a  meritorious  objection  to  the  grants-in- 
aid  plan,  more  rapid  development  can  be  effected  through  a  uniform 
payroll  tax  (with  a  tax-offset  arrangement)  as  in  unemployment 
compensation. 

Insurance  Against  Loss  of  Wages  During  Sickness 

We  have  already  pointed  out  that  sickness  brings  economic  burdens 
not  only  because  medical  services  involve  costs  but  also  because 
disability  of  the  wage  earner  leads  to  wage  loss.  Loss  of  income  in 
turn  makes  the  purchase  of  medical  services  all  the  more  difficult. 

PART  I.   THE  INCIDENCE  OF  DISABILITY 
TOTAL  AND  AVERAGE  INCIDENCE  OF  DISABILITY 

On  the  average  day  of  the  year,  there  are  probably  at  least  five  to 
six  million  persons  who  are  temporarily  or  permanently  disabled  by 
illness.  These  persons  are  unable  to  work,  to  attend  school,  or  to 
pursue  their  other  customary  activities. 


1  Including  persons  with  and  without  income. 

2  This  figure  excludes  services  already  provided  through  tax  funds,  takes  account  of  reasonable  economies 
which  can  be  made,  and  excludes  certain  current  wasteful,  valueless,  or  even  harmful  expenditures. 
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Among  gainful  workers,  the  rate  of  disability  varies  considerably, 
depending  on  age,  sex,  economic  level,  occupation,  and  other  factors. 
Taken  by  and  large  there  are  probably  between  7  and  10  days  of 
disability  per  person  a  year  among  the  gainfully  employed,  but  the 
figures  range  from  as  little  as  3  or  4  days  up  to  15  or  more  days  a  year 
per  person  for  different  groups  in  the  population.  These  figures 
understate  the  incidence  of  disability  because  they  do  not  fully  take 
account  of  those  who  have  fallen  out  of  gainful  employment  by  reason 
of  long-continued  disability. 

If  all  our  gainful  workers  were  employed  and  earning  an  average 
wage  of  $4  or  $5  a  day,  a  disability  rate  of  9  working  days  per  year 
would  mean  that  disability  wage  loss  would  amount  to  $36  or  $45 
per  person  a  year.  A  more  conservative  estimate  may  be  based  on 
the  assumption  that  those  who  are  gainfully  employed  suffer  an  aver- 
age disability  of  about  7  working  days  a  year.  For  a  period  like  the 
year  1929,  the  wage  loss  due  to  disability  was  nearly  two  billion  dollars; 
for  a  period  like  the  present,  when  there  is  widespread  unemployment, 
it  would  be  at  least  one  or  one  and  a  half  billion  dollars.  These 
figures  take  no  account  of  the  larger  losses  to  industry  and  to  society 
generally. 

UNEVEN  INCIDENCE  OF  DISABILITY 

Stating  the  wage  loss  from  disability  in  terms  of  averages  or  of 
total  costs  is  significant  but  also  somewhat  misleading — just  as  average 
or  total  costs  for  medical  care  may  be  misleading.  If  each  worker  had 
the  average  annual  disability  and  the  average  annual  loss  of  earnings 
we  should  not  have  a  problem  worthy  of  extended  discussion.  Un- 
fortunately, a  wage  earner  does  not  suffer  average  illness  or  average 
loss,  except  by  chance.  Disabling  illnesses  are  not  all  of  7,  8,  or  9 
days'  duration.  On  the  contrary,  disabling  illness  ranges  from  less 
than  a  day  to  the  entire  year,  and  in  some  cases  the  disability  is 
permanent.  Whether  an  illness  will  be  mild  and  nondisabling,  or 
severe  and  disabling,  whether  disability  will  last  a  day,  a  week,  a 
month,  a  year,  or  the  remainder  of  the  individual's  lifetime  depends 
upon  many  factors  which  in  general  cannot  be  foreseen  or  predicted 
by  or  for  the  individual.  Though  we  can  forecast  with  substantial 
accuracy  what  will  happen  in  a  large  group  of  workers,  the  individual 
cannot  know  in  advance  what  will  happen  to  him.  This  is  the  essen- 
tial reason  why  the  averages  are  misleading  and  why  disabling  sickness 
is  a  constant  threat  to  the  security  of  the  individual  and  the  familv 
of  small  or  modest  means. 

The  effects  of  temporary  disability  are  in  all  important  respects  like 
the  effects  of  temporary  unemployment;  each  deprives  the  worker 
and  his  family  of  income  for  a  shorter  or  longer  period.  The  effects 
of  chronic,  long-continued,  or  permanent  disability  are  like  the  effects 
of  old  age,  except  that  unlike  old  age,  disabling  disease  is  not  confined 
to  the  last  and  relatively  nonproductive  periods  of  life.  Disability 
affects  persons  at  all  ages.  When  the  worker  has  dependents  to  sup- 
port, its  consequences  are  most  severe. 

AN  ESTIMATE  OF  THE  PERMANENTLY  DISABLED 

Of  the  5  or  6  million  disabled  persons  on  an  average  day  of  the 
year,  perhaps  one-half,  more  or  less,  are  suffering  from  temporary 
disabilities  from  which  they  will  recover  sooner  or  later.    The  other 
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half  are  permanently  and  totally  disabled  from  disease  and  other 
disabling  conditions.  Four-fifths  of  these  persons,  or  nearly  2,000,000, 
are  in  the  ages  under  65.  Many  of  these  persons  have  families  and 
dependents;  in  many  instances,  these  disabled  persons  have  been  the 
sole  support  of  their  families.  A  rough  estimate  which  takes  account 
of  the  immediate  families  of  these  disabled  persons  suggests  that 
between  8  and  10  million  persons  are  probably  quite  directly  affected 
by  their  permanent  disablement  and  loss  of  earning  capacity. 

PART  II.    RECOMMENDATION  V 

Under  the  present  social  security  program,  workers  are  assured  some 
continuance  of  partial  income,  in  lieu  of  their  regular  wages,  when  they 
become  unemployed  and  are  able  to  work.  Under  the  workmen's 
compensation  laws,  most  of  them  are  protected  against  wage  loss 
resulting  from  accident  or  injury  arising  out  of  employment.  But 
generally  they  have  no  protection  against  wage  loss  resulting  from 
nonindustrial  sickness  or  accident.  A  limited  number  of  workers  do 
have  some  such  protection  through  voluntary  insurance  schemes, 
commercial  or  nonprofit;  but  they  are  a  small  minority  in  the  total. 
If  the  wage  earner  becomes  unemployed  for  lack  of  a  job,  he  is  in- 
sured for  some  continuity  of  income  between  jobs  (if  he  is  in  employ- 
ment covered  by  unemployment  compensation) ;  but  if  he  becomes 
unemployed  because  he  is  unable  to  work,  he  is  thrown  back  upon  such 
private  and  individual  resources  as  he  can  command.  Experience 
has  shown  the  need  for  more  substantial  protection. 

The  Technical  Committee  on  Medical  Care  therefore  submits  as  its 
fifth  recommendation: 

Recommendation  V:  Federal  action  toward  the  development  of  programs 
for  disability  compensation 

DIFFERENT  INSURANCE  PROVISION  FOR  TEMPORARY  AND  PERMANENT  DISABILITY 

There  is  good  reason  to  believe  that  the  insurance  against  disability 
can  best  be  treated  not  by  a  single  insurance  system  but  by  two  systems 
closely  coordinated.  There  is,  first,  the  problem  of  the  temporarily 
disabled  worker — the  workers  who  has  an  actute  illness  and  for  whom 
there  is  every  reason  to  expect  that,  after  a  few  weeks  or  a  few  months, 
he  will  recover  and  return  to  work.  There  is,  second,  the  problem  of 
the  permanently  disabled  worke — the  worker  who,  by  reason  of 
crippling  or  chronic  illness,  will  probably  never  again  be  able  to  enter 
gainful  employment.  The  administrative  problems  to  be  met  in 
paying  benefits  to  the  first  worker  are  quite  cLirTerent  from  those  which 
arise  in  the  case  of  the  second  worker,  and  there  are  important  reasons 
for  believing  that  the  rate  of  benefits  provided  through  insurance 
should  not  be  identical.  An  arbitrary  line  may  be  drawn  between 
temporary  and  permanent  disability,  defining  the  first,  for  example, 
as  disability  lasting  less  than  26  weeks  and  the  second  as  (fisability 
lasting  more  than  26  weeks. 

Temporary  disablement  is  much  like  temporary  unemployment. 
Insurance  against  temporary  disablement  may  be  patterned  after 
unemployment  compensation,  with  repetitive  certification  of  disability 
by  a  physician  as  a  procedure  analogous  to  repetitive  registration  at 
an  employment  office. 
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Permanent  disablement  is  more  like  old-age  retirement.  The 
permanently  disabled  worker  leaves  the  labor  market  in  the  same  sense 
as  does  the  aged  person;  both  of  these  classes  of  persons  permanently 
cease  to  have  earnings.  The  disabled  worker  is  generally  younger 
than  the  retired  worker  and  therefore  more  often  has  a  dependent 
spouse  and  dependent  children.  Hence,  assurance  of  some  income  is 
at  least  as  urgent,  socially,  for  the  disabled  as  for  the  aged.  Not 
involving  the  need  for  repetitive  certification  (except  for  those  cases 
in  which  recovery  or  rehabilitation  is  possible),  permanent  disability 
(invalidity)  insurance  is  similar  to  old-age  insurance  where  certification 
of  retirement  age  establishes  the  basis  for  the  award  of  a  retirement 
annuity.  Permanent  disability  insurance  may,  therefore,  be  con- 
veniently patterned  after  old-age  insurance  and  may  actually  be 
established  by  introducing  invalidity  benefits  into  the  present  old-age 
insurance  system. 

Temporary  disability  compensation,  patterned  after  unemployment 
compensation,  would  involve  a  cost  of  approximately  1  percent  of 
wages.  With  a  substantial  but  not  unreasonable  waiting  period — 7, 
10,  or  14  days — this  would  probably  support  benefits  calculated  at  50 
percent  of  wages  for  a  maximum  of  at  least  26  weeks.  The  allocation 
of  the  cost  may  have  to  be  different  from  that  which  is  customary  in 
unemployment  compensation. 

Permanent-disability  insurance  with  benefits  geared  to  old-age 
benefits,  would  probably  cost  0.1  to  0.2  percent  of  wages  at  the  outset 
and  the  cost  may  be  expected  to  rise  in  the  course  of  years,  attaining 
between  1  and  2  percent  of  wages  in  20  years  and  perhaps  1.5  and  3 
percent  a  generation  or  two  later,  the  exact  cost  depending  upon  the 
benefits  provided  and  upon  numerous  other  factors. 

A  disability  compensation  program  is  not  primarily  part  of  a  medical- 
care  program.  Nevertheless  there  are  important  interrelations 
between  the  two.  The  cost  of  compensation  for  disability  would  be 
needlessly  high  if  wage  earners  generally  did  not  receive  essential 
medical  care.  Hospitalization  and  other  institutional  care,  and 
vocational  rehabilitation  for  workers  who  are  disabled,  are  essential 
if  those  who  can  be  restored  to  working  capacity  are  to  receive  the 
necessary  care.  Without  such  facilities  and  services,  the  cost  of 
invalidity  annuities  would  be  unnecessarily  burdened.  These  and 
similar  considerations  indicate  some  of  the  interrelations  between 
disability  insurance  and  a  general  health  program. 

CONCLUSION 

This  discussion  of  Recommendations  IV  and  V  submitted  by  the 
Technical  Committee  on  Medical  Care  has  probably  raised  more 
questions  than  it  has  answered.  The  Committee's  purpose  has  been 
to  present  the  needs  which  exist  and  to  outline,  only  in  broad  terms, 
the  general  pattern  of  programs  to  meet  these  needs. 

It  is  obvious  that  Recommendations  IV  and  V  deal  with  somewhat 
different  procedures,  but  both  bear  on  common  problems.  The  funda- 
mental objectives  involved  here  are:  First,  conservation  of  health 
and  vitality;  and,  second,  reduction  of  the  role  of  sickness  as  a  cause 
of  poverty  and  dependency. 

This  report  from  the  Committee  began  by  dealing  with  the  needs 
of  self-supporting  persons.    It  has  inevitably  come  to  deal  both  with 
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them  and  with  the  more  unfortunate.  A  general  program  of  medical 
care  therefore  makes  provision  simultaneously  for  both.  No  one 
wants  two  systems  of  medical  care — one  for  the  self-supporting  and 
another  for  the  needy — any  more  than  two  systems  of  education. 

Though  not  explicitly  stated,  it  has  been  assumed  throughout  the 
Committee's  report  that  any  general  program  would  provide  for 
effective  coordination  between  preventive  and  other  services.  It  has 
also  been  assumed  throughout  that  such  a  program,  by  furnishing  a 
strengthened  economic  base,  provides  new  opportunity  for  improve- 
ment in  the  quality  of  medical  services  through  the  concerted  activities 
of  official  agencies,  educators,  and  practitioners. 

In  good  times  and  in  bad  times,  sickness  is  a  major  cause  of  poverty, 
destitution,  and  a  large  part  of  all  dependency.  Through  periods  of 
prosperity  and  of  depression,  sickness  still  remains  the  most  constant 
factor  in  dependency.  It  occurs  more  frequently  and  for  longer 
periods  among  the  unemployed  than  among  the  employed,  among  the 
poor  than  among  the  rich.  It  is  associated  with  various  other  mani- 
festations of  social  disorganization,  such  as  unemployment,  low  income, 
poor  housing,  and  inadequate  food.  If  we  are  to  lessen  destitution 
and  poverty,  if  we  are  to  penetrate  to  the  causes  of  dependency,  we 
must  strike  simultaneously  at  this  whole  plexus  of  social  evils  within 
our  society.  It  is  of  little  avail  to  employ  modern  techniques  in 
solving  the  problems  of  unemployment,  housing,  and  low  wages  if 
we  leave  to  the  forces  of  laissez  faire  the  problem  of  sickness  which 
pervades  and  contributes  to  these  other  factors  in  dependency,  because 
so  frequently  it  strikes  down  otherwise  self-supporting  persons. 

During  the  last  quarter  of  the  nineteenth  century,  public  health 
authorities  and  medical  practitioners  made  a  brilliant  and  successful 
record  through  a  mass  attack  on  unhealthful  environments  and  on 
communicable  disease.  But  we  cannot  be  satisfied  with  the  great 
achievements  of  the  past.  A  similar  attack  is  needed  now  on  the  ail- 
ments and  disabilities  of  individuals.  Our  primary  concern  at  present 
is  not  with  catastrophic  plagues,  but  with  ever-present  diseases 
responsible  for  the  disabling  illness  of  5  or  6  million  persons. 

We  have  been  derelict  in  failing  to  work  more  actively  to  prevent 
dependency.  Many  widows  and  orphans  are  now  being  supported  at 
public  expense  who  have  been  deprived  of  their  natural  support  by 
preventable  accidents  and  equally  preventable  diseases.  Many 
persons  are  now  among  the  unfortunate  whom  we  label  as  the  "unem- 
ployables"  solely  because  they  could  not  afford  the  medical  care  that 
would  have  kept  them  employable  and  independent.  So  long  as  we 
fail  to  provide  adequate  programs  for  medical  care  and  for  protection 
against  loss  of  earnings,  just  so  long  are  we  permitting  the  creation  of 
a  permanent  class  of  disability  dependents.  The  sick  do  not  gather 
in  crowds  on  the  streets  of  our  cities,  but  their  needs  are  not  less 
urgent. 

The  Committee  submits  this  report  with  the  hope  that  the  recom- 
mendations may  serve  as  a  basis  of  discussion  on  which  to  crystallize 
a  program  to  meet  the  basic  essentials  of  a  Nation's  health. 

******* 
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Explanatory  Statement 

In  the  fall  of  1937  the  President's  Interdepartmental  Committee 
to  Coordinate  Health  and  Welfare  Activities  charged  the  Technical 
Committee  on  Medical  Care  to  survey  the  health  and  medical  care 
work  of  the  United  States  Government. 

As  the  study  progressed,  two  facts  became  increasingly  clear  to  the 
Technical  Committee:  First,  that  existing  services  for  the  conserva- 
tion of  national  health  are  inadequate  to  secure  to  the  citizens  of  the 
United  States  such  health  of  body  and  mind  as  they  should  have; 
second,  that  nothing  less  than  a  national,  comprehensive  health 
program  can  lay  the  Basis  for  action  adequate  to  the  Nation's  need. 

These  facts  were  impressed  upon  the  Committee  from  a  general 
review  of  current  health  and  medical  services,  from  the  substantial 
bodies  of  information  available  to  various  branches  of  the  Govern- 
ment, and  from  recent  surveys  conducted  by  governmental  and  non- 
governmental agencies.  The  Committee  records  its  indebtedness  to 
the  numerous  groups  which  have  generously  supplied  information. 

In  spite  of  the  gains  made  in  the  preservation  of  life  during  recent 
years,  the  utilization  of  health  and  medical  services  has  been  irregular 
and  uneven.  There  are  serious  inadequacies  everywhere  in  the  health 
services  of  the  United  States,  and  the  deficiencies  are  acute  in  many 
areas  and  among  large  groups  of  the  population.  Unaided,  States  and 
local  communities  cannot  deal  with  their  existing  problems.  The 
Technical  Committee,  therefore,  has  submitted  recommendations  on 
Federal  participation  in  a  national  health  program,  giving  special 
consideration  as  to  how  best,  and  to  what  extent,  the  Federal  Govern- 
ment may  discharge  its  responsibilities  in  the  field  of  health  conserva- 
tion, while  leaving  due  and  ample  place  for  the  work  of  State  and  local 
governments,  and  for  voluntary  action. 

The  Technical  Committee  presented  a  program  containing  a  series 
of  specific  recommendations,  five  in  number  (see  pp.  1-4).  Some  of 
the  recommendations  are  broader  than  others;  one  may  include  all  or 
part  of  what  is  proposed  in  another.  Each  recommendation  deals 
with  a  certain  phase  of  the  problem.  In  some  important  respects 
the  five  present  some  alternative  choices,  especially  in  respect  to  the 
scope  of  a  program  to  be  undertaken.  They  complement  one  another 
and  lead,  all  together,  to  an  inclusive  program  of  health  and  medical 
services  to  all  the  people.  Action  is  needed  on  all  the  fronts  repre- 
sented in  the  five  recommendations,  and  as  rapidly  as  resources,  per- 
sonnel, and  public  opinion  make  possible. 

The  report  of  the  Technical  Committee  on  Medical  Care  was  con- 
sidered in  detail  by  the  Interdepartmental  Committee  to  Coordinate 
Health  and  Welfare  Activities,  and  after  discussion,  it  was  accepted 
as  a  report  of  the  Interdepartmental  Committee.  It  was  submitted 
to  the  President  on  February  14,  1938.  The  section  of  the  report 
dealing  with  the  Need  for  a  National  Health  Program  was  made 
available  for  distribution  in  order  that  it  might  be  fully  discussed. 

On  March  8,  1938,  the  President  wrote  to  the  Chairman  of  the 
Interdepartmental  Committee: 

I  suggest  that  your  Committee  give  consideration  to  the  desirability  of  inviting 
at  some  appropriate  time  representatives  of  the  interested  public  and  of  the 
medical  and  other  professions,  to  examine  the  health  problems  in  all  their  major 
aspects  and  to  discuss  ways  and  means  of  dealing  with  these  problems. 
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Following  this  suggestion,  the  Interdepartmental  Committee  to 
Coordinate  Health  and  Welfare  Activities  called  the  National  Health 
Conference  to  meet  in  Washington,  July  18  to  20,  1938,  to  present 
and  discuss  the  needs  of  the  people  of  this  country  for  preventive  and 
curative  service  in  illness  and  for  the  reduction  of  the  economic  bur- 
dens caused  by  illness,  as  revealed  by  governmental  and  other  studies; 
and  to  discuss,  steps  which  may  be  taken  to  meet  these  needs,  as  pro- 
posed by  representatives  of  the  Government  and  by  members  of  the 
Conference. 

Invitations  were  sent  to  approximately  275  men  and  women  from 
the  medical  professions,  from  agencies  actively  interested  in  health 
and  medical  services,  and  from  labor,  agriculture,  and  other  groups 
of  citizens.  A  total  of  176  of  those  invited  attended  the  Conference 
and  participated  in  its  discussions. 

As  stated  by  the  Chairman  of  the  Interdepartmental  Committee  to 
Coordinate  Health  and  Welfare  Activities,  those  in  attendance  at  the 
National  Health  Conference  were  not  asked  to  endorse  any  of  the 
specific  recommendations  of  the  Technical  Committee  on  Medical 
Care.  The  recommendations  were  laid  before  the  Conference  and 
the  country  for  attention  and  constructive  criticism. 


THE  WHITE  HOUSE 


NATIONAL  HEALTH  PROGRAM 


TO  THE  CONGRESS  OF  THE  UNITED  STATES: 

In  my  message  to  the  Congress  of  September  6,  19^5 >  there  were 
enumerated  in  a  proposed  Economic  Bill  of  Rights  certain  rights  which 
ought  to  be  assured  to  every  American  citizen. 

One  of  them  was:    "The  right  to  adequate  medical  care  and  the  opportunity 
to  achieve  and  enjoy  good  health."    Another  was  the  "right  to  adequate 
protection  from  the  economic  fears  of  *  *  *  sickness  *  *  *". 

Millions  of  our  citizens  do  not  now  have  a  full  measure  of  opportunity 
to  achieve  and  enjoy  good  health.    Millions  do  not  now  have  protection 
or  security  against  the  economic  effects  of  sickness.    The  time  has 
arrived  for  action  to  help  them  attain  that  opportunity  and  that 
protection. 

*  *  * 

It  is  not  so  important  to  search  the  past  in  order  to  fix  the  blame  for 
these  conditions.    It  is  more  important  to  resolve  now  that  no  American 
child  shall  come  to  adult  life  with  diseases  or  defects  which  can  be 
prevented  or  corrected  at  an  early  age. 

*  *  * 

Our  new  Economic  Bill  of  Rights  should  mean  health  security  for  all, 
regardless  of  residence,  station,  or  race— everywhere  in  the  United 
States. 

We  should  resolve  now  that  the  health  of  this  Nation  is  a  national 
concern;  that  financial  barriers  in  the  way  of  attaining  health  shall 
be  removed;  that  the  health  of  all  its  citizens  deserves  the  help  of 
all  the  Nation. 

There  are  five  basic  problems  which  we  must  attack  vigorously  if  we 
would  reach  the  health  objectives  of  our  Economic  Bill  of  Rights. 

1.  The  first  has  to  do  with  the  number  and  distribution  of 
doctors  and  hospitals. 

*  *  * 

2.  The  second  basic  problem  is  the  need  for  development  of 
public  health  services  and  maternal  and  child  care.  The 
Congress  can  be  justifiably  proud  of  its  share  in  making 
recent  accomplishments  possible.    Public  health  and  maternal 
and  child  health  programs  already  have  made  important  con- 
tributions to  national  health.    But  large  needs  remain. 
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Great  areas  of  our  country  are  still  without  these  services. 
This  is  especially  true  among  our  rural  areas;  hut  it  is 
true  also  in  far  too  many  urban  communities. 

*  *  * 

3.    The  third  basic  problem  concerns  medical  research  and 
professional  education. 

*  *  * 

It  is  clear  that  we  have  not  done  enough  in  peace-time  for 
medical  research  and  education  in  view  of  our  enormous 
resources  and  our  national  interest  in  health  progress. 
The  money  invested  in  research  pays  enormous  dividends. 
If  any  one  doubts  this,  let  him  think  of  penicillin,  plasma, 
DDT  powder,  and  new  rehabilitation  techniques. 

k.    The  fourth  problem  has  to  do  with  the  high  cost  of  individual 
medical  care.    The  principal  reason  why  people  do  not  receive 
the  care  they  need  is  that  they  cannot  afford  to  pay  for  it  on 
an  individual  basis  at  the  time  they  need  it.    This  is  true  not 
only  for  needy  persons.    It  is  also  true  for  a  large  proportion 
of  normally  self-supporting  persons. 

*  *  * 

5.    The  fifth  problem  has  to  do  with  loss  of  earnings  when  sickness 
strikes.    Sickness  not  only  brings  doctor  bills;  it  also  cuts 
off  income. 

*  *  * 

These  then  are  the  five  important  problems  which  must  be  solved,  if  we 
hope  to  attain  our  objective  of  adequate  medical  care,  good  health,  and 
protection  from  the  economic  fears  of  sickness  and  disability. 

To  meet  these  problems,  I  recommend  that  the  Congress  adopt  a  comprehensive 
and  modern  health  program  for  the  Nation,  consisting  of  five  major  parts— 
each  of  which  contributes  to  all  the  others. 

FIRST:     CONSTRUCTION  OF  HOSPITALS  AND  RELATED  FACILITIES 

The  Federal  Government  should  provide  financial  and  other  assistance  for 
the  construction  of  needed  hospitals,  health  centers  and  other  medical, 
health,  and  rehabilitation  facilities.    With  the  help  of  Federal  funds, 
it  should  be  possible  to  meet  deficiencies  in  hospital  and  health 
facilities  so  that  modern  services— for  both  prevention  and  cure— can 
be  accessible  to  all  the  people.    Federal  financial  aid  should  be 
available  not  only  to  build  new  facilities  where  needed,  but  also  to 
enlarge  or  modernize  those  we  now  have. 

In  carrying  out  this  program,  there  should  be  a  clear  division  of 
responsibilities  between  the  States  and  the  Federal  Government.  The 
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States,  localities  and  the  Federal  Government  should  share  in  the 
financial  responsibilities.    The  Federal  Government  should  not  construct 
or  operate  these  hospitals.    It  should,  however,  lay  down  minimum  national 
standards  for  construction  and  operation,  and  should  make  sure  that  Federal 
funds  are  allocated  to  those  areas  and  projects  where  Federal  aid  is  needed 
most.    In  approving  state  plans  and  individual  projects,  and  in  fixing  the 
national  standards,  the  Federal  agency  should  have  the  help  of  a  strictly 
advisory  body  that  includes  both  public  and  professional  members. 


Adequate  emphasis  should  be  given  to  facilities  that  are  particularly 
useful  for  prevention  of  diseases— mental  as  well  as  physical— and  to 
the  coordination  of  various  kinds  of  facilities.    It  should  be  possible 
to  go  a  long  way  toward  knitting  together  facilities  for  prevention  with 
facilities  for  cure,  the  large  hospitals  of  medical  centers  with  the 
smaller  institutions  of  surrounding  areas,  the  facilities  for  the  civilian 
population  with  the  facilities  for  veterans. 

The  general  policy  of  Federal-State  partnership  which  has  done  so  much 
to  provide  the  magnificent  highways  of  the  United  States  can  be  adapted 
to  the  construction  of  hospitals  in  the  communities  which  need  them. 

*  *  * 

I  strongly  urge  that  the  Congress  give  careful  consideration  to  this 
program  of  health  legislation  now. 

*  *  * 

By  preventing  illness,  by  assuring  access  to  needed  community  and 
personal  health  services,  by  promoting  medical  research,  and  by  pro- 
tecting our  people  against  the  loss  caused  by  sickness,  we  shall 
strengthen  our  national  health,  our  national  defense,  and  our  economic 
productivity.    We  shall  increase  the  professional  and  economic  oppor- 
tunities of  our  physicians,  dentists  and  nurses.    We  shall  increase 
the  effectiveness  of  our  hospitals  and  public  health  agencies.  We 
shall  bring  new  security  to  our  people. 

*  *  * 

Appreciation  of  modern  achievements  in  medicine  and  public  health  has 
created  widespread  demand  that  they  be  fully  applied  and  universally 
available.    By  meeting  that  demand  we  shall  strengthen  the  Nation  to 
meet  future  economic  and  social  problems;  and  we  shall  make  a  most 
important  contribution  toward  freedom  from  want  in  our  land. 


HARRY  S.  TRUMAN 

THE  WHITE  HOUSE 

November  19,  191*-5- 


THE  WHITE  HOUSE 


HEALTH  AND  DISABILITY  INSURANCE 


TO  THE  CONGRESS  OF  THE  UNITED  STATES: 

Healthy  citizens  constitute  our  greatest  national  resource.    In  time  of 
peace,  as  in  time  of  war,  our  ultimate  strength  stems  from  the  vigor  of 
our  people.    The  welfare  and  security  of  our  nation  demand  that  the 
opportunity  for  good  health  be  made  available  to  all,  regardless  of 
residence,  race  or  economic  status. 

At  no  time  can  we  afford  to  lose  the  productive  energies  and  capacities 
of  millions  of  our  citizens.  Nor  can  we  permit  our  children  to  grow  up 
without  a  fair  chance  of  survival  and  a  fair  chance  for  a  healthy  life. 
We  must  not  permit  our  rural  families  to  suffer  for  lack  of  physicians, 
dentists,  nurses  and  hospitals.  We  must  not  reserve  a  chance  for  good 
health  and  a  long  productive  life  to  the  well-to-do  alone.  A  great  and 
free  nation  should  bring  good  health  care  within  the  reach  of  all  its 
people . 

In  my  message  to  the  Congress  on  November  19,  19^5 >  I  said  that  every 
American  should  have  the  right  to  adequate  medical  care  and  to  adequate 
protection  from  the  economic  threat  of  sickness.    To  provide  this  care 
and  protection  is  a  challenging  task,  requiring  action  on  a  wide  front. 

I  have  previously  outlined  the  long-range  health  program  which  I  consider 
necessary  to  the  national  welfare  and  security.    I  say  again  that  such  a 
program  must  include: 

1.  Adequate  public  health  services,  including  an  expanded  maternal 
and  child  health  program. 

2.  Additional  medical  research  and  medical  education. 

3.  More  hospitals  and  more  doctors — in  all  areas  of  the  country 
where  they  are  needed. 

k.    Insurance  against  the  costs  of  medical  care. 

5.    Protection  against  loss  of  earnings  during  illness. 
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I  am  pleased  to  observe  that  important  advances  were  made  by  the  last 
Congress  toward  realization  of  some  of  the  goals  which  I  set  forth  in 
my  earlier  message.  But  we  must  not  rest  until  we  have  achieved  all 
our  objectives.  I  urge  this  Congress  to  enact  additional  legislation 
to  authorize  the  program  I  have  outlined,  even  though  the  fulfillment 
of  some  aspects  of  it  may  take  time. 

Our  public  health  services— federal,  state  and  local— provide  our 
greatest  and  most  successful  defense  against  preventable  diseases. 
But  in  many  states,  cities  and  counties  in  America,  limited  funds 
reduce  the  work  of  our  public  health  services  to  a  dangerously 
inadequate  level.    Public  services  related  to  maternal  and  child 
health  were  expanded  by  the  79th  Congress,  through  amendments  to  the 
Social  Security  Act.    This  action  was  gratifying,  but  the  long-range 
need  for  additional  health  services  for  children  and  expectant 
mothers,  and  for  care  of  crippled  or  otherwise  physically  handicapped 
children  should  be  carefully  studied  by  the  Congress. 

The  Nation's  medical  research  programs  must  in  the  future  be  expanded 
so  that  we  can  learn  more  about  the  prevention  and  cure  of  disease. 
The  Congress  has  already  recognized  this  by  providing  for  research 
into  the  causes  of  cancer  and  mental  diseases  and  abnormalities. 
Further  dividends  will  accrue  to  our  Nation — and  to  our  people — if 
research  can  point  the  way  toward  combatting  and  overcoming  such 
major  illnesses  as  arthritis  and  rheumatic  fever,  and  diseases  of  the 
heart,  kidneys  and  arteries. 

We  still  face  a  shortage  of  hospitals,  physicians,  dentists  and  nurses. 
Those  we  have  are  unfairly  distributed.    The  shortage  of  doctor^,  den- 
tists and  nurses  can  be  met  only  through  expanded  educational  opportuni- 
ties.   The  shortage  of  hospitals  will  be  met  in  part  through  the  action 
of  the  last  Congress  which  provided  Federal  aid  for  the  construction  of 
hospitals . 

In  the  last  analysis  the  patient's  ability  to  pay  for  the  services  of 
physicians  or  dentists,  or  for  hospital  care,  determines  the  distribu- 
tion of  doctors  and  the  location  of  hospitals.    Few  doctors  can  be 
expected  to  practice  today  in  sparsely  settled  areas  or  where  prospective 
patients  are  unable  to  pay  for  their  services.    Doctors  tend  to  concen- 
trate in  communities  where  hospitals  and  other  facilities  are  best  and 
where  their  incomes  are  most  secure.    The  unequal  distribution  of  doctors 
and  hospitals  will  plague  this  nation  until  means  are  found  to  finance 
modern  medical  care  for  all  of  our  people. 

National  health  insurance  is  the  most  effective  single  way  to  meet  the 
Nation's  health  needs.    Because  adequate  treatment  of  many  illnesses  is 
expensive  and  its  cost  cannot  be  anticipated  by  the  individual,  many 
persons  are  forced  to  go  without  needed  medical  attention.    Children  do 
not  receive  adequate  medical  and  dental  care.    Symptoms  which  should 
come  early  to  the  attention  of  a  physician  are  often  ignored  until  too 
late.    The  poor  are  not  the  only  ones  who  cannot  afford  adequate  medical 
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care.    The  truth  is  that  all  except  the  rich  may  at  some  time  he 
struck  "by  illness  which  requires  care  and  services  they  cannot  afford. 
Countless  families  who  are  entirely  self-supporting  in  every  other 
respect  cannot  meet  the  expense  of  serious  illness. 

Although  the  individual  or  even  small  groups  of  individuals  cannot 
successfully  or  economically  plan  to  meet  the  cost  of  illness,  large 
groups  of  people  can  do  so.    If  the  financial  risk  of  illness  is 
spread  among  all  our  people,  no  one  person  is  overburdened.  More 
important,  if  the  cost  is  spread  in  this  manner  more  persons  can  see 
their  doctors,  and  will  see  them  earlier.    This  goal  can  he  reached 
only  through  a  national  medical  insurance  program,  under  which  all 
people  who  are  covered  by  an  insurance  fund  are  entitled  to  necessary 
medical,  hospital  and  related  services. 

A  national  health  insurance  program  is  a  logical  extension  of  the 
present  social  security  system  which  is  so  firmly  entrenched  in  our 
American  democracy.    Of  the  four  basic  risks  to  the  security  of  working 
people  and  their  families — unemployment,  old  age,  death  and  sickness 
we  have  provided  some  insurance  protection  against  three.  Protection 
against  the  fourth — sickness --is  the  major  missing  element  in  our 
national  social  insurance  program. 

An  insurance  plan  is  the  American  way  of  accomplishing  our  ohjective. 
It  is  consistent  with  our  democratic  principles.    It  is  the  only  plan 
broad  enough  to  meet  the  needs  of  all  our  people.    It  is— in  the  long 
run- -far  less  costly  and  far  more  effective  than  public  charity  or  a 
medical  dole. 

Under  the  program  which  I  have  proposed  patients  can  and  will  be  as 
free  to  select  their  own  doctors  as  they  are  today.    Doctors  and 
hospitals  can  and  will  be  free  to  participate  or  to  reject  participa- 
tion.   And  a  national  health  insurance  plan  can  and  should  provide  for 
administration  through  state  and  local  agencies,  subject  only  to 
reasonable  national  standards. 

Finally,  I  should  like  to  repeat  to  the  Congress  my  earlier  recommenda- 
tion that  the  people  of  America  he  protected  against  loss  of  earnings 
due  to  illness  or  disability  not  connected  with  their  work.  Protection 
against  temporary  disability  is  already  provided  hy  two  states  and  is 
"being  considered  in  others.    Comprehensive  disahility  insurance  should 
exist  throughout  the  Nation.    It  can  and  should  be  a  part  of  our  social 
insurance  system. 

The  total  health  program  which  I  have  proposed  is  crucial  to  our  national 
welfare.    The  heart  of  that  program  is  national  health  insurance.  Until 
it  is  a  part  of  our  national  fabric,  we  shall  be  wasting  our  most  precious 
national  resource  and  shall  be  perpetuating  unnecessary  misery  and  human 
suffering. 


I  urge  the  Congress  to  give  immediate  attention  to  the  development  and 
enactment  of  national  health  and  disability  insurance  programs. 


HARRY  S.  TRUMAN 


THE  WHITE  HOUSE 
May  19,  19^7 


THE  WHITE  HOUSE 


THE  NATION'S  HEALTH  NEEDS 


TO  THE  CONGRESS  OF  THE  UNITED  STATES: 

In  a  special  message  to  the  Congress  on  November  19,  19^5 3  and  in  a 
number  of  messages  since  that  date,  I  have  recommended  the  enactment 
of  comprehensive  legislation  to  improve  the  health  of  our  people. 

The  issues  involved  in  these  recommendations  have  been  debated  all  over 
the  country--in  Congressional  hearings,  in  medical  societies,  and  in 
public  forums.    Out  of  all  this  discussion  has  come  a  large  measure  of 
agreement.    There  has  been  increasing  recognition  of  the  need  for  posi- 
tive, planned  action  to  bring  adequate  health  services  within  the  reach 
of  all  our  people.    With  respect  to  most  of  my  recommendations,  there  is 
no  longer  any  substantial  difference  of  opinion. 

Legislation  has  already  been  enacted  which  is  helping  substantially  to 
provide  better  health  services  and  medical  care.    For  example,  Federal 
funds  are  now  being  made  available  to  help  in  building  badly  needed 
hospitals.    The  Federal  Government's  programs  of  medical  research  have 
been  expanded.    Additional  grants  have  been  made  available  to  the  States 
to  aid  in  establishing  and  maintaining  public  health  services. 

However,  the  action  thus  far  taken  falls  far  short  of  our  goal  of  adequat 
medical  care  for  all  our  citizens.    If  we  are  to  deal  with  the  problem 
realistically  and  in  its  true  dimensions,  action  is  required  on  a  broader 
scale. 

We  are  in  an  era  of  startling  medical  progress.    The  technical  resources 
available  to  the  physician  are  tremendously  greater  than  a  generation  ago 
But  to  make  these  resources  effective,  he  must  use  much  more  complicated, 
more  exact  equipment.    He  must  turn  to  specialized  laboratories  and 
technicians  for  help.    He  must  apply  new  techniques  and  must  secure  more 
effective  drugs  and  appliances. 

As  a  Nation  we  have  not  yet  succeeded  in  making  the  benefits  of  these 
scientific  advances  available  to  all  those  who  need  them.    The  best 
hospitals,  the  finest  research  laboratories,  and  the  most  skillful 
physicians  are  of  no  value  to  those  who  cannot  obtain  their  services. 

Now  that  we  have  the  medical  knowledge  that  can  bring  good  health  within 
our  reach  to  a  degree  heretofore  undreamed  of,  we  must  improve  the  means 
for  putting  that  knowledge  to  practical  use.  Good  health  is  the  founda- 
tion of  a  nation's  strength.  It  is  also  the  foundation  upon  which  a 
better  standard  of  living  can  be  built  for  individuals.  To  see  that  our 
people  actually  enjoy  the  good  health  that  medical  science  knows  how  to 
provide  is  one  of  the  great  challenges  to  our  democracy. 
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Our  objective  must  be  two -fold:    to  make  available  enough  medical 
services  to  go  around,  and  to  see  that  everybody  has  a  chance  to 
obtain  those  services.    We  cannot  attain  one  part  of  that  objective 
unless  we  attain  the  other  as  well. 

Our  needs  are  plain.    We  are,  and  shall  be  for  some  time,  short  of 
physicians,  dentists,  nurses,  medical  technicians  and  public  health 
workers.    We  need  more  hospitals  and  clinics.    Medical  personnel  and 
facilities  are  unevenly  located  in  relation  to  the  need  in  different 
parts  of  the  country — and  are  particularly  deficient  in  rural  areas. 
We  need  broader,  better  supported  medical  research.    We  need  much  more 
attention  to  preventive  health  care  and  more  adequate  public  health 
services.    Most  of  all,  we  need  more  widespread  use  of  the  modern 
method  of  paying  for  medical  care  through  prepaid  insurance. 

There  is,  so  far  as  I  am  aware,  no  longer  any  significant  disagreement 
on  these  basic  objectives.    And  there  is  general  agreement  that  the 
financial  problem  is  at  the  base  of  our  difficulties. 

My  first  recommendation  is  that  the  Congress  enact  legislation  providing 
for  a  nation-wide  system  of  health  insurance. 

The  traditional  method  of  paying  for  medical  care  cannot  meet  the  health 
needs  of  today.    As  medical  education  and  practice  have  become  better, 
they  have  become  more  specialized  and  at  the  same  time  more  expensive. 
As  treatment  has  become  more  expensive,  families  have  found  it  more  and 
more  difficult  to  meet  the  extraordinary  costs  of  accidents,  serious 
illness  or  major  surgery.    Thus,  at  the  same  time  that  our  knowledge  of 
how  to  provide  medical  care  is  at  its  highest  point,  more  and  more  people 
are  unable  to  afford  it.    It  is  no  longer  just  the  poor  who  are  unable  to 
pay  for  all  the  medical  care  they  need--such  care  is  now  beyond  the  means 
of  all  but  the  upper  income  groups. 

This  is  an  anomalous  situation.    It  can  and  should  be  met  through  social 
insurance.    Under  such  a  system,  regular  contributions  to  the  insurance 
fund  will  replace  irregular,  often  overwhelming,  family  outlays  for 
medical  care. 

Insurance  against  the  costs  of  medical  care  has  been  growing  rapidly  in 
this  country  in  recent  years.    This  growth  is  proof  that  our  people 
understand  the  advantages  of  health  insurance  and  desire  its  extension. 

Unfortunately,  however,  voluntary  plans  have  proved  inadequate  to  meet 
the  need.    Most  voluntary  plans  give  only  very  limited  protection.  While 
some  fifty  million  people  now  have  some  form  of  health  insurance,  this 
insurance  usually  provides  only  limited  protection  so  far  as  hospitaliza- 
tion is  concerned  and  in  most  cases  makes  no  provision  at  all  for  other 
medical  services.    Only  three  and  one -half  million  of  our  people  have 
insurance  which  provides  anything  approaching  adequate  health  protection. 
Most  serious  of  all,  since  rates  in  these  voluntary  plans  are  not 
adjusted  to  incomes,  those  who  need  protection  most  cannot  afford  to  join. 
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The  only  fair  and  effective  means  to  assure  adequate  medical  care  through 
insurance  is  to  build  on  the  pattern  of  our  existing  social  insurance 
plans.    As  in  the  case  of  those  plans,  we  should  seek  to  include  as  many 
persons  as  possible  within  the  health  insurance  system,  so  that  more  may 
benefit,  and  costs  can  be  more  widely  shared. 

Health  insurance  is  a  method  of  paying  for  medical  care.    It  will  not 
require  doctors  to  become  employees  of  the  Government.    It  will  not 
disburb  the  freedom  of  doctors  and  hospitals  to  determine  the  nature  and 
extent  of  treatment  to  be  given.    It  will  not  interfere  with  the  personal 
relationship  between  doctor  and  patient.    Under  such  a  plan,  patients 
will  remain  free  to  choose  their  own  doctors,  and  doctors  will  remain 
free  to  accept  or  reject  patients.    Moreover,  patients,  doctors,  and 
hospitals  will  remain  free  to  make  their  own  arrangements  for  care 
outside  the  insurance  system  if  they  so  choose. 

The  administration  of  the  program  should,  of  course,  be  decentralized  to 
the  greatest  possible  extent.    It  is  also  of  the  utmost  importance  that 
the  quality  of  medical  care  be  adequately  safeguarded.    Both  these  objec- 
tives can  be  accomplished  in  large  measure  by  having  the  administration 
of  the  program  in  each  locality  guided  by  a  local  group  in  which  the 
skills  and  judgment  of  local  medical  personnel  are  fully  represented. 
Furthermore,  the  fullest  possible  use  should  be  made  of  the  medical 
schools  and  their  faculties. 

Health  insurance  will  mean  that  proper  medical  care  will  be  economically 
accessible  to  everyone  covered  by  it,  in  the  country  as  well  as  in  the 
city,  as  a  right  and  not  as  a  medical  dole. 

It  will  mean  that  more  people  will  obtain  the  preventive  care  which  is 
so  important,  and  that  more  people  will  be  able  to  have  better  medical 
care.    Thus  health  insurance  will  provide  an  effective  demand  for  the 
additional  doctors,  nurses  and  other  medical  personnel  we  need  to 
improve  our  health.    The  provision  of  more  doctors  and  medical  person- 
nel goes  hand  in  hand  with  better  arrangements  for  paying  for  their 
services . 

My  second  recommendation,  therefore,  is  that  the  Congress  enact 
legislation  to  help  medical  schools  expand.    Special  financial  aid 
should  be  provided  for  the  construction  of  teaching  hospitals  and 
other  facilities  and  to  help  the  schools  cover  the  cost  of  larger 
enrollments.    At  the  same  time,  scholarship  aid  should  be  provided 
for  good  students  who  might  otherwise  lack  the  means  to  undertake 
the  long  period  of  professional  training. 

Today  we  have  about  190,000  active  physicians,  of  whom  1^5,000  are  in 
private  practice.    This  is  not  enough.    It  represents  only  about  80 
per  cent  of  the  physicians  we  require.    Unless  we  take  prompt  action 
to  expand  the  medical  schools,  we  shall  be  no  better  off  ten  years  from 
now.    We  face  similar  shortages  with  respect  to  dentists,  nurses,  and 
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other  professional  medical  personnel.  Obviously,  the  facilities  for 
professional  education  will  have  to  be  expanded  if  we  are  to  provide 
adequate  care  for  our  growing  population. 

Health  insurance  will  have  another  extremely  important  result  so  far  as 
medical  personnel  are  concerned.    Since  payment  of  doctors'  and  other 
fees  will  be  assured  by  the  insurance  system,  doctors  will  be  able  to 
practice  where  they  are  needed  most,  without  sacrificing  income— as  too 
many  doctors  must  now  do  in  rural  and  low-income  areas.  Comprehensive 
health  insurance  will  thus  lead  to  a  more  equitable  distribution  of 
doctors  over  the  country,  and  we  will  no  longer  have  the  situation  where 
some  counties  have  only  one  active  physician  for  every  three  thousand 
persons,  while  other  counties  have  five  or  six. 

My  third  recommendation  is  that  the  Federal  Government  provide  increased 
aid  for  the  construction  of  hospitals  and  other  medical  facilities  in 
communities  where  they  are  needed. 

In  many  cases  adequate  medical  treatment  can  be  provided  only  in  hospitals. 
Under  present  circumstances,  hospitalization  is  often  impossible,  both 
because  of  the  shortage  of  hospitals  and  because  of  inability  of  the 
patient  to  pay  the  costs  of  hospital  care. 

The  enactment  of  health  insurance  will,  of  course,  permit  more  of  our 
people  to  obtain  the  hospital  care  they  need.    Thus  health  insurance 
will  make  it  possible  to  support  hospitals  in  communities  where  they 
could  not  now  be  supported.    At  the  same  time,  it  will  make  the  present 
need  for  hospital  construction  even  more  urgent. 

The  present  Federal  Hospital  Survey  and  Construction  Act,  enacted  in  19k6f 
represents  an  important  step  in  a  national  program  to  provide  more  hospi- 
tals.   Under  this  Act,  expiring  in  1951*  some  funds  are  provided  for  the 
Government  to  contribute  one -third  of  the  construction  costs  of  public 
and  other  non-profit  hospitals. 

I  recommend  that  the  Congress  extend  the  duration  of  this  program,  increase 
the  funds  to  be  made  available,  and  modify  the  program  so  that  the  Govern- 
ment * s  share  will  take  account  of  the  varying  financial  resources  of 
different  States. 

Furthermore,  the  program  should  be  broadened  to  include  aid  for  the 
establishment  of  community  health  centers,  diagnostic  clinics,  and  group 
practice  clinics,  all  of  which  have  proved  in  recent  years  to  be  very 
effective  means  of  providing  better  medical  care.    This  aid  should  be 
provided  in  the  form  of  grants  to  help  finance  the  construction  and 
equipping  of  public  and  other  non-profit  health  centers  and  clinics,  and 
in  the  form  of  Government  guarantees  of  loans  for  the  establishment  of 
private  facilities,  similar  to  the  mortgage  guarantees  the  Government 
provides  for  private  housing. 
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Closely  related  to  these  measures  to  increase  the  availability  of 
private  medical  care  are  certain  actions  we  should  take  to  improve  the 
public  health  preventive  and  disease-control  services,  which  are  now 
inadequate    in  most  areas  and  totally  lacking  in  many. 

At  present,  the  Government  provides  grants  to  assist  State  and  local 
governments  in  preventing  and  controlling  certain  diseases,  and  to 
promote  maternal  and  child  health  services,  services  for  crippled 
children,  and  general  public  health  activities. 

My  fourth  recommendation  is  that  the  Congress  increase  the  amount  of  the 
Federal  grants  for  these  activities,  consolidate  the  existing  separate 
grants  insofar  as  possible,  and  provide  for  matching  by  the  States 
adjusted  to  their  differing  financial  resources. 

Another  essential  step,  if  we  are  to  continue  to  improve  our  medical 
care  system,  is  to  continue  to  improve  our  medical  research  as  more 
facilities  and  scientific  personnel  become  available.    The  Government 
is  already  contributing  substantially  to  the  advance  of  medical  knowl- 
edge by  conferring  fellowships  for  research  in  many  specialized  fields, 
by  providing  grants  for  research  by  public  and  non-profit  agencies,  and 
through  its  own  research  activities.    We  must  keep  alert  to  every 
opportunity  to  add  to  the  program  of  medical  research  through  new 
scientific  techniques,  such  as  the  use  of  the  products  of  atomic  energy, 
and  through  the  wise  and  balanced  expansion  of  research  into  diseases 
which  have  not  so  far  been  conquered. 


These  recommendations  are  interrelated  parts  of  a  comprehensive  plan 
for  improving  the  quality  of  medical  care  and  making  such  care  more 
completely  available  to  our  people.    They  present  a  sensible  and 
realistic  program  of  action,  which  complements  my  recommendations  for 
extending  and  improving  the  social  security  system,  including  the 
provision  of  insurance  against  loss  of  workers'  incomes  during  periods 
of  sickness  or  disability. 

We  should  lose  no  time  in  making  a  full-scale  beginning  on  all  parts 
of  our  health  program.    At  the  same  time  that  we  are  putting  health 
insurance  into  operation,  we  should  be  establishing  the  hospitals  and 
clinics,  and  training  the  medical  personnel,  that  the  insurance  system 
will  enable  us  to  afford.    We  cannot,  of  course,  achieve  our  goals 
fully  until  the  system  has  been  in  operation  for  some  time.    That  fact 
emphasizes  the  need  for  early  legislative  action. 

Many  people  are  concerned  about  the  cost  of  a  national  health  program. 
The  truth  is  that  it  will  save  a  great  deal  more  than  it  costs.  We 
are  already  paying  about  four  per  cent  of  our  national  income  for 
health  care.    More  and  better  care  can  be  obtained  for  this  same  amount 
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of  money  under  the  program  I  am  recommending.    Furthermore,  we  can  and 
should  invest  additional  amounts  in  an  adequate  health  program— for  the 
additional  investment  will  more  than  pay  for  itself. 

The  real  cost  of  our  present  inadequate  medical  care  is  not  measured 
merely  by  doctors'  hills  and  hospital  bills.    The  real  cost  to  society 
is  in  unnecessary  human  suffering  and  the  yearly  loss  of  hundreds  of 
millions  of  productive  working  days.    To  the  individual  the  real  costs 
are  the  shattering  of  family  budgets,  the  disruption  of  family  life, 
the  suffering  and  disabilities,  the  permanent  physical  impairments 
left  by  crippling  diseases,  and  the  deaths  each  year  of  tens  of 
thousands  of  persons  who  might  have  lived.    This  is  the  price  we  are 
now  paying  for  inadequate  medical  care. 

It  is  plain  common  sense  that  we  should  not  permit  these  needless  costs 
to  continue  when  we  have  it  within  our  power  to  reduce  them  with  a 
practical  health  program.    Where  there  are  differences  remaining  as  to 
the  details  of  the  program,  we  should  not  permit  these  differences  to 
stand  in  the  way  of  our  going  forward.    They  should  be  threshed  out  with 
honesty  and  tolerance,  as  is  our  democratic  fashion.    We  should  enact 
the  best  possible  program  and  then  all  of  us  should  get  behind  it  to 
make  it  work. 

We  are  striving  in  this  country  to  see  that  the  strength  and  flexibility 
of  our  political  and  economic  institutions  are  used  to  bring  the  greatest 
possible  good  to  our  people.    I  consider  this  health  program  as  part  of 
that  endeavor— to  adjust  to  modern  conditions  without  losing  traditional 
values,  to  bring  to  the  people  of  this  country  the  full  enjoyment  of  the 
benefits  which  our  freedom  makes  possible. 


HARRY  S.  TRUMAN 


THE  WHITE  HOUSE 
April  22,  19^9 
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HEALTH  PROGRAM 


MESSAGE 

FROM 

THE  PRESIDENT  OF  THE  UNITED  STATES 

TRANSMITTING 

RECOMMENDATIONS  RELATING  TO  A  HEALTH  PROGRAM 


February  9,  1961. — Referred  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


To  the  Congress  of  the  United  States: 

The  health  of  our  Nation  is  a  key  to  its  future — to  its  economic 
vitality,  to  the  morale  and  efficiency  of  its  citizens,  to  our  success  in 
achieving  our  own  goals  and  demonstrating  to  others  the  benefits  of 
a  free  society.  Ill  health  and  its  harsh  consequences  are  not  confined 
to  any  State  or  region,  to  any  race,  age,  or  sex  or  to  any  occupation 
or  economic  level.    This  is  a  matter  of  national  concern. 

More  than  $25  billion  a  year — over  6  percent  of  our  national 
income — is  being  spent  from  public  and  private  funds  for  health 
services.  Yet  there  are  major  deficiencies  in  the  quality  and  distri- 
bution of  these  services. 

The  dramatic  results  of  new  medicines  and  new  methods — opening 
the  way  to  a  fuller  and  more  useful  life — are  too  often  beyond  the 
reach  of  those  who  need  them  most. 

Financial  inability,  absence  of  community  resources,  and  shortages 
of  trained  personnel  keep  too  many  people  from  getting  what  medical 
knowledge  can  obtain  for  them. 

Those  among  us  who  are  over  65—16  million  today  in  the  United 
States— go  to  the  hospital  more  often  and  stay  longer  than  their 
younger  neighbors.  Their  physical  activity  is  limited  by  six  times 
as  much  disability  as  the  rest  of  the  population.  Their  annual  med- 
ical bill  is  twice  that  of  persons  under  65^ but  their  annual  income  is 
only  half  as  high. 
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The  Nation's  children — now  40  percent  of  our  population — have 
urgent  needs  which  must  be  met.  Many  still  die  in  infancy.  Many 
are  not  immunized  against  diseases  which  can  be  prevented,  have 
inadequate  diets,  or  unnecessarily  endure  physical  and  emotional 
problems. 

These  and  other  problems  of  health  care  can  and  must  be  met. 
Only  a  part  of  the  responsibility  rests  with  the  Federal  Government. 
But  its  powers  and  resources  make  its  role  essential  in  four  areas  for 
improving  health  care:  social  insurance,  facilities,  personnel,  and 
research. 

I.  Health  Insurance  for  the  Aged 

Twenty-six  years  ago  this  Nation  adopted  the  principle  that  every 
member  of  the  labor  force  and  his  family  should  be  insured  against 
the  haunting  fear  of  loss  of  income  caused  by  retirement,  death,  or 
unemployment.  To  that  we  have  added  insurance  against  the  eco- 
nomic loss  caused  by  disability.  But  there  remains  a  significant  gap 
that  denies  to  all  but  those  with  the  highest  incomes  a  full  measure 
of  security — the  high  cost  of  ill  health  in  old  age.  One  out  of  five 
aged  couples  drawing  social  security  benefits  must  go  to  the  hospital 
each  year.  Half  of  those  going  to  hospitals  incur  bills  in  excess  of 
$700  a  year.  This  is  over  one-third  of  the  total  annual  income  of  a 
typical  couple,  more  than  a  modest  food  budget  for  an  entire  year. 
Many  simply  do  not  obtain  and  cannot  afford  the  care  they  need. 

The  measure  adopted  by  the  Congress  last  year  recognized  the 
problem  of  those  needy  aged  requiring  welfare  assistance  to  meet 
their  medical  costs.  But  now  we  must  meet  the  needs  of  those  millions 
who  have  no  wish  to  receive  care  at  the  taxpayers'  expense,  but  who 
are  nevertheless  staggered  by  the  drain  on  their  savings — or  those  of 
their  children — caused  by  an  extended  hospital  stay. 

In  our  social  security  and  railroad  retirement  systems  we  have  the 
instruments  which  can  spread  the  cost  of  health  services  in  old  age 
over  the  working  years — effectively,  and  in  a  manner  consistent  with 
the  dignity  of  the  individual.  By  using  these  proved  systems  to 
provide  health  insurance  protection,  it  will  be  possible  for  our  older 
people  to  get  the  vital  hospital  services  they  need  without  exhausting 
then*  resources  or  turning  to  public  assistance.  The  self-supporting 
insurance  method  of  financing  the  cost  of  such  health  services  is 
certainly  to  be  preferred  to  an  expansion  of  public  assistance,  and 
should  reduce  the  number  of  those  needing  medical  care  under  the 
public  assistance  program.  The  State  and  local  money  thus  freed 
should  be  further  used  to  help  provide  services  not  included  in  this 
proposal,  and  to  assist  those  not  covered. 

For  it  should  be  stressed  that  this  is  a  very  modest  proposal  cut  to 
meet  absolutely  essential  needs,  and  with  sufficient  "deductible" 
requirements  to  discourage  any  malingering  or  unnecessary  over- 
crowding of  our  hospitals. 

In  essence,  I  am  recommending  enactment  of  a  health  insurance 
program  under  the  social  security  system  that  will  provide  the  follow- 
ing benefits: 

First,  inpatient  hospital  services  up  to  90  days  in  a  single  spell  of 
illness,  for  all  costs  in  excess  of  $10  per  day  for  the  first  9  days  (with  a 
minimum  of  $20),  and  full  costs  for  the  remaining  81  da^s.  Because 
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hospital  costs  place  by  far  the  heaviest  and  most  unmanageable 
burden  on  older  persons,  it  is  these  services  that  should  receive  major 
emphasis  in  any  health  insurance  program. 

Second,  skilled  nursing  home  services  up  to  180  days  immediately 
after  discharge  from  a  hospital.  To  provide  an  incentive  for  use  of 
these  less  expensive  facilities,  an  individual  could,  in  short,  receive  2 
days  of  skilled  nursing  home  care  in  place  of  1  day  of  hospital  care 
when  this  satisfies  his  requirements. 

Third,  hospital  outpatient  clinic  diagnostic  services  for  all  costs  in 
excess  of  $20.  These  services,  too,  will  reduce  the  need  for  hospital 
admissions  and  encourage  early  diagnosis. 

Fourth,  community  visiting  nurse  services,  and  related  home  health 
services,  for  a  limited  period  of  time.  These  will  enable  many  older 
people  to  receive  proper  health  care  in  their  own  homes. 

I  propose  that  these  insurance  benefits  be  available  to  all  persons 
aged  65  and  over  who  are  eligible  for  social  security  or  railroad  retire- 
ments benefits. 

This  program  would  be  financed  by  an  increase  in  social  security 
contributions  of  one-quarter  of  1  percent  each  on  employers  and 
employees,  and  by  an  increase  in  the  maximum  earnings  base  from 
$4,800  a  year  to  $5,000  which  would  amply  cover  the  cost  of  all  insur- 
ance benefits  provided.  The  system  would  be  self-supporting  and 
would  not  place  any  burden  on  the  general  revenues. 

This  program  is  not  a  program  of  socialized  medicine.  It  is  a  pro- 
gram of  prepayment  of  health  costs  with  absolute  freedom  of  choice 
guaranteed.    Every  person  will  choose  his  own  doctor  and  hospital. 

No  service  performed  by  any  physician  at  either  home  or  office, 
and  no  fee  he  charges  for  such  services,  would  be  involved,  covered,  or 
affected  in  any  way.  There  would  be  no  supervision  or  control  over 
the  practice  of  medicine  by  any  doctor  or  over  the  manner  in  which 
medical  services  are  provided  by  any  hospital.  The  program  is  a 
sound  one  and  entirely  in  accordance  with  the  traditional  American 
system  of  placing  responsibility  on  the  employee  and  the  employer 
rather  than  on  the  general  taxpayers,  to  help  finance  retirement  and 
health  costs. 

II.  Community  Health  Services  and  Facilities 

The  ability  to  afford  adequate  health  care  is  to  no  avail  without 
adequate  health  facilities.  The  financial  support  which  will  be  avail- 
able under  the  health  insurance  program  I  am  recommending  will,  in 
itself,  stimulate  more  facilities  and  services.  But  our  communities 
need  additional  help  to  provide  those  services  where  everybody  can 
use  them. 

A.  NURSING  HOME  CONSTRUCTION  GRANTS 

There  is  now  a  shortage  of  500,000  beds  in  long-term  facilities  for 
people  who  are  sick  but  who  do  not  require  the  special  services  of  a 
general  hospital.  We  must  move  with  greater  speed  in  the  construc- 
tion of  more  skilled  nursing  homes;  particularly  if  our  new  program 
is  to  encourage  recuperation,  if  impossible  at  home,  in  this  land  of 
facility  instead  of  in  our  overcrowded  hospitals.  I  am  submitting  to 
Congress  legislation  to  double  the  present  authorization  of  $10  million 
in  matching  grants  for  this  construction  program. 
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B.   GRANTS  TO  IMPROVE  NURSING-HOME  AND  HOME-NURSING  SERVICES 

Increasing  the  number  of  nursing-home  beds  will  not  alone  remedy 
the  deficiency  in  care.  Good  operation,  good  service,  and  proper 
safety  are  essential.  Nor  do  all  the  aged  sick  and  chronically  ill  need 
to  be  cared  for  in  hospitals  or  nursing  homes.  At  some  stages  in 
their  illness  many  people  can  fare  better  in  their  own  homes  if  proper 
care  is  available.  But  most  communities  do  not  have  home  health 
services.  Even  limited  home-nursing  services  are  available  in  less 
than  1,000  U.S.  communities. 

I  am  therefore  proposing  stimulatory  grants  to  the  States,  and 
through  them  to  communities,  to  improve  the  quality  of  services  in 
nursing  homes — to  develop  organized  community  home-care  health 
services  for  the  aged  and  chronically  ill — to  develop  health  service 
information  and  referral  centers — to  train  additional  personnel  re- 
quired for  out-of-hospital  health  services — and  to  assist  in  meeting 
the  cost  of  studies  and  demonstrations  of  new  and  improved  means  of 
providing  out-of-hospital  care.  An  initial  annual  appropriation  of 
$10  million  will  lay  the  groundwork  for  more  efficient  and  better 
balanced  care  for  the  aged  and  chronically  ill. 

To  insure  maximum  Federal  attention  to  the  rapid  development  of 
this  program,  I  propose  that  the  Congress  enact  legislation  enabling 
the  Public  Health  Service  to  create  a  new  Bureau  of  Community 
Health  to  provide  the  necessary  leadership  and  assistance  to  States 
and  communities. 

C.   HOSPITAL  RESEARCH  AND  DEVELOPMENT 

Hospitals  account  for  more  than  $6  billion  a  year  of  the  Nation's 
gross  expenditures.  In  this  modern  age,  an  enterprise  of  such  size 
and  importance  requires  continuous  and  substantial  research  and 
development  as  a  basis  for  operations.  Specifically,  we  need  more 
intensive  regional  and  area  planning  to  attain  the  maximum  economi- 
cal use  from  these  costly  structures;  and  we  need  more  research  into 
how  hospital  facilities  can  be  built,  and  how  services  within  hospitals 
should  be  organized  and  administered,  in  order  to  provide  the  best 
possible  medical  care  with  the  personnel  available.  I  am  therefore 
recommending  that,  in  place  of  an  arbitrary  appropriations  ceiling 
for  research  in  this  area,  the  Congress  have  the  authority  to  determine 
each  year  the  amount  necessary  for  these  purposes;  and  that  the 
Surgeon  General  be  authorized  to  make  project  grants  for  the  con- 
struction of  experimental  or  demonstration  hospitals  and  other 
medical  facilities. 

III.  Increasing  Health  Personnel 

Adequate  health  care  requires  an  adequate  supply  of  well-trained 
personnel.  We  do  not  have  that  adequate  supply  today — and  short- 
ages are  growing. 

We  must  increase  sharply  the  rate  of  doctor  and  dentist  training 
merely  to  keep  pace  with  our  growing  population' — and  we  need  far 
more  if,  as  part  of  our  international  responsibilities,  we  are  to  help 
meet  critical  medical  needs  in  key  areas  of  the  world.  But  we  not 
only  fall  short  of  our  goal  to  help  those  nations  by  exporting  sufficient 
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numbers  of  doctors  to  provide  the  nucleus  for  a  world  health  program, 
we  are  actually  the  beneficiaries  of  more  than  a  thousand  physicians 
a  year  who  come  from  foreign  lands  to  practice  in  the  United  States. 

We  have  now  92  medical  and  47  dental  schools.  These  graduate 
only  7,500  physicians  and  3,200  dentists  each  year.  If  during  the 
next  10  years  the  capacity  of  our  medical  schools  is  increased  50 
percent,  and  that  of  our  dental  schools  by  100  percent,  the  output 
will  still  be  sufficient  only  to  maintain  the  present  ratio  of  physicians 
and  dentists  to  population. 

To  do  this  we  must  have  within  the  next  10  years  substantial 
increases  in  enrollment  in  existing  schools,  plus  20  new  medical 
schools  and  20  new  dental  schools. 

But  the  great  deterrent  to  the  establishment  and  expansion  of  these 
schools  is  lack  of  funds.  Modern  medical  and  dental  schools  are 
extraordinarily  expensive  to  build  and  operate.  Teaching  hospitals 
cost  even  more.  A  university  which  establishes  a  medical  and  dental 
school  must  do  so  with  the  expectation  of  a  substantial  drain  on  its 
financial  resources,  and  most  institutions  are  not  able  to  find  such 
funds. 

Moreover,  the  average  cost  to  the  student  of  4  years  of  medical 
school  is  over  $10,000 — a  heavy  burden  to  come  on  top  of  the  cost  of 
a  4-year  undergraduate  education.  Furthermore,  once  the  student 
obtains  his  medical  degree,  he  must  still  look  forward  to  an  average 
of  3  years  of  hospital  experience,  at  little  or  no  pay,  before  he  can 
begin  his  life's  work.  It  is  not  surprising  that  40  percent  of  all  medical 
students  now  come  from  the  12  percent  of  the  families  with  incomes  of 
$10,000  or  more  a  year.  Nor  is  it  surprising,  though  disturbing,  that 
while  college  enrollments  generally  have  been  soaring,  the  number  of 
applicants  to  medical  and  dental  schools  has  been  dropping;  and  that 
many  of  these  schools  are  having  difficulty  in  securing  enough  qualified 
students  who  are  able  to  afford  such  an  education. 

The  Federal  Government  has  made  substantial  contributions 
through  fellowships  and  training  aid  for  graduate  students  in  the 
physical  and  biological  sciences,  and  for  research  training  in  health 
fields.  The  result  has  been  a  rapidly  increasing  number  of  recruits 
to  these  fields. 

In  contrast  there  has  been  very  little  financial  assistance  of  any 
kind  available  to  medical  and  dental  students.  Only  1  medical  student 
in  10  receives  a  scholarship  from  any  source,  and  these  average  only 
$500  a  year  (compared  to  an  average  cost  of  over  $2,500).  In  den- 
tistry even  less  scholarship  aid  is  available. 

Decisive  Federal  action  is  necessary  to  stimulate  and  assist  in  the 
establishment  and  expansion  of  medical  and  dental  schools,  and  to 
help  more  talented  but  needy  students  to  enter  the  health  professions 
while  bolstering  the  quality  of  their  training. 

I  have  four  recommendations  to  be  combined  in  a  single  measure: 

(A)  I  propose  an  immediate  program  of  planning  grants  to  help 
our  academic  institutions  plan  new  facilities  for  medical  and  dental 
schools  and  to  explore  ways  of  improving  the  whole  educational 
process ; 

(B)  I  recommend  a  10-year  program  of  matching  grants  to  assist 
in  the  construction,  expansion,  and  restoration  of  medical  and  dental 
schools  to  increase  their  capacity.  This  program  should  make  avail- 
able $25  million  in  the  first  year,  and  $75  million  annually  thereafter; 
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(C)  I  recommend  a  program  of  Federal  scholarships  for  talented 
medical  and- dental  students  in  need  of  financial  assistance.  Federal 
funds  would  be  available  for  each  institution  in  a  total  amount  equal 
to  $1,500  for  one-fourth  of  the  newly  entering  students,  to  be  awarded 
in  individual  4-year  scholarships  by  the  institution  in  proportion  to 
the  student's  need,  with  no  student  being  eligible  for  more  than  $2,000 
a  year; 

(D)  Finally,  I  recommend  that  the  schools  receive  a  cost-of-educa- 
tion  grant  of  $1,000  for  each  Federal  scholarship,  to  make  certain 
that  this  program  does  not  work  further  financial  injury  upon  our 
medical  and  dental  schools  whose  costs  per  pupil  are  never  met  by 
his  tuition  and  fees.  In  addition  to  assisting  our  schools  now  oper- 
ating, this  feature  would  also  give  some  encouragement  to  institutions 
now  doubtful  about  the  burden  of  establishing  new  medical  and 
dental  schools. 

For  nursing,  I  must  add,  the  need  and  shortage  are  also  great ;  but 
the  problems  are  different  and  more  complex.  We  intend  to  develop 
for  nursing,  as  we  have  for  medicine  and  dentistry,  a  formulation  of 
needs  and  training  requirements;  and  appropriate  proposals  will  be 
submitted  to  the  Congress  when  completed. 

IV.  Improving  the  Health  of  Our  Children  and  Youth 

While  meeting  the  health  needs  of  the  older  groups  in  our  popula- 
tion, we  cannot  neglect  the  needs  of  the  young.  One-fifth  of  our 
children  under  5  have  not  been  immunized  against  poliomyelitis. 
Since  1950,  our  country  has  slipped  from  6th  to  10th  place  among 
the  advanced  nations  of  the  world  in  the  saving  of  infant  lives.  Each 
year  some  400,000  babies  are  born  with  congenital  malformations- 
and  untold  numbers  of  others  begin  life  mentally  retarded,  afflicted 
by  cerebral  palsy  or  suffering  from  other  serious  conditions  which 
require  prompt  and  effective  care  and  additional  research. 

(A)  I  am  recommending  that  there  be  established  in  the  National 
Institutes  of  Health  a  new  National  Institute  of  Child  Health  and 
Human  Development,  which  will  include  a  Center  for  Research  in 
Child  Health  as  well  as  other  broad-ranging  health  research  activities 
not  now  covered  by  the  specialized  work  of  the  existing  institutes. 

(B)  I  am  recommending  to  the  Congress  an  increase  in  appropria- 
tions for  the  existing  maternal  and  child  health,  crippled  children,  and 
child  welfare  programs  of  the  Children's  Bureau.  By  this  means,  the 
fruits  of  our  research  can  move  at  a  faster  pace  to  those  who  need 
them  most. 

(C)  In  order  to  provide  more  unified  administration  and  increased 
effectiveness  of  Federal  efforts  for  physical  fitness,  I  am  designating 
the  Secretary  of  Health,  Education,  and  Welfare  as  the  Chairman  of 
the  President's  Council  on  Youth  Fitness.  I  am  asking  him  to 
mobilize  the  full  resources  of  his  Department  and  other  interested 
agencies  toward  encouraging  public  and  private  agencies  and  indi- 
viduals to  improve  the  physical  fitness  of  our  Nation's  youth;  and  I 
am  further  asking  him  to  report  at  an  early  date  on  the  adequacy 
of  existing  school  health  programs  and  what  changes,  if  any,  are 
needed  in  the  Federal  Government's  role  in  the  stimulation  of  such 
programs. 
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V.  Vocational  Rehabilitation 

This  administration  intends  to  see  that  the  rehabilitation  of  disabled 
Americans  and  their  return  to  active  and  useful  lives  is  expanded  as 
rapidly  as  possible.  Our  Federal-State  program  of  vocational  reha- 
bilitation and  the  cooperating  voluntary  agencies  must  be  assisted  in 
providing  more  nearly  adequate  facilities  and  services  to  reach  the 
thousands  of  persons  who  become  disabled  every  year.  We  need 
their  talents  and  skills  if  our  economy  is  to  reach  a  high  level  of  per- 
formance. To  this  end  I  shall  recommend  to  the  Congress  an  increase 
in  Federal  matching  funds  to  expand  the  vocational  rehabilitation 
program. 

VI.  Medical  Research 

The  next  10  years  will  require  a  vast  expansion  of  this  Nation's 
present  total  effort  in  medical  research,  if  knowledge  is  to  keep  pace 
with  human  progress.    I  recommend: 

(A)  Extension  and  expansion  of  the  present  program  authorizing 
matching  grants  for  the  construction  of  research  facilities. 

(B)  Removal  of  the  current  limitation  on  the  Federal  payment  of 
indirect  costs  of  medical  research  projects,  which  has  handicapped 
many  universities  and  other  research  institutions. 

(C)  An  increase  in  the  funds  for  medical  research  requested  in  the 
budget  previously  submitted. 

Conclusion 

The  measures  I  have  recommended  recognize  and  strengthen  the 
ndispensable  elements  in  a  sound  health  program — people,  knowledge, 
services,  facilities,  and  the  means  to  pay  for  them.  Taken  together, 
they  constitute  a  necessary  foundation  upon  which  to  build. 

The  health  of  the  American  people  must  ever  be  safeguarded;  it 
must  ever  be  improved.  As  long  as  people  are  stricken  by  a  disease 
which  we  have  the  ability  to  prevent,  as  long  as  people  are  chained  by 
a  disability  which  can  be  reversed,  as  long  as  needless  death  takes  its 
toll,  then  American  health  will  be  unfinished  business. 

It  is  to  the  unfinished  business  in  health — which  affects  every 
person  and  home  and  community  in  this  land — that  we  must  now 
direct  our  best  efforts. 

John  F.  Kennedy. 

The  White  House,  February  9,  1961. 
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MESSAGE 

FROM 

THE  PRESIDENT  OF  THE  UNITED  STATES 

RELATIVE  TO 

A  HEALTH  PROGRAM 


February  27,  1962. — Referred  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


To  the  Congress  oj  the  United  States: 

The  basic  resource  of  a  nation  is  its  people.  Its  strength  can  be  no 
greater  than  the  health  and  vitality  of  its  population.  Preventable 
sickness,  disability,  and  physical  or  mental  incapacity  are  matters 
of  both  individual  and  national  concern. 

We  can  take  justifiable  pride  in  our  achievements  in  the  field  of 
medicine.  We  stand  among  the  select  company  of  nations  for  whom 
fear  of  the  great  epidemic  plagues  is  long  past ;  our  life  expectancy  has 
already  reached  the  Biblical  3  score  and  10;  and,  unlike  so  many  less 
fortunate  peoples  of  the  world,  we  need  not  struggle  for  mere  survival. 
But  measured  against  our  capacity  and  capability  in  the  fields  of  health 
and  medical  care,  measured  against  the  scope  of  the  problems  that 
remain  and  the  opportunities  to  be  seized,  this  Nation  still  falls  far 
short  of  its  responsibility. 

Many  thousands  needlessly  suffer  from  infectious  diseases  for  which 
preventive  measures  are  available.  We  are  still  10th  among  the 
nations  of  the  world  in  our  infant  mortality  rate.  Prolonged  and 
costly  illness  in  later  years  robs  too  many  of  our  older  citizens  of  pride, 
purpose,  and  savings.  In  many  communities  the  treatment  of  the 
mentally  ill  and  the  mentally  retarded  is  totally  inadequate.  And 
there  are  increasingly  severe  shortages  of  skilled  personnel  in  all  the 
vital  health  professions. 

Basically,  health  care  is  a  responsibility  of  individuals  and  families, 
of  communities  and  voluntary  agencies,  of  local  and  State  govern- 
ments.   But  the  Federal  Government  shares  this  responsibility  by 
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providing  leadership,  guidance,  and  support  in  areas  of  national 
concern.  And  the  Congress  last  year  recognized  this  responsibility 
in  important  ways. 

PROGRESS  DURING  1961 

Our  States  and  communities  have  responded  quickly  and  with  im- 
pressive vigor  to  the  invitation  to  cooperative  action  extended  by  the 
Community  Health  Services  and  Facilities  Act  passed  by  the  Congress 
and  signed  into  law  only  4  months  ago.  As  a  result,  better  care  for 
the  chronically  ill  and  the  aged  will  soon  be  available  in  many  parts 
of  the  Nation,  both  inside  and  outside  the  hospitals  and  other 
institutions  in  this  program. 

There  is  also  visible  progress  in  the  effort  to  control  water  pollution, 
resulting  from  the  expanded  legislation  passed  by  the  Congress  in 
1961.  Last  year  construction  was  begun  on  more  waste  treatment 
plants  than  ever  before  in  our  history — 30  percent  above  the  calendar 
year  1960  level. 

There  were,  in  addition,  other  important  forward  thrusts  taken, 
with  Federal  help,  in  the  protection  of  our  Nation's  health.  Medical 
research  advanced  at  an  accelerated  pace,  We  are  now  better 
equipped  than  ever  before  to  evaluate  and  deal  with  radiation  perils. 
The  incidence  of  polio  has  been  reduced  to  the  lowest  levels  ever 
recorded.  We  have  engaged  our  most  talented  doctors  and  scientists 
in  an  intensified  search  for  the  cause  and  cure  of  cancer,  heart  disease, 
mental  illness,  mental  retardation,  environmental  health  problems,  and 
other  serious  health  hazards. 

But,  of  the  four  basic  improvements  in  the  Federal  health  program 
I  recommended  to  the  Congress  last  year,  two  urgent  needs — health 
insurance  for  the  aged  and  assistance  to  education  for  the  health 
professions — have  not  yet  been  met.  The  passage  of  time  has  only 
served  to  increase  their  urgency;  and  I  repeat  those  requests  today, 
along  with  other  needed  improvements. 

I.  HEALTH  INSURANCE  FOR  THE  AGED 

Our  social  insurance  system  today  guards  against  nearly  every 
major  financial  setback:  retirement,  death,  disability,  and  unemploy- 
ment. But  it  does  not  protect  our  older  citizens  against  the  hardships 
of  prolonged  and  expensive  illness.  Under  our  social  security  system, 
a  retired  person  receives  cash  benefits  to  help  meet  the  basic  cost  of 
food,  shelter,  and  clothing — benefits  to  which  he  is  entitled  by  reason 
of  the  contributions  he  made  during  his  working  years.  They  permit 
him  to  live  in  dignity  and  with  independence,  but  only  if  a  serious 
illness  does  not  overtake  him. 

For,  compared  to  the  rest  of  us,  our  older  citizens  go  to  the  hospital 
more  often,  they  have  more  days  of  illness,  and  their  stays  in  the 
hospital  are  thus  more  costly.  But  both  their  income  and  the  propor- 
tion of  their  hospital  bill  covered  by  private  insurance  are,  in  most 
cases,  substantially  lower  than  those  of  younger  persons. 

Private  health  insurance  has  made  notable  advances  in  recent  years. 
But  older  people,  who  need  it  most  but  can  afford  it  least,  are  still 
unable  to  pay  the  high  premiums  made  necessary  by  their  dispropor- 
tionately heavy  use  of  health  care  services  and  facilities,  if  eligibility 
requirements  are  to  be  low  and  the  scope  of  benefits  broad.  Today, 
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only  about  half  of  our  aged  population  has  any  health  insurance  of 
any  kind,  and  most  of  these  have  insufficient  coverage. 

To  be  sure,  welfare  assistance,  and  Federal  legislation  to  help  the 
needy  or  "medically  indigent,"  will  provide  health  services  in  some 
instances,  but  this  kind  of  help  is  not  only  less  appealing,  coupled  as 
it  is  with  a  means  test,  it  reaches  very  few  of  those  who  are  not  eligible 
for  public  assistance  but  are  still  not  able  to  afford  the  care  they  need. 

I  therefore  recommend  again  the  enactment  of  a  health  insurance 
program  for  the  elderly  under  the  social  security  system.  By  this 
means  the  cost  of  health  services  in  later  years  can  be  spread  over  the 
working  years,  and  every  worker  can  face  the  future  with  pride  and 
confidence.  This  program,  of  course,  would  not  interfere  in  any  way 
with  the  freedom  of  choice  of  doctor,  hospital,  or  nurse.  It  would  not 
specify  in  any  way  the  kind  of  medical  or  health  care  or  treatment  to 
be  provided.  But  it  would  establish  a  means  to  pay  for  the  following 
minimum  levels  of  protection  : 

First.  Inpatient  hospital  expenses  for  up  to  90  days,  in  excess  of  $10 
per  day  for  the  first  9  days  (with  a  minimum  payment  by  each  person 
of  $20),  and  full  costs  for  the  remaining  81  days. 

Second.  The  cost  of  nursing  home  services  up  to  180  days  immedi- 
ately after  discharge  from  a  hospital.  By  providing  nursing  home 
care  for  twice  as  long  as  that  in  the  hospital,  the  patient  is  encouraged 
to  use  the  less  expensive  facilities  when  these  will  satisfy  his  re- 
quirements. 

Third.  The  cost  of  hospital  outpatient  clinic  diagnostic  services  in 
excess  of  $20.  These  benefits  will  reduce  the  need  for  hospital  admis- 
sions and  encourage  early  diagnosis. 

Fourth.  The  cost  of  community  visiting  nurse  services,  and  related 
home  health  services,  for  a  limited  number  of  visits.  These  will 
enable  many  older  people  to  receive  proper  health  care  in  their  own 
homes. 

It  should  be  emphasized  that  we  are  discussing  a  gap  in  our  self- 
financed,  contributory  social  insurance  system.  These  are  all  insur- 
ance benefits  which  will  be  available  to  everyone  over  65  who  is 
eligible  for  social  security  or  railroad  retirement  benefits.  They 
would  be  entirely  self-financed  by  an  increase  in  social  security  con- 
tributions of  one-quarter  of  1  percent  each  on  employers  and  employees, 
and  by  an  increase  in  the  maximum  earnings  base  from  $4,800  a  year 
to  $5,200  a  year.  No  burden  on  the  general  revenues  is  involved. 
I  am  not  unmindful  of  the  fact,  however,  that  none  of  our  social 
insurance  systems  is  universal  in  its  coverage,  and  that  direct  pay- 
ments may  be  necessary  to  provide  help  to  those  not  covered  for 
health  insurance  by  social  security.  But  the  two  problems  should 
not  be  confused — and  those  who  have  never  made  any  contribution 
toward  the  system  should  not  be  regarded  as  in  the  same  category 
as  those  who  have — and  because  a  minority  lacks  the  protection  of 
social  security  is  no  reason  to  deny  additional  self-financed  benefits 
to  the  great  majority  which  it  covers. 

II.  HEALTH  PROFESSIONS  PERSONNEL 

The  Nation's  health  depends  on  the  availability  and  efficient  use  of 
highly  trained  and  skilled  professional  people.  These  people  are  in 
very  short  supply.    Unless  we  take  steps  to  train  more  physicians 
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and  more  dentists,  the  promise  of  modern  medicine  cannot  be  fully 
realized. 

In  an  earlier  message  this  year,  I  repeated  my  recommendation  for 
Federal  aid  for  the  construction  and  expansion  of  schools  of  medicine, 
osteopathy,  dentistry,  and  public  health,  and  for  helping  talented  but 
needy  students  pursue  their  professional  education.  I  recommended: 
(1)  A  10-year  program  of  grants  to  plan  and  construct  such  profes- 
sional schools  in  order  to  increase  the  Nation's  training  capacity; 
and  (2)  a  program  of  Federal  scholarship  aid  for  talented  students  in 
need  of  financial  assistance,  plus  cost-of-education  payments  to  the 
schools. 

The  urgency  of  this  proposal  cannot  be  repeated  too  often.  It 
takes  time  to  construct  new  facilities  and  many  years  for  doctors  to 
be  trained.  A  young  man  entering  college  this  fall  will  not  be  ready 
to  start  his  practice  until  1972 — and  even  later  if  he  plans  to  enter  a 
speciality.  The  costs  of  construction  and  operation  are  mounting. 
Only  six  schools  of  medicine  have  been  opened  in  the  last  decade; 
and  the  number  of  graduates  has  risen  only  15  percent.  Over  the 
same  period,  student  applications  to  medical  schools  have  declined 
sharply.  Our  ratio  of  active  physicians  to  population  is  less  today 
than  it  was  10  years  ago,  and  growing  worse,  and  in  the  next  10  years 
we  shall  need  to  expand  existing  medical  and  dental  school  facilities, 
and  to  construct  20  new  medical  and  20  new  dental  schools. 

We  must  also  provide  financial  help  to  talented  but  needy  students. 
I  have  previously  expressed  concern  over  the  fact  that  medicine  is 
increasingly  attracting  only  the  sons  and  daughters  of  high  income 
families — 43  percent  of  the  students  in  our  Nation's  medical  schools  in 
1959  came  from  the  12  percent  of  the  U.S.  families  with  an  annual 
income  of  $10,000  or  more. 

A  survey  has  shown  that  4  years  in  medical  school  cost  each  student 
of  the  1959  graduating  class  an  average  of  $11,600.  More  than 
half  of  them  had  to  borrow  substantial  sums  to  complete  their  educa- 
tion, and  one-third  of  the  group  had  an  average  debt  of  $5,000. 
Many  of  these  students  still  have  from  1  to  7  years  of  additional 
professional  training,  at  low  stipends,  still  facing  them.  Obviously 
further  loans  and  further  debts  are  not  the  answer. 

Also,  modern  health  care  is  extremely  complex.  It  demands  the 
services  of  a  skilled  and  diversified  team  of  specialists  and  technical 
personnel. 

But  there  are  shortages  in  almost  every  category,  and  the  shortages 
are  particularly  severe  in  nursing.  Last  year  I  authorized  the  Surgeon 
General  of  the  Public  Health  Service  to  set  up  a  consultant  group  on 
nursing,  and  a  comprehensive  study  of  this  field  is  well  underway. 
I  expect  to  receive  their  report  in  the  near  future. 

III.  IMMUNIZATION 

There  is  no  longer  any  reason  why  American  children  should  suffer 
from  polio,  diphtheria,  whooping  cough,  or  tetanus — diseases  which 
can  cause  death  or  serious  consequences  throughout  a  lifetime,  which 
can  be  prevented,  but  which  still  prevail  in  too  many  cases. 

I  am  asking  the  American  people  to  join  in  a  nationwide  vaccination 
program  to  stamp  out  these  four  diseases,  encouraging  all  communities 
to  immunize  both  children  and  adults,  keep  them  immunized,  and 
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plan  for  the  routine  immunization  of  children  yet  to  be  born.  To 
assist  the  States  and  local  communities  in  this  effort  over  the  next  3 
years,  I  am  proposing  legislation  authorizing  a  program  of  Federal 
assistance.  This  program  would  cover  the  full  cost  of  vaccines  for 
all  children  under  5  years  of  age.  It  would  also  assist  in  meeting 
the  cost  of  organizing  the  vaccination  drives  begun  during  this  period, 
and  the  cost  of  extra  personnel  needed  for  certain  special  tasks. 

In  addition,  the  legislation  provides  continuing  authority  to  permit 
a  similar  attack  on  other  infectious  diseases  which  may  become  sus- 
ceptible of  practical  eradication  as  a  result  of  new  vaccines  or  other 
preventive  agents.  Success  in  this  effort  will  require  the  whole- 
hearted assistance  of  the  medical  and  public  health  professions,  and 
a  sustained  nationwide  health  education  effort. 

IV.  HEALTH  RESEARCH 

The  development  of  these  immunization  techniques  was  made  pos- 
sible by  medical  research,  just  as  it  has  made  possible  the  new  drugs, 
surgical  techniques,  and  other  treatments  which  have  virtually  con- 
quered many  of  the  leading  killers  of  a  generation  ago — tuberculosis, 
pneumonia,  rheumatic  fever,  and  many  others. 

But  conquest  of  the  infectious  diseases,  by  increasing  our  lifespan, 
has  made  us  more  vulnerable  to  cancer,  heart  disease,  and  other  long- 
term  illnesses.  Today,  two  persons  die  from  heart  disease  and  cancer 
in  the  United  States  every  minute.  Last  year,  more  than  1  million 
Americans  fell  victim  to  these  merciless  diseases. 

They  are  not  merely  diseases  of  old  age.  Cancer  leads  all  other 
diseases  as  the  cause  of  death  in  children  under  age  15.  Of  the  10 
million  Americans  who  suffer  from  heart  disease,  more  than  half  of 
them  are  in  their  most  productive  years,  between  25  and  64. 

Fortunately,  medical  research,  supported  to  an  increasing  degree 
over  the  past  15  years  by  the  Federal  Government,  is  achieving 
exciting  breakthroughs  against  both  cancer  and  heart  disease  as  well 
as  on  many  other  fronts.  We  can  now  save  one  out  of  every  three 
victims  of  cancer,  compared  to  only  one  out  of  four  saved  less  than 
a  decade  ago.  Our  nationwide  cancer  chemotherapy  program  is 
saving  many  children  and  adults  who  would  have  been  considered 
hopeless  cases  only  a  few  years  ago.  And  advances  in  heart  surgery 
have  restored  to  productive  lives  many  thousands,  while  full  preven- 
tion of  many  forms  of  heart  disease  seems  increasingly  within  our 
reach. 

We  must,  therefore,  continue  to  stimulate  this  flow  of  inventive 
ideas  by  supporting  medical  research  along  a  very  broad  front.  I 
have  proposed  substantially  increased  funds  for  the  National  Insti- 
tutes of  Health  for  1963,  particularly  for  research  project  grants,  and 
the  training  of  specialists  in  mental  health.  Expenditures  by  the 
Institutes  in  1963  are  estimated  to  exceed  $740  million,  an  increase 
of  more  than  $100  million  from  the  current  year  and  a  fourfold  increase 
in  the  last  5  years.  I  am  also  renewing  my  recommendation  that  the 
current  limitation  on  payment  of  indirect  costs  by  the  National 
Institutes  of  Health  in  connection  with  research  grants  to  universities 
and  other  institutions  be  removed. 

In  keeping  with  the  broadening  horizons  of  medical  research,  I 
again  recommend  the  establishment  of  a  new  Institute  for  Child 
Health  and  Human  Development  within  the  National  Institutes  of 
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Health.  Legislation  to  create  this  new  Institute  was  introduced  in  the 
last  session  of  Congress. 

We  look  to  such  an  Institute  for  a  full-scale  attack  on  the  unsolved 
afflictions  of  childhood.  It  would  explore  prenatal  influences,  mental 
retardation,  the  effect  of  nutrition  on  growth,  and  other  basic  facts 
needed  to  equip  a  child  for  a  healthy,  happy  life.  It  would,  in  addi- 
tion, stimulate  imaginative  research  into  the  health  problems  of  the 
whole  person  throughout  his  entire  lifespan — from  infancy  to  the 
health  problems  of  aging. 

As  a  parallel  action  I  am  requesting  authorization  for  contracts 
and  cooperative  arrangements  for  research  related  to  maternal  and 
child  health  and  crippled  children's  services.  This  legislation,  in- 
troduced in  the  last  session  of  Congress,  would  strengthen  the  pro- 
grams of  the  Children's  Bureau  in  these  areas,  and  foster  effective 
coordination  between  the  research  activities  of  this  Bureau  and  those 
of  the  proposed  new  Institute. 

I  also  recommend  that  the  present  Division  of  General  Medical 
Sciences  at  the  National  Institutes  of  Health  be  given  the  status  and 
title  of  an  institute.  This  program  supports  fundamental  research 
in  biology  and  other  sciences,  and  strengthens  the  research  capabilities 
of  universities  and  other  institutions. 

Last  year,  Congress  enacted  legislation  temporarily  extending  and 
expanding  the  program  of  Federal  matching  grants  for  the  construc- 
tion of  health  research  facilities.  This  program  has  been  very  suc- 
cessful and  it  should  be  further  extended. 

In  these  and  other  endeavors,  including  our  new  National  Library  of 
Medicine,  we  must  take  steps  to  accelerate  the  flow  of  scientific  com- 
munication. The  accumulation  of  knowledge  is  of  little  avail  if  it 
is  not  brought  within  reach  of  those  who  can  use  it.  Faster  and  more 
complete  communication  from  sciertist  to  scientist  is  needed,  so  that 
their  research  efforts  reinforce  and  complement  each  other;  from 
researcher  to  practicing  physician,  so  that  new  knowledge  can  save 
lives  as  swiftly  as  possible:  and  from  the  health  professions  to  the 
public,  so  that  people  may  act  to  protect  their  own  health. 

V.  MENTAL  HEALTH 

While  we  have  treated  the  physically  ill  with  sympathy,  our  society 
has  all  too  often  rejected  the  mentally  ill,  consigning  them  to  huge 
custodial  institutions  away  from  the  heart  of  the  medical  community. 
But  more  recently,  the  signs  of  progress  toward  enlightened  treatment 
have  been  increasing.  The  discovery  and  widespread  use  of  tran- 
quilizing  drugs  over  the  past  6  years  has  resulted  in  an  unprecedented 
reduction  of  32,000  patients  in  the  census  of  our  State  mental  hospitals. 
But  one-half  of  our  hospital  beds  are  still  occupied  by  the  mentally 
ill;  and  hundreds  of  thousands  of  sufferers  and  their  families  are  still 
virtually  without  hope  for  progress. 

I  want  to  take  this  opportunity  to  express  my  approval,  and  offer 
Federal  cooperation,  for  the  action  of  the  Governors  of  the  50  States 
at  a  special  national  Governors'  conference  called  last  November. 
In  accepting  the  challenge  of  the  report  of  the  Joint  Commission  on 
Mental  Illness  and  Health,  they  pledged  a  greater  State  effort,  both 
to  transfer  treatment  of  the  majority  of  mental  patients  from  isolated 
institutions  to  modern  psychiatric  facilities  in  the  heart  of  the  com- 
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munity,  and  to  provide  more  intensive  treatment  for  hospitalized 
patients  in  State  institutions. 

But  this  problem  cuts  across  State  lines.  Since  the  enactment  in 
1946  of  the  National  Mental  Health  Act,  the  Federal  Government 
has  provided  substantial  assistance  for  the  support  of  psychiatric  re- 
search, training  of  personnel,  and  community  mental  health  programs. 
The  Government  is  currently  spending  over  $1  billion  annually  for 
mental  health  activities  and  benefits.  The  National  Institute  of 
Mental  Health  alone  will  use  approximately  $100  million  this  year. 
Approximately  $350  million  is  budgeted  by  Federal  agencies  for  the 
care  of  the  mentally  ill;  over  $500  million  is  spent  annually  in  the 
form  of  pensions  and  compensation  for  veterans  with  neuropsychiatry 
disorders;  and  additional  sums  for  similar  benefits  are  paid  by  the 
social  security  and  other  Federal  disability  programs. 

But  far  more  needs  to  be  done.  Adequate  care  requires  a  supply 
of  well-trained  personnel,  working  both  in  and  out  of  mental  hospitals. 
In  1946,  there  were  only  500  psychiatric  outpatient  clinics  in  the 
Nation.  Today,  there  are  more  than  1,500.  More  than  500,000 
people  received  treatment  in  these  clinics  last  year.  We  are  making 
progress,  but  the  total  effort  is  still  far  short  of  the  need.  It  will  re- 
quire still  further  Federal,  State,  and  local  cooperation  and  assistance. 

I  have  directed  the  Secretary  of  Health,  Education,  and  Welfare, 
the  Secretary  of  Labor,  and  the  Administrator  of  Veterans'  Affairs, 
with  the  assistance  of  the  Council  of  Economic  Advisers  and  the 
Bureau  of  the  Budget,  to  review  the  recommendations  of  the  Joint 
Commission  on  Mental  Illness  and  Health  and  to  develop  appropriate 
courses  of  action  for  the  Federal  Government.  They  have  been  in- 
structed to  consider  such  questions  as  the  desirable  alinement  of  re- 
sponsibility among  Federal,  State,  and  local  agencies  and  private  groups ; 
the  channels  through  which  Federal  activities  should  be  directed;  the 
rate  of  expansion  possible  in  the  light  of  trained  manpower  avail- 
abilities; and  the  balance  which  should  be  maintained  between  insti- 
tutional and  noninstitutional  programs. 

Meanwhile,  we  must  continue  our  vigorous  support  of  research  to 
learn  more  about  the  causes  and  treatment  of  mental  illness.  We 
must  train  many  more  mental  health  personnel.  We  must  continue 
to  strengthen  treatment  programs  for  Federal  beneficiaries  through 
our  many  existing  Federal  institutions,  including  St.  Elizabeths 
Hospital.  And  I  have  recommended  added  funds  for  the  National 
Institute  of  Mental  Health  to  increase  its  program  for  the  training  of 
professional  mental  health  workers  and  physicians. 

VI.  MENTAL  RETARDATION 

The  nature  and  extent  of  mental  retardation  is  often  misunderstood. 
It  is  frequently  confused  with  mental  illness.  While  mental  illness 
disables  after  a  period  of  normal  development,  mental  retardation  is 
usually  either  present  at  birth  or  underway  during  childhood.  It  is 
not  a  disease  but  a  symptom  of  a  disease,  an  injury,  or  some  obscure 
failure  of  development.  It  refers  to  a  lack  of  intellectual  ability, 
resulting  from  arrested  mental  development,  and  manifesting  itself  in 
poor  learning,  inadequate  social  adjustment,  and  delayed  achievement. 
Its  causes  are  many  and  obscure.  We  are  encouraged  with  each  new 
discovery,  but  present  knowledge  of  this  condition  is  still  so  frag- 
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mentary  that  its  prevention  and  cure  will  require  continued  and  per- 
sistent research  over  an  extended  period  of  time.  The  present  limita- 
tions of  knowledge  make  diagnosis  extremely  difficult,  particularly 
since  it  involves  the  very  young.  And  a  major  obstacle  to  progress 
is  the  lack  of  personnel  trained  in  the  special  skills  required  to  work 
effectively  with  the  mentally  retarded. 

Thus,  in  spite  of  the  progress  made  in  recent  years,  mental  retarda- 
tion remains  one  of  our  most  serious  health  and  education  problems. 
Approximately  5  million  people  in  the  United  States  are  mentally 
retarded;  and  each  year  more  than  126,000  more  babies  are  born  who 
will  suffer  from  this  tragic  affliction. 

I  have  asked  the  Panel  on  Mental  Retardation  which  I  appointed 
last  year  to  appraise  the  adequacies  of  existing  programs  and  the 
possibilities  for  greater  utilization  of  current  knowledge.  It  will 
review  and  make  recommendations  with  regard  to  (1)  the  personnel 
necessary  to  develop  and  apply  new  knowledge;  (2)  promising  avenues 
of  investigation,  and  the  means  to  support  and  encourage  research 
along  these  lines;  and  (3)  improvement  and  extension  of  present 
programs  of  treatment,  education,  and  rehabilitation. 

I  expect  the  Panel's  report  before  the  end  of  this  year;  and  we  should 
then  be  ready  for  the  next  phase  of  the  attack  upon  this  problem. 
I  am  confident  that  the  work  of  this  Panel  will  help  us  chart  the  path 
toward  our  ultimate  goal  of  preventing  this  tragic  condition. 

VII.    TOWARD  A  MORE  HEALTHY  ENVIRONMENT 

There  is  an  increasing  gap  in  our  knowledge  of  the  impact  upon  our 
health  of  the  many  new  chemical  compounds  and  physical  and 
biological  factors  introduced  daily  into  our  environment.  Every  year 
400  to  500  new  chemicals  come  into  use.  Many  of  them  will  improve 
the  public  health.  Others,  regardless  of  every  safeguard,  present 
potential  hazards.  Each  year  there  are  2  million  new  cases  of  intesti- 
nal disease.  Hepatitis  is  at  an  alltime  high.  We  need  to  apply 
additional  protection  against  every  new  hazard  resulting  from  con- 
tamination of  the  air  we  breathe  or  the  water  we  drink. 

As  I  already  mentioned,  the  water  pollution  control  legislation 
passed  by  the  Congress  last  year  has  permitted  us  to  step  up  our 
efforts  to  purify  our  water.  We  should  make  a  similarly  accelerated 
effort  in  parallel  fields.    I  am  therefore  recommending: 

1.  Legislation  to  strengthen  the  Federal  effort  to  prevent  air 
pollution,  a  growing  and  serious  problem  in  many  areas.  Fresh  air 
cannot  be  piped  into  the  cities,  nor  can  it  be  stored  for  future  use. 
Our  only  protection  is  to  prevent  pollution. 

Under  the  existing  Air  Pollution  Act,  the  Federal  Government  is 
conducting  badly  needed  research  on  the  biological  effects  of  air 
pollution;  developing  improved  methods  for  identifying,  measuring, 
analyzing,  and  controlling  pollution ;  and  working  with  State  and  local 
officials  to  accelerate  necessary  control  programs. 

I  recommend  that  the  Congress  enact  legislation  to  provide — 

(a)  authority  for  an  adequate  research  program  on  the  causes, 
effects,  and  control  of  air  pollution, 

(b)  project  grants  and  technical  assistance  to  State  and  local  air 
pollution  control  agencies  to  assist  in  the  development  and  ini- 
tiation or  improvement  of  programs  to  safeguard  the  quality  of 
air,  and 
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(c)  authority  to  conduct  studies  and  hold  public  conferences 
concerning  any  air  pollution  problem  of  interstate  nature  or  of 
significance  to  communities  in  different  parts  of  the  Nation. 
Legislation  along  these  lines  has  already  passed  the  Senate,  and  I 
urge  final  favorable  action  in  this  Congress. 

2.  In  order  to  provide  a  central  focal  point  for  nationwide  activities 
in  the  control  of  air  pollution,  water  pollution,  radiation  hazards,  and 
occupational  hazards,  I  recommend  the  establishment  of  a  National 
Environmental  Health  Center.  This  center  will  serve  as  the  base 
laboratory  for  research  and  training  activities,  and  as  headquarters  for 
Public  Health  Service  personnel  concerned  with  health  hazards  in  the 
environment.  It  will  facilitate  regular  and  frequent  collaboration 
between  Public  Health  Service  scientists  and  those  with  whom  they 
should  consult  in  other  Federal  agencies.  The  center  will  serve  also 
to  encourage  closer  cooperation  with  industrial  research  and  control 
groups,  with  universities  and  private  foundations,  and  with  State  and 
local  agencies. 

3.  Finally,  I  have  recommended  an  increase  in  the  appropriations 
for  the  study  and  control  of  water  and  air  pollution  and  for  research 
into  protection  against  radiation  peril. 

VIII.   ENCOURAGEMENT  OF  GROUP  PRACTICE 

Akin,  to  the  problem  of  increasing  our  overall  supply  of  professional 
and  technical  health  personnel  is  the  problem  of  making  more  effective 
use  of  the  personnel  we  already  have.  Experience  in  many  communi- 
ties has  proven  the  value  of  group  medical  and  dental  practice,  where 
general  practitioners  and  medical  specialists  voluntarily  join  to  pool 
their  professional  skills,  to  use  common  facilities  and  personnel,  and 
to  offer  comprehensive  health  services  to  their  patients.  Group  prac- 
tice offers  great  promise  of  improving  the  quality  of  medical  care,  of 
achieving  significant  economies  and  conveniences  to  physician  and 
patient  alike,  and  of  facilitating  a  wider  and  better  distribution  of  the 
available  supply  of  scarce  personnel. 

A  major  obstacle  to  the  development  of  group  practice,  however, 
particularly  in  our  smaller  communities,  is  a  lack  of  the  specialized 
facilities  needed.  I  therefore  recommend  legislation  which  will  au- 
thorize a  5-year  program  of  Federal  loans  for  construction  and  equip- 
ment of  group  practice  medical  and  dental  facilities,  with  priority 
being  given  to  facilities  in  smaller  communities  and  to  those  sponsored 
by  nonprofit  or  cooperative  organizations. 

IX.  HEALTH  OP  DOMESTIC  AGRICULTURAL  MIGRANT  WORKERS 

Domestic  agricultural  migrants  and  their  families,  numbering  al- 
most 1  million  persons,  have  unmet  health  needs  far  greater  than  those 
of  the  general  population.  Their  poor  health  not  only  affects  their 
own  lives  and  opportunities,  but  it  is  a  threat  to  the  members  of  the 
permanent  communities  through  which  they  migrate.  "*The  poverty 
of  these  migrants,  their  lack  of  health  knowledge,  and  their  physical 
isolation  and  mobility,  all  tend  to  limit  their  access  to  community 
health  services.  To  help  improve  their  health  conditions,  I  recom- 
mend, in  addition  to  expanding  the  special  Public  Health  Service  ac- 
tivities directed  to  them,  the  enactment  of  legislation  to  encourage 
the  States  to  provide  facilities  and  services  for  migrant  workers. 
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X.  PUBLIC  HEALTH  SERVICE  REORGANIZATION 

Changes  in  recent  years  have  greatly  increased  the  responsibilities 
of  the  Public  Health  Service.  Some  major  organizational  changes  are 
necessary  in  order  to  help  this  agency  carry  out  its  vital  tasks  more 
effectively.  I  will  shortly  forward  to  the  Congress  a  proposal  which 
will  make  these  reorganizational  changes  possible.  It  will  permit  more 
effective  administration  of  community  health  programs  and  those  deal- 
ing with  the  health  hazards  of  the  environment. 

Other  Health  Goals 

The  struggle  for  improved  health  is  never  ending.  While  we  are 
pressing  new  attacks  in  sectors  of  past  neglect  and  present  urgency,  we 
must  continue  to  advance  along  the  entire  front. 

Health  facilities  construction. — I  have  asked  the  Secretary  of  Health, 
Education,  and  Welfare  to  review  the  program  of  federally  aided 
medical  facility  construction,  to  evaluate  its  accomplishments  and 
future  course.  Through  the  Federal  support  provided  by  this  very 
successful  program,  general  medical  care  facilities  have  been  con- 
structed in  most  of  the  areas  of  greatest  need.  There  are,  however, 
large  and  urgent  unmet  requirements  for  facilities  to  provide  long-term 
care,  especially  for  the  elderly,  and  short-term  mental  care  at  the 
community  level.  In  addition,  a  growing  number  of  existing  urban 
hospitals  require  modernization  so  that  they  may  continue  to  serve 
the  needs  of  the  people  dependent  upon  them. 

Health  of  merchant  seamen. — Over  the  past  several  years  funds  for 
the  operation  of  the  Public  Health  Service  hospitals  have  been  sub- 
stantially increased  to  improve  the  quality  of  medical  .care  for  mer- 
chant seamen  and  other  beneficiaries.  A  start  has  also  been  made  on 
enabling  these  hospitals  to  conduct  medical  research.  I  have  directed 
the  Secretary  of  Health,  Education,  and  Welfare  to  develop  a  plan  for 
providing  more  readily  accessible  hospital  care  for  seamen  and  for 
improving  the  physical  facilities  of  those  Public  Health  Service  hos- 
pitals which  are  needed  to  provide  such  care. 

Physical  fitness. — The  foundation  of  good  health  is  laid  in  early 
life.  Yet  large  numbers  do  not  receive  necessary  health  care  as 
infants  and  schoolchildren.  The  alarming  rate  of  correctible  health 
defects  among  selective  service  registrants  highlights  the  problem. 
In  all  50  States  there  has  been  a  gratifying  response  to  my  call  of  last 
year  for  vigorous  programs  for  the  physical  development  of  our  youth. 
Pilot  projects  stimulated  by  the  President's  Council  on  Youth  Fitness 
proved  that  basic  programs,  within  the  reach  of  every  school,  can 
produce  dramatic  results.  Our  children  must  have  an  opportunity 
for  physical  development  as  well  as  for  intellectual  growth.  Our 
increased  national  emphasis  on  physical  fitness,  based  on  daily 
vigorous  activity  and  sound  nutritional  and  health  practices,  should 
and  will  be  continued. 

International  health—  Finally,  it  is  imperative  that  we  help  fufill 
the  health  needs  and  expectations  of  less-developed  nations,  who 
look  to  us  as  a  source  of  hope  and  strength  in  fighting  their  staggering 
problems  of  disease  and  hunger.  Mutual  efforts  toward  attaining 
better  health  will  help  create  mutual  understanding.  Our  foreign 
assistance  program  must  make  maximum  use  of  the  medical  and  other 
health  resources,  skills,  and  experience  of  our  Nation  in  helping  these 
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nations  advance  their  own  knowledge  and  skill.  We  should,  in 
addition,  explore  every  possibility  for  scientific  exchange  and  collab- 
oration between  our  medical  scientists  and  those  of  other  nations — 
programs  which  are  of  benefit  to  all  who  participate  and  to  all 
mankind. 

Conclusion 

Good  health  is  a  prerequisite  to  the  enjoyment  of  "pursuit  of 
happiness."  Whenever  the  miracles  of  modern  medicine  are  beyond 
the  reach  of  any  group  of  Americans,  for  whatever  reason — economic, 
geographic,  occupational,  or  other — -we  must  find  a  way  to  meet 
their  needs  and  fulfill  their  hopes.  For  one  true  measure  of  a  nation  is 
its  success  in  fulfilling  the  promise  of  a  better  life  for  each  of  its  mem- 
bers.   Let  this  be  the  measure  of  our  Nation. 

John  F.  Kennedy. 

The  White  House,  February  27,  1962. 
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To  the  Congress  of  the  United  States: 

Health,  as  Emerson  said,  is  the  "first  wealth."  This  Nation  has 
built  an  impressive  health  record.  Life  expectancy  has  been  increased 
by  more  than  20  years  since  1900;  infant  mortality  rates  have  been 
dramatically  reduced;  many  communicable  diseases  have  been  prac- 
tically eliminated.  We  have  developed  or  are  close  to  developing  the 
means  for  controlling  many  others.  The  intensive  medical  research 
effort  begun  shortly  after  World  War  II  is  now  showing  dramatic  re- 
sults. The  array  of  modern  drugs,  appliances,  and  techniques  avail- 
able to  prevent  and  cure  disease  is  impressive  in  scope  and  in  quality. 

But  each  improvement  raises  our  horizons ;  each  success  enables  us 
to  concentrate  more  on  the  remaining  dangers,  and  on  new  challenges 
and  threats  to  health.  Some  of  these  new  challenges  result  from  our 
changing  environment,  some  from  new  habits  and  activities.  More 
people  than  ever  before  are  in  those  vulnerable  age  groups — the  very 
young  and  the  very  old — which  need  the  greatest  amount  of  health 
services.  More  people  are  living  in  huge  metropolitan  and  industrial 
complexes,  where  they  face  a  host  of  new  problems  in  achieving  safety 
even  in  the  common  environmental  elements  of  food,  water,  land,  and 
air.  The  hazards  of  modern  living  also  raise  new  problems  of  psycho- 
logical stability. 

In  addition  to  the  long-neglected  problems  of  mental  illness  and 
mental  retardation  on  which  I  made  recommendations  earlier  this 
week,  other  areas  affecting  our  Nation's  health  also  require  serious 
and  sustained  attention : 

There  is  a  shortage  of  professional  health  personnel.   We  must 
take  prompt  and  vigorous  action  not  only  to  increase  the  numbers 
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of  trained  personnel  but  to  perfect  better  means  for  making  the 
most  effective  use  of  the  health  manpower  now  available. 

Health  facilities  must  be  improved  and  modernized.  More  of 
them  need  to  be  geared  to  the  problems  of  older  and  long-term 
patients. 

Health  care  is  not  adequately  available  to  our  older  citizens. 
Costs  to  aged  individuals  too  often  are  prohibitively  high,  and  we 
have  not  yet  been  effectively  able  to  bring  modern  health  services 
to  many  of  them. 

Threats  to  the  physical  well-being  of  our  families  from  the 
contamination  of  food,  air,  and  water,  and  from  hazardous  drugs 
and  cosmetics,  must  be  dealt  with  more  promptly  and  more 
effectively. 

Health  protection  and  care  must  be  made  more  widely  avail- 
able to  our  children,  particularly  those  whose  parents  cannot 
afford  proper  care  and  those  who  are  suffering  from  crippling 
diseases. 

In  each  of  these  key  areas,  this  Nation  has  an  obligation  to 
strengthen  its  resources  and  services.  The  alternative  is  a  weaker 
people  and  nation,  a  waste  of  manpower  and  funds,  and  a  denial  to 
millions  of  people  of  a  full  and  equal  opportunity  to  life,  liberty,  and 
the  pursuit  of  happiness.  The  Federal  Government  has  stimulated 
much  of  the  recent  progress  in  medical  research,  without  any  inter- 
ference with  scientific,  academic,  or  individual  liberty.  Our  task 
now  is  to  be  equally  decisive  in  putting  this  knowledge  into  practice. 
Financial  provision  for  the  recommendations  made  in  this  message 
was  included  in  the  1964  budget  which  I  transmitted  to  the  Congress 
last  month. 

I.  Professional  Health  Personnel 

Perhaps  the  most  threatening  breach  in  our  health  defenses  is  the 
shortage  of  trained  health  manpower.  Our  health  can  be  no  better 
than  the  knowledge  and  skills  of  the  physicians,  dentists,  nurses,  and 
others  to  whom  we  entrust  it.  It  is  essential  that  we  always  have 
a  sufficient  supply  of  such  talent,  drawn  from  the  best  and  most 
gifted  men  and  women  in  the  land. 

But  the  harsh  fact  of  the  matter  is  that  we  are  already  hard  hit  by 
a  critical  shortage  in  our  supply  of  professional  health  personnel,  with 
the  situation  threatening  to  become  even  more  critical  in  the  years 
immediately  ahead.  Our  hospitals  report  substantial  numbers  of 
unfilled  positions  for  nurses  and  other  health  workers.  In  some 
cases,  entire  wings  or  floors  have  been  closed  for  lack  of  trained  per- 
sonnel. In  others — particularly  mental  hospitals,  where  thousands 
of  patients  languish  in  needless  confinement  and  suffering  due  to  a 
lack  of  doctors  and  nurses — tne  unavailability  of  sufficient  personnel 
is  a  reluctantly  accepted  fact. 

A.   MEDICAL  AND  DENTAL  EDUCATION 

The  shortage  of  physicians  and  dentists  is  particularly  serious. 
Our  medical  and  dental  schools  do  not  graduate  enough  students  to 
keep  pace  with  our  growth  in  population.  There  are  137  physicians 
and  56  dentists  for  every  100,000  American  people  in  the  country 
today.    And  merely  to  maintain  even  this  ratio  will  require,  over  the 
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next  10  years,  a  50-percent  increase  in  the  number  of  graduates  from 
our  medical  schools  and  a  100-percent  increase  in  the  number  of 
dental  graduates. 

In  an  effort  to  meet  present  needs,  we  now  license  more  than  1,500 
graduates  of  foreign  medical  schools  each  year  to  practice  in  this 
country — approximately  one-fifth  of  the  annual  additions  to  our 
medical  profession.  In  addition,  one-quarter  of  the  interns  and 
residents  in  our  hospitals  are  foreign  medical  graduates.  Yet  many 
internships  and  residencies  remain  vacant  due  to  lack  of  manpower. 
More  and  more  physicians  are  devoting  their  time  to  teaching,  to 
research,  to  advanced  preparation  in  a  specialty;  and  while  this  trend 
represents  progress,  it  also  decreases  the  proportionate  supply  of 
physicians  available  to  treat  our  families.  In  1950,  there  were  1,300 
people  in  the  United  States  for  each  family  physician.  The  present 
outlook — unless  steps  are  taken  now  to  increase  the  supply  of  physi- 
cians— is  for  more  than  2,000  people  per  family  physician  by  1970. 

Therefore,  I  again  urgently  recommend  enactment  of  legislation 
authorizing  (1)  Federal  matching  grants  for  the  construction  of  new, 
and  the  expansion  or  rehabilitation  of  existing,  teaching  facilities  for 
the  medical,  dental,  and  other  health  professions;  and  (2)  Federal 
financial  assistance  for  students  of  medicine,  dentistry,  and  osteopathy. 

b.  nurses'  education 

There  were  550,000  professional  nurses  and  225,000  practical  nurses 
in  active  practice  in  1962.  This  number  is  far  too  small  to  meet  the 
needs  for  high  quality  nursing  care.  Too  many  hospitals  have  been 
required  to  rely  on  inadequately  trained  orderlies  and  attendants.  At 
my  request,  a  distinguished  group  of  citizens,  serving  as  consultants 
to  the  Surgeon  General,  has  studied  the  scope  and  solutions  of  this 
problem.  They  concluded  that  a  feasible  and  essential  goal  for  1970 
is  to  increase  the  number  of  professional  nurses  in  practice  to  some 
680,000  and  the  number  of  practical  nurses  to  350,000.  This  requires 
a  25-percent  increase  in  the  supply  of  nursing  personnel  and,  therefore, 
a  major  expansion  in  both  collegiate  and  hospital  programs  of  nursing 
education.  The  number  of  nurses  graduating  from  collegiate  courses 
would  have  to  double  from  4,000  in  1960  to  at  least  8,000  in  1970. 
This  expansion  would  require  the  equivalent  of  more  than  30  to  35 
new  collegiate  nursing  schools.  Graduates  from  hospital  schools 
would  have  to  increase  from  25,000  to  40,000  by  1970,  and  junior 
colleges  would  have  to  be  graduating  5,000  by  that  year. 

Nursing  schools  are  unable  to  bear  the  tremendous  financial  burden 
for  an  expanded  effort  of  this  size.  Despite  diligent  effort,  nursing 
has  had  little  success  in  commanding  sufficient  local  support  for  the 
development  of  its  educational  facilities  and  programs.  Federal  as- 
sistance in  the  expansion  of  our  capacity  to  train  nurses  will  be 
necessary. 

To  meet  these  goals,  and  generally  to  improve  the  quality  of  nursing 
services,  the  consultant  group  recommended  that  the  Federal  Gov- 
ernment (1)  provide  financial  assistance  to  expand  teaching  facilities 
for  nurses'  training;  (2)  provide  financial  assistance  to  students  of 
nursing,  many  of  whom  cannot  afford  an  education  beyond  high 
school;  (3)  initiate  new  and  improved  programs  for  the  support  of 
graduate  nursing  education,  to  provide  more  teachers  of  nursing; 
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and  (4)  initiate  new  programs  and 
search  which  are  directed  toward 
personnel. 

I  shall  transmit  to  the  Congress 
prepared  on  the  basis  of  this  report. 


expand  current  programs  of  re- 
improved  utilization  of  nursing 

for  action  legislation  now  being 


II.  Health  Facilities 


A.  AID  FOR  CONSTRUCTION  OF  HOSPITALS  AND  NURSING  HOMES 


The  Hill-Burton  program  of  Federal  aid  for  the  construction  of 
health  facilities  has  been  in  operation  for  more  than  16  years.  Its 
success  can  best  be  measured  by  the  network  of  modern  and  efficient 
hospitals  which  have  been  built  throughout  the  country,  particularly 
in  smaller  towns  and  rural  areas.  But  the  gains  have  been  more  than 
quantitative.  The  program  has  had  a  marked  effect  in  raising  State 
licensing  standards,  and  in  improving  the  design,  maintenance,  and 
operation  of  health  facilities  in  every  State.  It  has  helped  attract 
vitally  needed  physicians  and  other  health  specialists  to  rural  areas. 
And,  through  development  of  more  effective  State  plans,  it  has  en- 
couraged the  first  steps  toward  the  establishment  of  more  coordinated 
systems  of  hospital  and  other  facilities  to  provide  more  efficient  and 
economical  health  care. 

A  year  ago  I  asked  the  Secretary  of  Health,  Education,  and  Welfare 
to  review  this  program  and  to  make  recommendations  for  its  future. 
This  review  has  now  been  completed.  It  points  out  the  necessity  for 
continuing  the  program  to  meet  new  and  changing  medical  facility 
needs. 

Significant  progress  has  been  made  in  reducing  the  deficit  of  general 
hospital  beds  throughout  the  country,  especially  in  rural  areas.  Never- 
theless, shortage  areas  remain  and  their  needs  should  be  met.  Indeed, 
rapid  population  growth  alone  requires  a  constantly  expanding  hos- 
pital system.  I  recommend,  therefore,  that  the  Hill-Burton  program, 
which  is  due  to  expire  June  30,  1964,  be  extended  for  5  years. 

A  particularly  acute  problem  is  that  of  the  older  hospitals  faced 
with  physical  deterioration  and  functional  obsolescence.  Many  hos- 
pitals are  growing  obsolete  at  such  an  alarming  rate  as  to  hamper  the 
quality  of  care.  State  Hill-Burton  agencies  have  reported  that  there 
are  75,000  beds  in  general  hospitals  that  have  serious  structural  or 
fire  hazards.  Almost  half  of  all  the  hospitals  in  the  Nation  need  some 
form  of  modernization. 

A  1960  study,  based  on  reports  made  by  State  hospital  agencies, 
revealed  that  it  would  cost  $2.8  billion  to  modernize  or  replace  anti- 
quated general  hospitals,  without  even  adding  to  the  number  of 
beds.  This  estimate  is  more  than  three  times  the  present  annual 
level  of  construction  expenditures  for  all  health  facilities.  Because 
of  the  priority  it  gives  to  projects  which  increase  the  total  number  of 
beds,  particularly  in  rural  areas,  the  Hill-Burton  Act  as  presently 
constituted  cannot  meet  this  vast  need  for  modernization  and  re- 
placement. 

In  response  to  this  critical  national  need,  I  am  recommending 
modification  of  the  Hill-Burton  Act  to  authorize  a  new  program  of 
financial  assistance  for  modernizing  or  replacing  hospitals  and  other 
health  facilities. 
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Although  some  progress  has  been  made  in  meeting  the  backlog  of 
need  for  chronic  disease  hospitals  and  nursing  homes,  it  is  estimated 
that  less  than  one-third  of  this  need  has  been  met  and  that  an  addi- 
tional 500,000  beds  for  long-term  patients  are  required  to  meet  today's 
demand. 

The  outlook  for  the  future  is  even  more  serious.  In  1960,  there 
were  nearly  18  million  people  aged  65  or  over.  By  1980,  this  group 
will  exceed  24  million.  As  the  number  of  older  people  increases  and 
as  the  economic  barriers  to  care  in  these  facilities  are  eased,  the 
demand  for  long-term  care  facilities  will  soar.  The  need  for  high 
quality  nursing  homes  will  be  especially  great.  For  these  reasons,  I 
recommend  amendment  of  the  Hill-Burton  Act  to  increase  the  appro- 
priation authorization  for  nursing  homes  from  $20  million  to  $50 
million  annually. 

B.  MENTAL  HEALTH  AND  MENTAL  RETARDATION  FACILITIES 

My  proposals  for  a  national  mental  health  program  and  a  national 
program  to  combat  mental  retardation,  including  proposals  to  assist  in 
the  construction  of  community  mental  health  centers  and  mental  re- 
tardation facilities,  have  been  set  forth  in  an  earlier  message  on  these 
subjects.  I  wish  to  underline  here  again  the  urgency  of  the  Nation's 
need  for  long-postponed  solutions  to  a  long-neglected  problem,  and 
to  urge  once  more  their  prompt  enactment  by  the  Congress. 

C.  HEALTH  FACILITY  PLANNING  GRANTS 

As  health  facilities  become  more  numerous  and  complex,  there  is  a 
greater  need  for  more  coordinated  planning,  particularly  in  our 
metropolitan  areas.  This  is  necessary  to  insure  against  the  use  of 
public  and  private  resources  to  construct  facilities  which  are  not 
needed,  are  poorly  located,  create  unnecessary  duplication,  or  create 
further  imbalances  among  the  kinds  of  services  provided.  Proper 
planning  will  not  only  make  for  more  efficient  use  of  the  large  sums  of 
capital  expended  for  health  facility  construction,  but  may  also  help 
materially  to  control  the  ever-increasing  cost  of  hospital  care.  There- 
fore, I  recommend  legislation  to  authorize  planning  grants  to  public 
and  nonprofit  organizations,  including  State  agencies,  to  assist  in 
developing  comprehensive  areawide  plans  for  the  construction  and 
operation  of  all  types  of  health  facilities. 

D.   ENCOURAGEMENT  OF  GROUP  PRACTICE 

Concern  over  the  shortage  of  professional  personnel  and  the  shortage 
of  health  facilities  makes  clear  the  desirability  of  encouraging  those 
efforts  which  seek  to  make  the  most  effective  use  of  both.  Experience 
has  demonstrated  that  both  patients  and  professional  personnel 
benefit  from  group  practice  facilities — where  general  practitioners 
and  specialists  are  able  to  combine  their  diverse  professional  skills  and 
use  common  facilities  and  personnel  to  furnish  comprehensive  medical 
and  dental  care.  Group  practice  of  medicine  and  dentistry  promises 
to  improve  the  quality  of  medical  and  dental  care,  while  making 
possible  significant  economies  for  both  patient  and  practitioner. 
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Unfortunately,  the  difficulty  of  obtaining  financing  on  reasonable 
terms  to  construct  and  equip  such  facilities  is  too  often  a  major 
obstacle  in  their  development. 

In  order  to  encourage  this  trend,  particularly  in  our  smaller  com- 
munities and  under  the  sponsorship  of  cooperative  or  other  nonprofit 
organizations,  I  recommend  legislation  to  authorize  a  5-year  program 
of  Federal  mortgage  insurance  and  loans  to  help  finance  the  cost  of 
constructing  and  equipping  group  practice  medical  and  dental 
facilities. 

III.  Community  Health  Protection 

Substantial  advances  have  been  made  during  the  past  year  in 
protecting  the  American  people  against  contamination  of  food,  air, 
and  water,  and  the  hazards  associated  with  drugs. 

In  1962,  as  a  result  of  legislation  passed  by  the  87th  Congress,  our 
communities,  with  Federal  financial  aid,  spent  $600  million  to  build 
needed  waste  treatment  facilities,  the  largest  total  in  our  history. 
Our  national  program  of  protection  against  undue  exposure  to  radia- 
tion was  strengthened  through  broadened  surveillance,  expansion  of 
research,  increased  training  of  manpower,  and  aid  to  the  States  in 
developing  their  own  programs  of  radiation  protection  and  control. 
Better  protection  for  the  consumer  was  assured  by  the  enactment  of 
the  Kefauver-Harris  drug  control  amendments,  which  set  higher 
standards  of  safety,  honesty,  and  efficacy  in  the  manufacture  and 
sale  of  prescription  drugs  and  new  drugs  of  all  kinds.  Additional 
action  by  the  Department  of  Health,  Education,  and  Welfare  to 
improve  controls  over  the  clinical  testing  of  new  drugs  will  add  to 
our  safeguards  against  the  possibility  of  health  catastrophes  during 
the  development  of  new  remedies. 

But  much  remains  to  be  done. 

We  need  to  broaden  our  surveillance  and  control  of  pollution  in  the 
air  we  breathe,  the  water  we  drink,  and  the  food  we  eat.  We  need 
to  intensify  our  research  effort  in  this  area,  to  define  the  precise  dam- 
ages done  to  our  health  by  various  contaminants,  and  to  develop  more 
effective  and  economical  means  of  controlling  or  eliminating  them. 
We  need  to  step  up  our  training  of  scientific  manpower  in  the  many 
disciplines  related  to  the  maintenance  of  a  healthy  environment.  We 
need  to  continue  our  support  and  stimulation  of  vigorous  control 
programs  in  States  and  communities. 

In  addition,  there  is  clear  and  urgent  need  for  new  legislative  author- 
ity in  three  specific  areas  of  health  protection. 

A.  FOOD,  DRUGS,  DEVICES,  AND  COSMETICS 

Legislation  is  needed  to  strengthen  the  Food,  Drug,  and  Cosmetic 
Act  in  its  task  of  protecting  the  health  of  the  consumer.  The  Food 
and  Drug  Administration,  which  lacks  authority  to  require  the  ade- 
quate safety  testing  of  cosmetics  before  they  are  placed  on  the  market, 
has  ample  evidence  of  the  harm  which  is  caused  by  harmful  cosmetic 
products.  Other  problems  are  presented  by  untested  dangerous  or 
worthless  therapeutic  or  diagnostic  devices.  Of  particular  danger 
to  children  are  the  300,000  ordinary  household  items  containing 
poisonous  or  dangerous  substances  without  proper  labeling  and 
warning.  Food,  drugs,  and  cosmetics  were  not  included  in  the  Federal 
Hazardous  Substances  Labeling  Act  of  1960. 
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We  cannot  afford  to  withhold  from  the  Food  and  Drug  Adminis- 
tration the  full  authority  required  to  provide  the  maximum  protection 
to  our  families.    I  recommend  the  enactment  of  new  legislation  to — 

(a)  extend  and  clarify  inspection  authority  to  determine 
whether  food,  over-the-counter  drugs,  cosmetics,  and  thera- 
peutic or  diagnostic  devices  are  being  manufactured  and  marketed 
in  accordance  with  the  law;  and  to  provide  authority  similar  to 
that  of  most  other  regulatory  agencies  for  the  production  of  evi- 
dence in  hearings; 

(b)  require  cosmetics  to  be  tested  and  proved  safe  before  they 
are  marketed; 

(c)  require  manufacturers  of  therapeutic  devices  to  maintain 
controls  which  assure  the  reliability  of  their  products,  and 
require  proof  of  both  safety  and  effectiveness  before  such  devices 
are  put  on  the  market;  and 

(d)  extend  existing  requirements  for  label  warnings  to  include 
hazardous  household  articles,  where  necessary. 

Further  delay  in  the  enactment  of  this  authority  can  only  prolong 
and  aggravate  these  unnecessary  hazards  to  health. 

B.  AIR  POLLUTION  CONTROL 

Reports  by  leading  scientists  in  the  past  year  have  stressed  that 
there  is  overwhelming  evidence  linking  air  pollution  to  the  aggrava- 
tion of  heart  conditions  and  to  increases  in  susceptibility  to  chronic 
respiratory  diseases,  particularly  among  older  people. 

Economic  damage  from  air  pollution  amounts  to  as  much  as  $11 
billion  every  year  in  the  United  States.  Agricultural  losses  alone 
total  $500  million  a  year.  Crops  are  stunted  or  destroyed,  livestock 
become  ill,  meat  and  milk  production  are  reduced.  In  some  6,000 
communities  various  amounts  of  smoke,  smog,  grime,  or  fumes  reduce 
property  values  and — -as  dramatically  shown  in  England  last  year — 
endanger  life  itself.  Hospitals,  department  stores,  office  buildings, 
and  hotels  are  all  affected.  Some  cities  suffer  damages  of  up  to  $100 
million  a  year.  One  of  our  larger  cities  has  a  daily  average  of  25,000 
tons  of  airborne  pollutants.  My  own  home  city  of  Boston  experienced 
in  1960  a  "black  rain"  of  smoke,  soot,  oil,  or  a  mixture  of  all  three. 

In  the  light  of  the  known  damage  caused  by  polluted  air,  both  to 
our  health  and  to  our  economy,  it  is  imperative  that  greater  emphasis 
be  given  to  the  control  of  air  pollution  by  communities,  States,  and 
the  Federal  Government.  We  are  currently  spending  10  cents  per 
capita  a  year  in  fighting  a  problem  which  cost  an  estimated  $65  per 
capita  annually  in  economic  losses  alone.  I  therefore  recommend 
legislation  authorizing  the  Public  Health  Service  of  the  Department 
of  Health,  Education,  and  Welfare — 

(a)  to  engage  in  a  more  intensive  research  program  permitting 
full  investigation  of  the  causes,  effects,  and  control  of  air 
pollution ; 

(b)  to  provide  financial  stimulation  to  States  and  local  air 
pollution  control  agencies  through  project  grants  which  will  help 
them  to  initiate  or  improve  their  control  programs; 

(c)  to  conduct  studies  on  air  pollution  problems  of  interstate 
or  nationwide  significance;  and 
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(d)  to  take  action  to  abate  interstate  air  pollution  along  the 
general  lines  of  the  existing  water  pollution  control  enforcement 
measures. 

C.  ENVIRONMENTAL  HEALTH 

The  long-range  assault  of  multiple  environmental  contaminations 
on  human  health  are  cumulative  and  interrelated.  It  is  of  great 
importance,  therefore,  that  our  efforts  to  learn  about  and  control 
health  hazards  be  unified  and  mutually  supporting.  The  President's 
Science  Advisory  Committee,  in  cooperation  with  the  Federal  Council 
for  Science  and  Technology,  has  undertaken  a  major  review  of  the 
Government's  activities  with  respect  to  the  use  of  chemicals  in  the 
environment.  Special  attention  is  being  given  to  the  control  of 
pesticides.  Nearly  180  million  pounds  of  pesticides  valued  at  more 
than  $1  billion  are  used  in  the  United  States  every  year.  If  this 
review  reveals  need  for  additional  authority,  necessary  recommenda- 
tions will  be  made  to  the  Congress. 

I  am  renewing  my  recommendation  of  last  year  that  authority  be 
granted  to  the  Surgeon  General  of  the  Public  Health  Service,  with  the 
approval  of  the  Secretary  of  Health,  Education,  and  Welfare,  to  bring 
environmental  health  functions  together  in  one  bureau.  I  also  ask 
that  the  Congress  approve  the  funds  requested  in  my  1964  budget 
for  initial  steps  to  establish  a  central  facility  in  the  Washington  area 
which  can  serve  as  a  focal  point  for  related  research,  training,  and 
technical  assistance  in  environmental  health. 

IV.  Health  Research 

This  Nation  has  made  impressive  strides  in  its  search  for  knowledge 
to  combat  disease  and,  as  a  result  of  a  deliberate  national  effort,  a  bold 
and  far-reaching  program  is  moving  well.  The  Federal  Government  is 
now  providing  the  financial  support  for  nearly  two-thirds  of  the  $1.5 
billion  in  public  and  private  expenditures  for  medical  and  health- 
related  research  in  this  country.  But  this  effort  is  unending;  new 
breakthroughs  lie  ahead;  major  problems  are  unsolved.  This  country 
must  invest  in  a  further  expansion  of  essential  and  high-quality 
research  and  related  activities.  I  have,  therefore,  recommended 
appropriations  in  the  1964  budget  of  $980  million  for  support  of  the 
National  Institutes  of  Health,  an  increase  of  $50  million  in  authoriza- 
tions and  $113  million  in  expenditures  over  the  current  jrear. 

The  budget  also  provides  funds  for  the  work  of  the  Institute  of  Child 
Health  and  Human  Development  and  the  Institute  of  General  Medical 
Sciences.  These  new  Institutes,  which  were  authorized  by  the  87th 
Congress,  will  provide  a  needed  focus  for  more  intensive  research 
efforts  in  these  areas. 

One  of  the  greatest  threats  to  maintaining  the  high-quality  health 
research  now  being  achieved  through  the  activities  of  the  National 
Institutes  of  Health  is  the  continued  loss  of  its  outstanding  scientists 
as  the  result  of  pay  scales  which  are  not  generally  competitive.  The 
Federal  Salary  Reform  Act  approved  last  October  carries  forward  the 
administration's  plan  to  provide  Federal  salary  rates  that  are  com- 
parable with  national  private  industry  salary  rates  for  the  same  work 
levels.  However,  the  final  stage  of  that  salary  reform  plan,  which 
will  be  effective  next  January,  provides  salary  rates  that  are  still  too 
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low,  particularly  in  the  upper  levels,  when  measured  by  the  com- 
pensation provided  outside  of  Government.  It  is  important  that  the 
Congress  take  appropriate  action  to  correct  this  disparity. 

Last  year  I  pointed  out  that  the  accumulation  of  knowledge  through 
research  is  of  little  use  unless  communicated  in  useful  form  to  those 
who  need  to  use  it — to  other  scientists,  educators,  practitioners, 
administrators,  and  the  public.  There  is  now  wide  recognition  that 
improved  scientific  communication  is  an  urgent  goal,  and  action  is 
being  taken.  With  the  assistance  of  information  developed  by 
congressional  studies,  I  have  asked  the  Department  of  Health,  Edu- 
cation, and  Welfare  to  take  the  lead  in  developing  new  methods  and 
systems  of  utilizing  and  making  effectively  available  more  health 
research  results  and  information.  Should  additional  legislation  be 
required,  it  will  be  transmitted  promptly  to  the  Congress. 

V.  Other  Essential  Health  Efforts 

A.   HEALTH  INSURANCE  FOR  OUR  OLDER  CITIZENS 

In  a  subsequent  message  to  the  Congress  concerned  solely  with  the 
needs  of  older  people,  I  will  again  outline  my  recommendations  for  a 
long  overdue  measure  to  fill  a  crucial  gap  in  our  social  insurance  pro- 
tection— health  insurance  under  social  security.  This  measure  should 
also  be  at  the  top  of  the  congressional  agenda  on  health. 

It  is  a  tragic  irony  that  medical  science  has  kept  millions  of  retired 
men  and  women  alive  to  face  illnesses  they  cannot  afford — that  the 
very  drugs  and  methods  which  have  done  so  much  to  prolong  their 
lives  and  ease  their  pain  are  too  expensive  for  the  majority  of  older 
citizens.  Many  can  face  one  siege  of  serious  illness,  with  the  help  of 
savings  and  families.  But  a  second  wipes  them  out — and  the  average 
person  can  expect  two  or  three  hospital  bouts  after  age  65.  Needless 
suffering  in  silence,  financial  catastrophe,  public  or  private  charity — - 
these  are  not  acceptable  alternatives  in  the  richest  country  on  earth. 
Social  security  health  insurance  must  be  enacted  this  year.  Details 
will  be  contained  in  a  forthcoming  message. 

B.  IMPROVING  MATERNAL  AND  CHILD  HEALTH 

In  my  special  message  on  mental  health  and  mental  retardation, 
I  recommended  several  new  measures  designed  to  improve  the  health 
of  mothers  and  children.  The  relationship  between  improving  mater- 
nal and  child  health  and  preventing  mental  retardation  is  clear.  But 
equally  clear  is  the  fact  that  the  need  for  better  health  services  for 
mothers  and  children  is  steadily  increasing  in  general,  due  to  the  grow- 
ing child  population,  the  rising  costs  of  medical  care,  and  changes  in 
the  practice  of  medicine  and  public  health.  I  take  this  opportunity, 
therefore,  to  stress  again  the  urgency  of  those  provisions. 

C.  VOCATIONAL  REHABILITATION 

As  we  expand  and  improve  health  services,  we  make  it  possible  for 
larger  numbers  of  people  to  recover  from  the  damaging  effects  of 
serious  illness  and  injury,  and  to  return  to  active  and  useful  lives. 
Vocational  rehabilitation  programs,  both  private  and  public,  are 
playing  a  key  role  in  helping  to  convert  these  gains  in  curative  medicine 
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into  gains  in  productive  living.  Work — often  the  mere  hope  of 
returning  to  work — provides  a  powerful  incentive  for  large  numbers 
of  seriously  disabled  people  as  they  travel  the  difficult  road  to  recovery 
and  rehabilitation.  For  these  reasons,  I  recommend  that  funds  for 
the  State-Federal  program  of  vocational  rehabilitation  be  increased 
to  permit  126,500  handicapped  individuals  to  be  successfully  returned 
to  employment,  a  25-percent  increase  over  this  year.  I  am  also 
recommending  legislation  to  strengthen  and  improve  the  vocational 
rehabilitation  program,  including  Federal  assistance  in  constructing 
rehabilitation  facilities  and  workshops,  additional  aid  to  help  States 
increase  the  number  of  persons  rehabilitated,  and  special  provisions 
to  increase  the  rehabilitation  of  the  mentally  retarded. 

D.  COMMUNITY  HEALTH  SERVICES 

Last  year  the  Congress  passed  the  Vaccination  Assistance  Act  and 
the  Migrant  Health  Act,  both  of  which  were  designed  to  meet  impor- 
tant national  health  problems.  The  Vaccination  Assistance  Act  looks 
toward  the  eradication  of  poliomyelitis,  diphtheria,  whooping  cough, 
and  tetanus  through  the  mass  immunization  of  children  at  the  earliest 
possible  stage,  under  community-sponsored  programs.  We  can  and 
should  eliminate  these  four  deadly  diseases.  The  Migrant  Health 
Act  authorizes  grants  to  improve  the  deplorable  health  conditions  of 
migrant  workers. 

I  am  submitting  supplemental  appropriation  requests  to  the  Con- 
gress to  provide  funds  in  this  fiscal  year  to  enable  both  the  vaccination 
assistance  and  migrant  health  programs  to  get  underway  at  the  earliest 
possible  date. 

These  programs,  coupled  with  progress  now  being  made  under  the 
Community  Health  Services  and  Facilities  Act  of  1961,  are  directed 
toward  the  long-range  goal  of  comprehensive  community  health 
services,  available  to  people  in  their  own  communities,  when  and  where 
they  need  them.  To  permit  the  more  effective  prosecution  of  pro- 
grams to  improve  health  services  at  the  community  level,  I  am  again 
renewing  my  recommendation  of  last  year  that  authority  be  granted 
to  bring  all  community  health  activities  of  the  Public  Health  Service 
together  in  one  bureau. 

E.  INTERNATIONAL  HEALTH 

We  must  continue  our  collaborative  efforts  with  other  nations  in 
the  global  struggle  against  disease.  Over  the  past  few  years  the 
United  States  has  rapidly  expanded  its  international  medical  research 
activities  and  support.  We  have  also  been  instrumental  in  encourag- 
ing research  under  the  aegis  of  the  World  Health  Organization.  These 
efforts  are  consistent  with  and  in  furtherance  of  our  goals  of  world 
peace  and  betterment,  and  it  is  important  that  they  be  continued. 

A  problem  of  particular  significance  in  the  Western  Hemisphere 
is  that  of  yellow  fever.  Many  countries  of  the  Americas  have  con- 
ducted campaigns  to  eradicate  the  mosquito  which  carries  yellow 
fever,  but  the  problem  of  reinfestation  has  become  a  serious  one, 
particularly  in  the  Caribbean  area.  We  have  pledged  our  participa- 
tion in  a  program  to  eradicate  this  disease-carrying  mosquito  from  the 
United  States,  and  the  1964  budget  provides  funds  to  initiate  such 
efforts.    This  will  bring  this  country  into  conformity  with  the  long- 
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established  policy  of  the  Pan  American  Health  Organization  to  elimi- 
nate the  threat  of  yellow  fever  in  this  hemisphere. 

Conclusion 

Good  health  for  all  our  people  is  a  continuing  goal.  In  a  democratic 
society  where  every  human  life  is  precious,  we  can  aspire  to  no  less. 
Healthy  people  build  a  stronger  nation,  and  make  a  maximum  con- 
tribution to  its  growth  and  development. 

This  national  need  calls  for  a  national  effort — an  effort  which 
involves  individuals  and  families,  States  and  communities,  professional 
and  voluntary  groups,  in  every  part  of  the  country.  The  role  of  the 
Federal  Government,  although  a  substantial  one,  is  essentially  sup- 
portive and  stimulatory.  The  task  is  one  which  all  of  us  share — to 
improve  our  own  health  and  that  of  generations  to  come. 

John  F.  Kennedy. 

The  White  House,  February  7,  1968. 
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To  the  Congress  of  the  United  States: 

On  the  basis  of  his  study  of  the  world's,  great  civilizations,  the 
historian  Toynbee  concluded  that  a  society's  quality  and  durability 
can  best  be  measured  "by  the  respect  and  care  given  its  elderly  citi- 
zens." Never  before  in  our  history  have  we  ever  had  so  many  "senior 
citizens."  There  are  present  today  in  our  population  17%  million 
people  aged  65  years  or  over,  nearly  one-tenth  of  our  population — and 
their  number  increases  by  1,000  every  day.  By  1980,  they  will 
number  nearly  25  million.  Today  there  are  already  25  million  people 
aged  60  and  over,  nearly  6  million  aged  75  and  over,  and  more  than 
10,000  over  the  age  of  100. 

These  figures  reflect  a  profound  change  in  the  composition  of  our 
population.  In  1900,  average  life  expectancy  at  birth  was  49  years. 
Today  more  than  7  out  of  10  newborn  babies  can  expect  to  reach  age 
65.  Live  expectancy  at  birth  now  averages  70  years.  Women  65 
years  old  can  now  expect  to  live  16  more  years,  and  men  65  years  old 
can  expect  to  live  13  additional  years.  While  our  population  has  in- 
creased 2%  times  since  1900,  the  number  of  those  aged  65  and  over 
has  increased  almost  sixfold. 

This  increase  in  the  lifespan  and  in  the  number  of  our  senior  citizens 
presents  this  Nation  with  increased  opportunities:  the  opportunity  to 
draw  upon  their  skill  and  sagacity  and  the  opportunity  to  provide  the 
respect  and  recognition  they  have  earned.    It  is  not  enough  for  a  great 
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nation  merely  to  have  added  new  years  to  life— our  objective  must 
also  be  to  add  new  life  to  those  years. 

In  the  last  three  decades,  this  Nation  has  made  considerable  progress 
in  assuring  our  older  citizens  the  security  and  dignity  a  lifetime  of  labor 
deserves.  But  "the  last  of  life,  for  which  the  first  was  made  *  *  *" 
is  etill  not  a  "golden  age"  for  all  our  citizens.  Too  often,  these  years 
are  filled  with  anxiety,  illness,  and  even  want.  The  basic  statistics  on 
income,  housing,  and  health  are  both  revealing  and  disturbing: 

The  average  annual  income  received  by  aged  couples  is  half  that  of 
younger  two-person  families.  Almost  half  of  those  over  65  living  alone 
receive  $1,000  or  less  a  year,  and  three-fourths  receive  less  than  $2,000 
a  year.  About  half  the  spending  units  headed  by  persons  over  65  have 
liquid  assets  of  less  than  $1,000.  Two-fifths  have  a  total  net  worth, 
including  their  home,  of  less  than  $5,000.  The  main  source  of  income 
for  the  great  majority  of  those  above  65  is  one  or  more  public  benefit 
programs.  Seven  out  of  ten — 12.5  million  persons — now  receive  social 
security  insurance  payments,  averaging  about  $76  a  month  for  a  re- 
tired worker,  $66  for  a  widow,  and  $129  for  an  aged  worker  and  wife. 
One  out  of  eight — 2%  million  people — are  on  public  assistance,  aver- 
aging about  $60  per  month  per  person,  supplemented  by  medical  care 
payments  averaging  about  $15  a  month. 

A  far  greater  proportion  of  senior  citizens  live  in  inferior  housing 
than  is  true  of  the  houses  occupied  by  younger  citizens.  According  to 
the  1960  census,  one-fourth  of  those  aged  60  and  over  did  not  have 
households  of  their  own  but  lived  in  the  houses  of  relatives,  in  lodging 
houses,  or  in  institutions.  Of  the  remainder,  over  30  percent  lived 
in  substandard  housing  which  lacked  a  private  bath,  toilet,  or  running 
hot  water  or  was  otherwise  dilapidated  or  deficient,  and  many  others 
lived  in  housing  unsuitable  or  unsafe  for  elderly  people. 

For  roughly  four-fifths  of  those  older  citizens  not  living  on  the 
farm,  housing  is  a  major  expense,  taking  more  than  one-third  of  their 
income.  About  two-thirds  of  all  those  65  and  over  own  their  own 
homes — but,  while  such  homes  are  generally  free  from  mortgage,  their 
value  is  generally  less  than  $10,000. 

Our  senior  citizens  are  sick  more  frequently  and  for  more  prolonged 
periods  than  the  rest  of  the  population.  Of  every  100  persons  age 
65  or  over,  80  suffer  some  kind  of  chronic  ailment,  28  have  heart 
disease  or  high  blood  pressure,  27  have  arthritis  or  rheumatism,  10 
have  impaired  vision,  and  17  have  hearing  impairments.  Sixteen  are 
hospitalized  one  or  more  times  annually.  They  require  three  times 
as  many  days  of  hospital  care  every  year  as  persons  under  the  age 
of  65.  Yet  only  half  of  those  age  65  and  over  have  any  kind  of  health 
insurance;  only  one-third  of  those  with  incomes  under  $2,000  a  year 
have  such  insurance;  only  one-third  of  those  age  75  and  over  have 
such  insurance;  and  it  has  been  estimated  that  10  to  15  percent  of 
the  health  costs  of  older  people  are  reimbursed  by  insurance. 

These  and  other  sobering  statistics  make  us  realize  that  our  remark- 
able scientific  achievements  prolonging  the  lifespan  have  not  yet  been 
translated  into  effective  human  achievements.  Our  urbanized  and 
industrialized  way  of  life  has  destroyed  the  useful  and  satisfying  roles 
which  the  aged  played  in  the  rural  and  small- town  family  society  of 
an  earlier  era.  The  skills  and  talents  of  our  older  people  are  now 
all  too  often  discarded. 

Place  and  participation,  health  and  honor,  cannot,  of  course,  be 
legislated.    But  legislation  and  sensible,  coordinated  action  can  en- 
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hance  the  opportunities  for  the  aged.  Isolation  and  misery  can  be 
prevented  or  reduced.  We  can  provide  the  opportunity  and  the 
means  for  proper  food,  clothing,  and  housing,  for  productive  employ- 
ment or  voluntary  service,  for  protection  against  the  devastating 
financial  blows  of  sudden  and  catastrophic  illness.  Society,  in  short, 
can  and  must  catch  up  with  science. 

All  levels  of  government  have  the  responsibility,  in  cooperation  with 
private  organizations  and  individuals,  to  act  vigorously  to  improve  the 
lot  of  our  aged.  Public  efforts  will  have  to  be  undertaken  primarily 
by  the  local  communities  and  by  the  States.  But  because  these 
problems  are  nationwide,  they  call  for  Federal  action  as  well. 

Eecent  Federal  Action 

In  approaching  this  task,  it  is  important  to  recognize  that  we  are 
not  starting  anew  but  building  on  a  foundation  already  well  laid  over 
the  last  30  years.  Indeed,  in  the  last  2  years  alone,  major  strides  have 
been  made  in  improving  Federal  benefits  and  services  for  the  aged: 

1.  The  Social  Security  Amendments  of  1961,  which  increased 
benefits  by  $900  million  a  year,  substantially  strengthened  social 
insurance  for  retired  and  disabled  workers  and  to  widows,  and  enabled 
men  to  retire  on  social  security  at  age  62.  Legislation  in  1961  also 
increased  Federal  support  for  old-age  assistance,  including  medical 
vendor  payments. 

2.  The  Community  Health  Services  and  Facilities  Act  of  1961 
authorized  new  programs  for  out-of-hospital  community  services  for 
the  chronically  ill  and  the  aged,  and  increased  Federal  grants  for  nurs- 
ing home  construction,  health  research  facilities,  and  experimental 
hospital  and  medical  care  facilities.  Such  programs  are  now  under- 
way in  48  States. 

3.  The  Public  Welfare  Amendments  of  1962  authorized  a  substantial 
increase  in  Federal  funds  for  old-age  assistance,  reemphasized  restora- 
tive services  to  return  individuals  to  self-support  and  self-care,  and 
provided  encouragement  for  employment  by  permitting  States  to 
allow  old-age  assistance  recipients  to  keep  up  to  $30  of  his  first  $50 
of  monthly  earnings  without  corresponding  reductions  in  his  public 
assistance  payments. 

4.  The  Housing  Act  of  1961  included  provisions  for  the  rapid  expan- 
sion of  housing  for  our  elderly  through  public  housing,  direct  loans,  and 
FHA  mortgage  insurance.  Commitments  in  1961  and  1962  were 
made  for  more  than  ll/2  times  the  number  of  housing  units  for  older 
citizens  aided  in  the  preceding  5  years. 

5.  The  Senior  Citizens  Housing  Act  of  1962  provided  low-interest 
long-term  loans  and  loan  insurance  to  enable  rural  residents  over  62, 
on  farms  and  in  small  towns,  to  obtain  or  rent  new  homes  or  modernize 
old  ones. 

6.  The  new  Institute  of  Child  Health  and  Human  Development, 
which  was  authorized  last  year,  is  expanding  programs  of  research  on 
health  problems  of  the  aging. 

7.  Other  new  legislation  added  safeguards  on  the  purchase  of  drugs 
which  are  so  essential  to  older  citizens — boosted  railroad  retirement 
and  veterans'  benefits — helped  protect  private  pension  funds  against 
abuse  and  increased  recreational  opportunities  for  all. 

8.  By  administrative  action  we  have  (a)  increased  the  quality  and 
quantity  of  food  available  to  those  on  welfare  and  other  low-income 
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aged  persons,  and  (b)  established  new  organizational  entities  to  meet 
the  needs  and  coordinate  the  services  affecting  older  people: 

A  new  Gerontology  Branch  in  the  Chronic  Disease  Division  of 
the  Public  Health  Service,  the  first  operating  program  geared 
exclusively  to  meeting  health  needs  of  the  aging  and  giving  par- 
ticular emphasis  to  the  application  of  medical  rehabilitation  to 
reduce  or  eliminate  the  disabling  effects  of  chronic  illnesses  (such 
as  stroke,  arthritis,  and  many  forms  of  cancer  and  heart  disease) 
which  cannot  yet  be  prevented;  and 

A  new  President's  Council  on  Aging,  whose  members  are  the 
Secretaries  and  heads  of  eight  Cabinet  departments  and  inde- 
pendent agencies  administering  in  1964  some  $18  billion  worth 
of  benefits  to  people  over  65. 
These  and  other  actions  have  accelerated  the  flow  of  Federal  assistance 
to  the  aged;  and  made  a  major  start  toward  eliminating  the  gripping 
fear  of  economic  insecurity.    But  their  numbers  are  large  and  their 
needs  are  great  and  much  more  remains  to  be  done. 

I.  HEALTH 

1.  Hospital  insurance.- — Medical  science  has  done  much  to  ease 
the  pain  and  suffering  of  serious  illness;  and  it  has  helped  to  add 
more  than  20  years  to  the  average  length  of  life  since  1900.  The 
wonders  worked  in  a  modem  American  hospital  hold  out  new  hopes 
for  our  senior  citizens.  But,  unfortunately,  the  cost  of  hospital 
care — now  averaging  more  than  $35  a  day,  nearly  four  times  as 
high  as  in  1946 — has  risen  much  faster  than  the  retired  worker's 
ability  to  pay  for  that  care. 

Illness  strikes  most  often  and  with  its  greatest  severity  at  the  time 
in  life  when  incomes  are  most  limited;  and  millions  of  our  older 
citizens  cannot  afford  $35  a  day  in  hospital  costs.  Half  of  the  re- 
tired have  almost  no  income  other  than  their  social  security  pay- 
ments— averaging  $70  a  month  per  person — and  they  have  little 
in  the  way  of  savings.  One-third  of  the  aged  family  units  have  less 
than  $100  in  liquid  assets.  One  short  hospital  stay  may  be  manage- 
able for  many  older  persons,  with  the  help  of  family  and  savings; 
but  the  second — and  the  average  person  can  expect  two  or  three 
hospital  stays  after  age  65 — may  well  mean  destitution,  public  or 
private  charity }  or  the  alternative  of  suffering  in  silence.  For  these 
citizens,  the  miracles  of  medical  science  mean  little. 

A  proud  and  resourceful  nation  can  no  longer  ask  its  older  people 
to  five  in  constant  fear  of  a  serious  illness  for  which  adequate  funds 
are  not  available.  We  owe  them  the  right  of  dignity  in  sickness  as 
well  as  in  health.  We  can  achieve  this  by  adding  health  insurance — 
primarily  hospitalization  insurance — to  our  successful  social  security 
system. 

Hospital  insurance  for  our  older  citizens  on  social  security  offers  a 
reasonable  and  practical  solution  to  a  critical  problem.  It  is  the 
logical  extension  of  a  principle  established  28  years  ago  in  the  social 
security  system  and  confirmed  many  times  since  by  both  Congress 
and  the  American  voters.  It  is  based  on  the  fundamental  premise 
that  contributions  during  the  working  years,  matched  by  employers' 
contributions,  should  enable  people  to  prepay  and  build  earned  rights 
and  benefits  to  safeguard  them  in  their  old  age. 
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There  are  some  who  say  the  problem  can  best  be  solved  through 
private  health  insurance.  But  this  is  not  the  answer  for  most;  for  it 
overlooks  the  high  cost  of  adequate  health  insurance  and  the  low  in- 
comes of  our  aged.  The  average  retired  couple  lives  on  $50  a  week, 
and  the  average  aged  single  person  lives  on  $20  a  week.  These  are 
far  below  the  amounts  needed  for  a  modest  but  adequate  standard  of 
living,  according  to  all  measures.  The  cost  of  broad  health  insurance 
coverage  for  an  aged  couple,  when  such  coverage  is  available,  is  more 
than  $400  a  year — about  one-sixth  of  the  total  income  of  an  average 
older  couple. 

As  a  result,  of  the  total  aged  population  discharged  from  hospitals, 
49  percent  have  no  hospital  insurance  at  all  and  only  30  percent 
have  as  much  as  three-fourths  of  their  bills  paid  by  insurance  plans. 
(Comparable  data  for  those  under  65  showed  that  only  30  percent 
lacked  hospital  insurance,  and  that  54  percent  had  three-fourths  or 
more  of  their  bills  paid  by  insurance.)  Prepayment  of  hospital  costs 
for  old  age  by  contributions  during  the  working  years  is  obviously 
necessary. 

Others  say  that  the  children  of  aged  parents  should  be  willing  to 
pay  their  bills;  and  I  have  no  doubt  that  most  children  are  willing  to 
sacrifice  to  aid  their  parents.  But  aged  parents  often  choose  to 
suffer  from  severe  illness  rather  than  see  their  children  and  grand- 
children undergo  financial  hardship.  Hospital  insurance  under  social 
security  would  make  it  unnecessary  for  families  to  face  such  choices — 
just  as  old-age  benefits  under  social  security  have  relieved  large 
numbers  of  families  of  the  need  to  choose  between  the  welfare  of 
their  parents  and  the  best  interests  of  their  children. 

Others  may  say  that  public  assistance  or  welfare  medical  assistance 
for  the  aged  will  meet  the  problem.  The  welfare  medical  assistance 
program  adopted  in  1960  now  operates  in  25  States  and  will  provide 
benefits  in  1964  to  about  525,000  persons.  But  this  is  only  a  small 
percentage  of  those  aged  individuals  who  need  medical  care.  Of  the 
111,700  persons  who  received  medical  assistance  for  the  aged  in 
November,  more  than  70,000  were  in  only  three  States:  California, 
Massachusetts,  and  New  York. 

Moreover,  25  States  have  not  adopted  such  a  program,  which  is 
dependent  upon  the  availability  each  year  of  State  appropriations, 
upon  the  financial  condition  of  the  States,  and  upon  competition  with 
many  other  calls  on  State  resources.  As  a  result,  coverage  and 
quality  vary  from  State  to  State.  Surely  it  would  be  far  better  and 
fairer  to  provide  a  universal  approach,  through  social  insurance, 
instead  of  a  needs  test  program  which  does  not  prevent  indigency, 
but  operates  only  after  indigency  is  created.  In  other  words,  welfare 
medical  assistance  helps  older  people  get  health  care  only  if  they  first 
accept  poverty  and  then  accept  charity. 

Let  me  make  clear  my  belief  that  public  assistance  grants  for  medi- 
cal care  would  still  be  necessary  to  supplement  the  proposed  basic 
hospitalization  program  under  social  security — just  as  old-age  assist- 
ance has  supplemented  old-age  and  survivors  insurance.  But  it 
should  be  regarded  as  a  second  line  of  defense.  Our  major  reliance 
must  be  to  provide  funds  for  hospital  care  of  our  aged  through  social 
insurance,  supplemented  to  the  extent  possible  by  private  insurance. 

The  hospital  insurance  program  achieves  two  basic  objectives. 
First,  it  protects  against  the  principal  component  of  the  cost  of  a 
serious  illness.    Second,  it  furnishes  a  foundation  upon  which  supple- 
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mentary,  private  programs  can  and  will  be  built.  Together  with 
retirement,  disability,  and  survivors  insurance  benefits,  it  will  help 
eliminate  privation  and  insecurity  in  this  country. 

For  these  reasons,  I  recommend  a  hospital  insurance  program  for 
senior  citizens  under  the  social  security  system  which  would  pay  (1) 
all  costs  of  inpatient  hospital  services  for  up  to  90  days,  with  the 
patient  paying  $10  a  day  for  the  first  9  days  and  at  least  $20,  or,  for 
those  individuals  who  so  elect,  all  such  costs  for  up  to  180  days  with 
the  patient  paying  the  first  2%  days  of  average  costs,  or  all  such  costs 
for  up  to  45  days;  (2)  all  costs  of  care  in  skilled  nursing  home  facilities 
affiliated  with  hospitals  for  up  to  at  least  180  days  after  transfer  of 
the  patient  from  a  hospital;  (3)  all  costs  above  the  first  $20  for  hospital 
outpatient  diagnostic  services;  and  (4)  all  costs  of  up  to  240  home 
health-care  visits  in  any  one  calendar  year  by  community  visiting 
nurses  and  physical  therapists.  Under  this  plan,  the  individual  will 
have  the  option  of  selecting  the  kind  of  insurance  protection  that  will 
be  most  consistent  with  his  economic  resources  and  his  prospective 
health  needs — 45  days  with  no  deductible,  90  days  with  a  maximum 
$90  deductible,  or  180  days  paying  a  "deductible"  equal  to  2l/2  days  of 
average  hospital  costs.  This  new  element  of  freedom  of  choice  is  a 
major  improvement  over  bills  previously  submitted. 

These  benefits  would  be  available  to  all  aged  social  security  and 
railroad  retirement  beneficiaries,  with  the  costs  paid  from  new  social 
insurance  funds  provided  by  adding  one-quarter  of  1  percent  to  the 
payroll  contributions  made  by  both  employers  and  employees  and  by 
increasing  the  annual  earnings  base  from  $4,800  to  $5,200. 

Hospitals,  skilled  nursing  facilities,  and  community  health-service 
organizations  would  be  paid  for  the  reasonable  costs  of  the  services 
they  furnished.  There  would  be  little  difference  between  the  pro- 
cedures under  the  proposed  program  and  those  already  set  up  and 
accepted  by  hospitals  in  connection  with  Blue  Cross  programs. 

Procedures  would  be  developed,  utilizing  professional  organizations 
and  State  agencies,  for  accrediting  hospitals  and  for  assisting  non- 
accredited  hospitals  and  nursing  facilities  to  become  eligible  to  par- 
ticipate. 

I  also  recommend  a  transition  provision  under  which  the  benefits 
would  be  given  to  those  over  65  today  who  have  not  had  an  oppor- 
tunity to  participate  in  the  social  security  program.  The  cost  of 
providing  these  benefits  would  be  paid  from  general  tax  revenues. 
This  provision  would  be  transitional  inasmuch  as  9  out  of  10  persons 
reaching  the  age  of  65  today  have  social  security  coverage. 

The  program  I  propose  would  pay  the  costs  of  hospital  and  related 
services  but  it  would  not  interfere  with  the  way  treatment  is  pro- 
vided. It  would  not  hinder  in  any  way  the  freedom  of  choice  of 
doctor,  hospital,  or  nurse.  It  would  not  specify  in  any  way  the  kind 
of  medical  or  health  care  or  treatment  to  be  provided  by  the  doctor. 

Health  insurance  for  our  senior  citizens  is  the  most  important 
health  proposal  pending  before  the  Congress.  We  urgently  need  this 
legislation — and  we  need  it  now.  This  is  our  No.  1  objective  for  our 
senior  citizens. 

2.  Improvements  in  medical  care  provisions  under  public  assistance. — • 
The  public  assistance  medical  aid  program  should,  as  I  have  said, 
serve  as  a  supplement  to  health  insurance.  I  have  asked  the  Depart- 
ment of  Health,  Education,  and  Welfare  to  continue  its  efforts  to 
encourage  those  States  that  have  not  already  established  programs 
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for  the  medically  indigent  aged  to  do  so  promptly.  I  also  urge  those 
States  which  now  have  incomplete  programs  to  expand  them  to  give 
the  medically  needy  aged  all  the  help  they  need. 

In  addition,  the  basic  welfare  law  authorizing  medical  care  for  those 
on  old-age  assistance  should  now  be  strengthened: 

(a)  First,  in  a  few  States — six  at  this  time — the  scope  of  medical 
care  available  to  the  neediest  group  of  aged  persons,  those  on  old-age 
assistance,  is  more  limited  than  that  which  is  available  to  the  new 
category  established  by  the  Kerr-Mills  Act:  the  "medically  indigent," 
those  aged  persons  who  only  require  assistance  in  meeting  their  medi- 
cal care  costs.  This  is  unfair.  Accordingly,  I  recommend  that  Fed- 
eral law  require  the  States  to  provide  medical  protection  for  their 
aged  receiving  old-age  assistance  at  least  equal  to  that  provided  to 
those  who  are  only  medically  indigent. 

(6)  Second,  under  present  law,  Federal  old-age  assistance  grants 
may  be  used  by  a  State  to  provide  medical  care  in  a  general  hospital 
only  up  to  42  days  for  a  person  suffering  from  mental  illness  or  tuber- 
culosis. This  forces  transfer  of  individuals  who  need  hospitalization 
for  longer  periods  to  State  institutions,  normally  outside  the  com- 
munity. In  my  recent  message  on  mental  illness  and  mental  retarda- 
tion, I  proposed  that  mentally  ill  and  mentally  retarded  persons 
should,  insofar  as  possible,  receive  care  in  community  hospitals  and 
facilities — where  their  prospects  for  treatment  and  restoration  to  use- 
ful life  are  far  better  than  in  the  often-obsolete  custodial  State  insti- 
tutions. Accordingly,  in  order  to  help  improve  the  States'  financial 
capacity  to  provide  these  aged  with  care  in  their  own  communities  for 
longer  periods,  I  recommend  that  the  42-day  limitation  be  eliminated. 

3.  Nursing  homes. — As  a  larger  proportion  of  our  growing  aged 
population  reaches  advanced  ages,  the  need  for  long-term  care  facilities 
is  rapidly  rising.  The  present  backlog  of  need  is  staggering.  Enact- 
ment of  the  hospital  insurance  bill  will  increase  that  need  still  further. 
In  my  message  on  improving  American  health,  I  recommended — and 
again  urge — amendment  of  the  Hill-Burton  Act  to  increase  the  appro- 
priation authorization  for  high  qualit}r  nursing  homes  from  $20  million 
to  $50  million. 

4.  Other  important  health  legislation. — We  not  only  need  a  better 
way  for  the  aged  to  pay  for  their  health  costs;  we  also  need  more 
physicians,  dentists,  and  nurses,  and  more  modern  hospitals  as  well  as 
nursing  homes,  so  that  our  senior  citizens,  and  all  our  people,  can 
continue  to  have  the  best  medical  care  in  the  world.  Older  people 
need  and  use  more  medical  facilities  and  services  than  any  other  age 
group.  For  that  reason,  I  again  urge  enactment  of  previously  recom- 
mended legislation  authorizing  (1)  Federal  matching  funds  for  the 
construction  of  new  and  the  expansion  or  rehabilitation  of  existing 
teaching  facilities  for  the  medical,  dental,  and  other  health  professions; 
(2)  Federal  financial  assistance  for  students  of  medicine,  dentistry, 
and  osteopathy;  (3)  revision  of  the  Hill-Burton  hospital  construction 
program  to  enable  hospitals  to  modernize  and  rehabilitate  their 
facilities;  and  (4)  Federal  legislation  to  help  finance  the  cost  of 
constructing  and  equipping  group  practice  medical  and  dental  facili- 
ties. 

5.  Food  and  drug  protection  for  the  elderly. — Measures  which  safe- 
guard consumers  against  both  actual  danger  and  monetary  loss 
resulting  from  frauds  in  sales  of  unnecessary  or  worthless  dietary 
preparations,  devices,  and  nostrums  are  especially  important  to  the 
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elderly.  It  has  been  estimated  that  consumers  waste  $500  million 
a  year  on  medical  quackery  and  another  $500  million  annually  on 
some  "health  foods"  which  have  no  beneficial  effect.  The  health  of 
the  aged  is  in  jeopardy  from  harmful  and  useless  products  and  they 
are  unable  to  bear  the  financial  loss  from  worthless  products. 

Unnecessary  deaths,  injuries,  and  financial  loss  to  our  senior  citizens 
can  be  expected  to  continue  until  the  law  requires  adequate  testing 
for  safety  and  efficacy  of  products  and  devices  before  they  are  made 
available  to  consumers.  I  therefore  again  urge  that  the  Congress 
extend  the  provisions  of  the  Food,  Drug,  and  Cosmetic  Act  of  1938 
to  include  testing  of  the  safety  and  effectiveness  of  therapeutic  devices, 
to  extend  existing  requirements  for  label  warnings  to  include  household 
articles  which  are  subject  to  the  Food,  Drug,  and  Cosmetic  Act,  and 
to  extend  adequate  factory  inspection  to  foods,  over-the-counter  drugs, 
devices,  and  cosmetics. 

Recent  hearings  conducted  by  Senator  McNamara  and  his  Special 
Committee  on  Aging  have  highlighted  certain  commercial  practices 
of  a  small  portion  of  industry  which  sold  worthless  and  ineffective 
merchandise  to  all  segments  of  our  society,  and  particularly  to  the 
aged.  This  is  an  abuse  of  the  public  trust.  Consequently,  the 
Secretary  of  Health,  Education,  and  Welfare  will  take  necessary  steps 
to  expand  measures  to  supply  consumers,  and  particularly  aged  con- 
sumers, with  information  which  will  enable  them  to  make  more  in- 
formed choices  in  purchasing  foods  and  drugs. 

II.  TAX  BENEFITS 

The  tax  program  I  recently  submitted  to  the  Congress  will,  by 
calendar  year  1965,  reduce  Federal  income  tax  liabilities  for  an  esti- 
mated 3.4  million  persons  aged  65  and  over  by  $790  million.  An  esti- 
mated $470  million  of  this  reduction  will  arise  from  the  general  rate 
reductions  and  certain  other  provisions  affecting  the  aged.  The  other 
$320  million  reduction  results  from  the  replacement  of  the  present 
complicated  retirement  income  credit  and  extra  exemption  with  a  flat 
$300  tax  credit. 

These  changes  simplify  and  equalize  the  tax  provisions  for  the  aged, 
increase  incentives  for  employment,  assist  those  who  need  help  most, 
and  give  relief  in  meeting  medical  and  drug  costs.  Under  current 
law,  many  inequities  exist  in  the  manner  in  which  different  groups  of 
our  older  citizens  are  treated.  For  example,  because  wage  income 
is  taxed  more  heavily  than  pensions  or  other  retirement  income, 
employment  is  discouraged.  The  retirement  income  credit  for  the 
aged  is  one  of  the  most  complicated  sections  of  the  entire  Internal 
Revenue  Code. 

I  have  recommended  the  substitution  of  a  $300  tax  credit  for  each 
person  over  age  65  in  place  of  the  extra  exemption  and  retirement 
income  credit.  In  addition,  the  limits  on  medical  expense  deductions 
would  be  eliminated  and  the  present  provision  which  limits  deductible 
drug  costs  to  those  in  excess  of  1  percent  of  income  repealed. 

These  proposals  would  benefit  older  taxpayers  who  are  employed  by 
greatly  reducing  the  unfairness  in  taxation  of  income  from  different 
sources.  At  present,  for  instance,  a  couple  65  or  over  with  an  income 
of  $5,000  using  the  standard  deduction  would  pay  a  tax  of  $420  if 
their  income  was  in  salaries  or  wages,  but  only  $31  if  the  $5,000  was 
made  up  of  $1,200  from  earnings,  $1,800  from  social  security,  and 


ELDERLY  CITIZENS  OF  OUR  NATION 


9 


$2,000  from  a  private  pension.  Under  my  proposals,  in  neither  case 
would  the  couple  pay  any  tax  whatsoever. 

Furthermore,  at  present  the  maximum  retirement  income,  on  which 
the  retirement  income  credit  is  based,  must  be  reduced  by  the  full 
amount  of  social  security  benefits.  Under  the  new  proposal,  the  $300 
credit  would  also  be  reduced  to  take  account  of  social  security,  but 
only  half  of  the  amount  of  such  benefits  would  be  used  in  calculating 
the  reduction.  Social  security,  railroad  retirement,  and  other  tax- 
free  pensions  would  remain  tax  free. 

These  changes  are  of  particular  benefit  to  elderly  persons  in  the 
low  and  middle  income  brackets.  At  present,  an  elderly  person  can 
be  taxed  if  his  income  exceeds  as  little  as  $1,333.  The  new  tax 
proposals  raise  this  level  so  that  no  single  person  65  or  over  would 
pay  tax  until  his  income  exceeds  $2,900.  An  elderly  couple  would 
pay  taxes  only  on  income  over  $5,788,  as  opposed  to  the  current 
$2,667.  These  increases  in  exemption  of  income,  combined  with  the 
lower  rates  now  proposed,  save  as  much  as  $284  in  reduced  taxes  for  a 
single  person  and  as  much  as  $560  for  a  couple. 

Roughly  half  of  the  $320  million  reduction  in  taxes  paid  by  older 
persons  which  would  be  made  possible  by  the  new  $300  credit  would 
go  to  those  with  incomes  below  $5,000;  97  percent  would  go  to  those 
with  incomes  of  less  than  $10,000.  Of  the  total  $790  million  tax 
benefit  which  will  accrue  to  the  aged  as  a  result  of  all  tax  recom- 
mendations, both  reductions  and  reforms,  approximately  90  percent 
will  go  to  those  three  out  of  every  four  elderly  taxpayers  who  receive 
income  from  employment  or  self-employment.  I  again  urge  that  the 
Congress  give  favorable  consideration  to  these  tax  provisions  benefiting 
x>ur  aged  citizens. 

III.  ECONOMIC  SECURITY 

1.  Improvements  in  social  security  insurance. — The  OASDI  system 
is  the  basic  income  maintenance  program  for  our  older  people.  It 
serves  a  vital  purpose.    But  it  must  be  kept  up  to  date. 

My  recommendation  for  financing  hospital  insurance  under  social 
security — by  increasing  the  maximum  taxable  wage  base,  on  which 
benefits  are  computed,  from  $4,800  to  $5,200  a  year — will  auto- 
matically provide  an  improvement  in  future  OASDI  cash  benefits 
for  millions  of  workers,  raising  the  ultimate  maximum  monthly 
benefits  payable  to  a  worker  from  $127  to  $134,  and  for  a  family 
from  $254  to  $268. 

For  the  average  regularly  employed  man  the  social  security  wage- 
base  has  become  a  smaller  and  smaller  portion  of  his  earnings,  and 
his  insurance  against  the  loss  of  employment  income  upon  retirement, 
death,  or  disability  is  thus  declining  steadily.  Today  only  39  percent 
of  all  regularly  employed  men  have  all  of  their  earnings  counted  under 
the  $4,800  ceiling.  It  is  generally  agreed  that  the  earnings  base  needs 
to  be  adjusted  from  time  to  time  as  earnings  levels  rise,  and  the  Con- 
gress has  done  so  in  the  past.  Raising  the  wage  base  to  $5,200  will 
still  only  cover  the  total  wages  of  about  50  percent  of  regularly  em- 
ployed men.  This  increase  in  the  social  security  wage  base  is  sound, 
beneficial,  and  necessary. 

The  entire  relationship  between  benefits  and  wages,  however,  needs 
to  be  reexamined.  As  required  by  the  Social  Security  Act,  the  Secre- 
tary of  Health,  Education,  and  Welfare  will  soon  appoint  an  Advisory 
Council  on  Social  Security  Financing.    I  am  directing  him  to  charge 
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this  Council  with  the  obligation  to  review  the  status  of  the  social  secur- 
ity trust  funds  in  relation  to  the  long-term  commitments  of  the  social 
security  program,  and  to  study  and  report  on  extensions  of  protection 
and  coverage  at  all  levels  of  earnings,  the  adequacy  of  benefits,  the 
desirability  of  improving  the  present  retirement  test,  and  other  related 
aspects  of  the  social  security  system.  The  results  of  the  Council's 
work  should  provide  a  sound  basis  for  continued  improvement  of  the 
program,  keeping  it  abreast  of  changes  in  the  economy. 

2.  Improvements  in  old-age  assistance. — In  the  fiscal  year  1964  the 
Federal  Government  will  provide  grants  to  the  States  of  about  $1.5 
billion  under  the  old-age  assistance  program.  I  recommend  three 
improvements  in  the  equity  and  effectiveness  of  this  program,  in  addi- 
tion to  the  two  medical  payments  changes  previously  mentioned: 

First,  under  existing  Federal  law,  States  are  permitted  to  require  up 
to  5  years'  residence  for  eligibility  under  the  old-age  assistance  program. 
Currently,  20  States  impose  the  maximum  5-year  requirement,  3 
States  require  fewer  than  5  years  but  more  than  1,  and  the  remaining 
States  require  1  year  or  less. 

Lengthy  residence  requirements  are  an  unnecessary  restriction  on 
elderly  people  receiving  public  assistance  who  would  like  to  move  to 
another  State  to  be  near  a  child  or  other  relative.  Others  in  need,  not 
previously  receiving  such  assistance,  find  themselves  in  a  "no  man's 
land,"  with  no  aid  at  all  and  no  place  to  turn  because  they  have  not 
lived  long  enough  in  the  State  of  their  present  residence.  To  insure 
that  our  Federal-State  public  assistance  program  can  help  all  of  our 
needy  aged,  I  recommend  that  the  maximum  period  of  residence 
which  may  be  required  for  eligibility  be  gradually  reduced  to  1  year 
by  1970.  This  change  does  not  represent  an  expansion  of  the  program 
or  a  significant  cost  to  the  Federal  Government  or  any  individual 
State;  and  it  will  simplify  administration  by  eliminating  many  detailed 
investigations  of  residence. 

Second,  a  problem  of  increasing  proportions  found  among  our  needy 
citizens  is  the  difficulty  some  have  in  properly  handling  the  money 
which  they  receive  from  a  public  welfare  agency.  Of  the  more  than 
2  million  recipients  of  old-age  assistance,  over  half  are  75  years  or 
older,  1  in  3  is  80  or  more,  and  1  in  8  is  over  85.  One-third  are  con- 
fined to  their  homes  or  require  help  from  others  because  of  physical  or 
mental  disability  and  almost  9  percent  are  in  nursing  homes  and  other 
institutions.  Among  this  group  some  lose  their  assistance  payments 
through  forget  fulness;  others  are  defrauded  by  unscrupulous  persons. 
Obviously  many  of  these  aged  beneficiaries  who  are  not  in  need  of  legal 
guardians,  should  nevertheless  have  help  in  handling  their  money;  yet 
current  provisions  of  the  Federal  law  tend  to  make  it  difficult  for  States 
to  provide  necessary  protective  services. 

I  therefore  recommend  that  the  old-age  assistance  program  be  modi- 
fied to  permit  Federal  participation  in  protective  payments  made  to 
a  third  party  in  behalf  of  needy  aged  individuals.  This  would  be 
comparable  to  provisions  adopted  last  year  for  dependent  children. 

Third,  many  of  our  older  people,  with  very  limited  income,  live  in 
rental  housing  which  falls  far  short  of  any  reasonable  standard  of 
health  or  safety.  As  mentioned  earlier,  among  households  headed 
by  a  person  65  years  of  age  or  over  who  live  in  rented  housing,  nearly 
40  percent  are  in  quarters  classified  as  substandard.  Yet  they  are 
frequently  charged  exorbitant  rents  for  this  housing. 
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It  is  estimated  that  old-age  assistance  payments  presently  going 
into  payments  of  rent  equal  some  half  a  billion  dollars  a  year — a  fourth 
of  the  $2  billion  total  that  is  expended  in  Federal,  State,  and  local 
funds  for  all  old-age  assistance.  These  funds  should  not  subsidize 
substandard  housing.  The  establishment  of  State  rental  housing 
standards  is  long  overdue.  I  therefore  recommend  that,  as  a  condi- 
tion for  receiving  Federal  grants  for  old-age  assistance,  a  State's  plan 
must  establish  and  maintain  standards  of  health  and  safety  for  housing 
rented  to  recipients  of  old-age  assistance.  There  is  a  precedent  for 
such  a  plan  requirement  in  the  1950  legislation  which  required  the 
establishment  of  similar  standards  for  institutions 

IV.  EMPLOYMENT  OPPORTUNITIES 

The  Nation's  economic  development,  coupled  with  the  growth  of 
its  social  insurance  and  private  pension  plans,  has  brought  to  our 
aged  deserved  opportunities  for  leisure  and  retirement.  While  the 
number  of  persons  65  and  over  has  almost  doubled  since  1940,  only 
13  percent  are  now  in  the  labor  force — half  the  1940  percentage. 

Retirement,  however,  should  be  through  choice,  not  through  com- 
pulsion due  to  the  lack  of  employment  opportunities.  For  many  of 
our  aged,  social  security  and  retirement  benefits  are  not  a  satisfactory 
substitute  for  a  pay  check.  Many  of  those  who  are  able  to  work 
need  to  work  and  want  to  work.  But,  often  knowingly  and  some- 
times unwittingly,  industrialization  and  related  social  and  economic 
trends  have  progressively  limited  the  possibilities  for  gainful  employ- 
ment for  many  of  our  older  citizens.  The  gradual  decline  in  agricul- 
tural employment,  for  example,  has  reduced  the  traditional  job  oppor- 
tunities which  farming  once  provided  for  older  persons.  Employment 
in  the  expanding  sectors  of  our  economy  is  too  often  attended  by  com- 
pulsory retirement  programs  or  by  age  discrimination  practices. 
Older  workers,  if  not  protected  by  seniority,  are  among  the  first  to 
be  laid  off — and  men  65  and  older  are  twice  as  likely  to  remain  un- 
employed for  26  weeks  or  more  as  are  other  unemployed  workers. 

Denial  of  employment  opportunity  to  older  persons  is  a  personal 
tragedy.  It  is  also  a  national  extravagance,  wasteful  of  human 
resources.  No  economy  can  reach  its  maximum  productivity  while 
failing  to  use  the  skills,  talents,  and  experience  of  willing  workers. 

Rules  of  employment  that  are  based  on  the  calendar  rather  than 
upon  ability  are  not  good  rules,  nor  are  they  realistic.  Studies  of  the 
Department  of  Labor  show  that  large  numbers  of  older  workers  can 
exceed  the  average  performance  of  younger  workers,  and  with  added 
steadiness,  loyalty,  and  dependability. 

In  the  Federal  Government  a  number  of  steps  are  being  taken  to 
facilitate  employment  opportunities  for  older  workers. 

I  am  directing  each  agency  to  honor  fully  both  the  spirit  and  the 
letter  of  official  Federal  policy  to  evaluate  each  older  applicant  or 
employee  on  the  basis  of  ability,  not  age.  I  am  asking  all  Federal 
agencies  to  review  their  current  policies  and  practices  in  order  to 
insure  that  full  consideration  is  given  to  the  skills  and  experience  of 
older  workers.  I  urge  all  employers,  private  and  public,  to  adopt  a 
similar  policy. 

I  have  recommended  that  Congress  increase  the  funds  for  the 
Federal-State  Employment  Service  so  that  the  strengthening  and 
expansion  of  its  counseling  and  placement  services,  started  in  the  first 
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year  of  this  administration,  may  be  continued.  The  public  employ- 
ment offices  will  continue  to  give  special  attention  to  promoting 
employment  and  employment  prospects  for  older  workers. 

I  have  also  recommended  a  substantial  expansion  in  funds  for  the 
training  programs  under  the  Manpower  Development  and  Training 
Act  and  the  Area  Redevelopment  Act — both  enacted  within  the  past 
2  years.  The  Secretary  of  Labor  will  launch  this  year  a  series  of 
experimental  and  demonstration  programs  designed  to  assist  older 
workers  to  make  the  best  possible  use  of  training  opportunities  in  their 
communities  and  to  test  new  classroom  and  counseling  techniques. 

These  efforts  are  only  a  bare  beginning.  Our  Nation  must  under- 
take an  imaginative  and  far-reaching  effort — in  both  the  public  and 
private  sectors  of  our  society — for  the  development  of  new  approaches 
and  new  paths  to  the  employment  of  older  citizens.  This  will  require 
a  sharp  new  look  at  retirement  and  personnel  patterns,  part-tune  work 
opportunities,  restrictive  pension  plans,  possible  incentives  to  em- 
ployers, and  a  host  of  other  traditional  or  future  practices.  To  give 
impetus  to  this  nationwide  reappraisal,  I  propose  two  immediate 
actions. 

First,  I  recommend  legislation  to  establish  a  new  5-year  program 
of  grants  for  experimental  and  demonstration  projects  to  stimulate 
needed  employment  opportunities  for  our  aged.  Tbe  Federal  Govern- 
ment through  the  Department  of  Labor  would  provide  up  to  $10  mil- 
lion per  year  on  a  matching  basis  to  State  and  local  governments  or 
approved  nonprofit  institutions  for  experiments  in  the  use  of  elderly 
persons  in  providing  needed  services.  They  would  be  employed  in 
such  activities  as  school  lunch  hour  relief,  child  care  in  centers  for 
working  mothers,  home  care  for  invalids,  and  assistance  in  schools, 
vocational  training,  and  programs  to  prevent  juvenile  delinquency. 
Precautions  would  be  taken  to  insure  that  no  project  would  result  in 
any  displacement  of  present  employees  and  that  wages  would  be 
reasonably  consistent  with  those  for  comparable  work  in  the  locality. 

Second,  I  have  directed  the  President's  Council  on  Aging,  in  con- 
sultation with  private  organizations  and  citizens,  to  undertake  a 
searching  reappraisal  of  problems  of  employment  opportunities  for 
the  aged  and  to  report  to  me  by  October  31,  1963,  on  what  action  is 
desirable  and  necessary. 

In  addition,  voluntary  service  by  older  persons  can  both  demon- 
strate their  continued  skill  and  provide  useful  activity  for  those  re- 
tired from  gainful  employment  but  anxious  to  make  use  of  their  talents. 
Enactment  of  the  National  Service  Corps  recommended  last  week  is 
urged  again  as  a  constructive  opportunity  for  senior  citizens  to  serve 
their  local  communities. 

This  program  would  provide  an  ideal  outlet  for  those  whose  energy, 
idealism,  and  ability  did  not  suddenly  end  in  retirement.  In  the  labor 
force  in  1960,  there  were  more  than  6%  million  men  and  women  60 
years  of  age  or  older.  They  included  126,000  public  school  teachers, 
25,000  lawyers,  3,000  dietitians  and  nutritionists,  18,000  college  faculty 
members,  12,000  social  welfare  and  recreation  workers,  11,000  librar- 
ians, 32,000  physicians  and  surgeons,  and  43,000  professional  nurses. 
Many  of  these  people  have  now  retired.  Others  are  ready  to  retire 
or  would  retire  if  they  saw  further  useful  career  activity  ahead. 

The  Peace  Corps,  which  has  no  upper  age  limit,  has  already  drawn 
upon  this  reservoir  of  talent — and  corpsmen  in  their  sixties  and 
seventies  are  today  serving  with  distinction  in  Africa,  Asia,  and  South 
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America.  More  are  needed.  The  proposed  National  Service  Corps 
can  also  use  retired  men  and  women  to  good  advantage.  Retired 
teachers,  for  example,  have  the  freedom  which  would  enable  them  to 
travel  with  migrant  workers  who  are  not  in  a  community  long  enough 
to  enter  their  children  in  school.  The  patience  that  comes  with  age 
will  be  an  asset  in  work  with  the  mentally  retarded  and  the  mentally 
ill.  This  program  can  be  particularly  helpful  to,  and  helped  by,  our 
older  citizens. 

v.  HOUSING 

Adequate  housing  is  essential  to  a  full,  satisfying  life  for  all  age 
groups  in  our  population.  The  elderly  have  special  needs  for  housing 
designed  to  sustain  their  independence  even  when  disability  occurs, 
and  to  promote  dignity,  self-respect,  and  usefulness  in  later  years. 
Yet  mdlions  of  older  people  are  forced  to  live  in  inferior  homes  because 
they  cannot  find  or  afford  better.  Nearly  half  of  our  people  65  and 
older,  it  has  been  estimated,  live  in  substandard  housing  or  in  housing 
unsuited  to  their  special  needs. 

In  the  past  2  years  the  Congress  and  the  executive  branch  have 
taken  major  strides  to  assist  in  providing  housing  specially  designed 
for  the  elderly.  Under  the  three  special  programs  administered  by 
the  Housing  and  Home  Finance  Agency — mortgage  insurance,  direct 
loans,  and  public  housing — commitments  have  been  issued  for  the 
construction  of  49,000  units  of  specially  designed  housing  for  the 
elderly.  This  almost  tripled  the  total  investment  in  special  housing 
for  the  aged  aided  by  the  Federal  Government,  raising  it  from  $336 
million  at  the  end  of  calendar  1960  to  $950  million  at  the  end  of  1962. 

The  following  steps  are  essential  this  year: 

(a)  Direct  loan  assistance. — The  direct  loan  program  for  housing  for 
senior  citizens  is  rapidly  using  up  all  available  funds  under  existing 
appropriations  and  authorizations.  Moreover,  no  appropriation  has 
yet  been  made  to  put  into  operation  the  new  authority  provided  last 
fall  to  the  Secretary  of  Agriculture  to  make  loans  for  rental  housing 
in  rural  areas  for  elderly  persons  and  families  of  low  and  moderate 
incomes. 

To  expand  the  Federal  contribution  toward  meeting  the  housing 
needs  of  senior  citizens  through  direct  loans  I  have  included  in  the 
1964  budget  a  supplemental  appropriation  for  fiscal  1963  and  requested 
a  further  increase  of  $125  million  for  1964  in  appropriations  for  the 
Housing  and  Home  Finance  Agency.  I  have  also  requested  a  supple- 
mental appropriation  of  $5  million  for  1963  to  initiate  the  new  rental 
housing  program  for  elderly  persons  in  rural  areas  and  requested  an 
additional  $5  million  for  1964.  I  urge  favorable  consideration  of  these 
requests. 

(6)  Group  residential  facilities. — For  the  great  majority  of  the 
Nation's  older  people  the  years  of  retirement  should  be  years  of 
activity  and  self-reliance.  A  substantial  minority,  however,  while 
still  relatively  independent,  require  modest  assistance  in  one  or  more 
major  aspects  of  their  daily  living.  Many  have  become  frail  physically 
and  may  need  help  in  preparing  meals,  caring  for  living  quarters,  and 
sometimes  limited  nursing. 

This  group  does  not  require  care  in  restorative  nursing  homes  or  in 
terminal  custodial  facilities.  They  can  generally  walk  without  assist- 
ance, eat  in  a  dining  room,  and  come  and  go  in  the  community  with 
considerable  independence.    They  want  to  have  privacy,  but  also 
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community  life  and  activity  within  the  limits  of  their  capacity.  They 
do  not  wish  to  be  shunted  to  an  institution,  but  often  they  have  used 
up  their  resources,  and  family  and  friends  are  not  available  for  sup- 
port. What  they  do  need  most  is  a  facility  with  housekeeping  assist- 
ance, central  food  service,  and  minor  nursing  from  time  to  time.  The 
provision  of  such  facilities  would  defer  for  many  years  the  much  more 
expensive  type  of  nursing  home  or  hospital  care  which  would  other- 
wise be  required. 

To  meet  the  special  needs  of  this  group,  facilities  have  been  con- 
structed in  many  communities,  and  many  more  should  be  constructed. 
Such  buildings  can  be  small,  with  facilities  for  group  dining,  recreation, 
and  health  services;  and  they  should  be  integrated  with  the  various 
community  resources  which  can  sustain  and  encourage  independent 
living  as  long  as  possible.  I  »m  requesting  (a)  that  the  Housing  and 
Home  Finance  Administrator  give  greater  emphasis  to  the  construc- 
tion of  group  residences  suitable  for  older  families  and  individuals 
who  need  this  partial  personal  care,  and  (6)  that  the  Secretary  of 
Health,  Education,  and  Welfare,  using  the  funds  under  the  proposed 
Senior  Citizen's  Act  and  other  resources  already  available  to  his 
Department,  work  with  communities  to  assure  that  health  and  social 
services  are  provided  efficiently  for  the  residents  of  such  facilities  in 
accordance  with  comprehensive  local  plans. 

(c)  Eligibility  of  single  elderly  persons  for  moderate  income  housing. — ■ 
One  of  the  new  programs  authorized  by  the  Housing  Act  of  1961 
which  is  already  achieving  substantial  success  finances  rental  housing, 
at  below-market  rates  of  interest,  for  families  whose  incomes  are  not 
low  enough  to  qualify  for  public  housing,  but  not  high  enough  to 
afford  housing  financed  on  private  market  terms.  This  program  is 
providing  good  housing  to  many  moderate  income  families  of  all  ages 
caught  in  the  income  squeeze.  However,  under  the  law  it  is  limited 
to  families;  single  persons  are  not  included.  About  half  of  America's 
senior  citizens  are  in  a  single  or  widowed  status  and  therefore  cannot 
obtain  the  benefits  of  such  housing.  Modification  of  this  program  is 
needed  if  it  is  to  serve  them.  I  recommend  that  the  Congress  amend 
the  law  to  make  single  elderly  persons  eligible,  if  they  otherwise 
qualify,  to  live  in  housing  financed  under  section  221(d)(3)  of  the 
National  Housing  Act. 

(d)  Home  financing. — Many  of  the  homes  of  our  older  citizens 
require  modernization  or  rehabilitation.  Other  older  citizens  need 
or  prefer  to  sell  their  homes  and  realize  their  investment  in  it.  Unfor- 
tunately, such  actions  too  often  involve  a  substantial  financial  sac- 
rifice. I  am  directing  the  President's  Council  on  Aging  to  study  these 
problems  and  develop  a  program  to  assist  older  citizens  with  the 
modernization,  rehabilitation,  or  sale  of  their  individually  owned 
homes,  such  program  to  be  submitted  to  me  by  October  31  of  this  year. 

VI.  COMMUNITY  ACTION 

The  heart  of  our  program  for  the  elderly  must  be  opportunity  for 
and  actual  service  to  our  older  citizens  in  their  home  communities. 
The  loneliness  or  apathy  which  exists  among  many  of  our  aged  is 
heightened  by  the  wall  of  inertia  which  often  exists  between  them  and 
their  community. 

We  must  remove  this  wall  by  planned,  comprehensive  action  to 
stimulate  or  provide  not  only  opportunities  for  employment  and 
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community  services  by  our  older  citizens  but  the  full  range  of  the 
various  facilities  and  services  which  aged  individuals  need  for  com- 
fortable and  meaningful  life.  I  believe  that  in  each  State  government 
specific  responsibility  should  be  clearly  assigned  for  stimulating  and 
coordinating  programs  on  aging;  and  that  every  locality  of  25,000 
population  or  above  should  make  similar  provision,  possibly  in  the 
form  of  a  community  health  and  welfare  council  with  a  strong  section 
on  aging. 

The  Federal  Government  can  assume  a  significant  leadership  role 
in  stimulating  such  actions.  To  do  this,  I  recommend  a  5-year 
program  of  assistance  to  State  and  local  agencies  and  voluntary 
organizations  for  planning  and  developing  services;  for  research, 
demonstration,  and  training  projects  leading  to  new  or  improved 
programs  to  aid  older  people;  and  for  construction,  renovation,  and 
equipment  of  public  and  nonprofit  multipurpose  activity  and  recrea- 
tional centers  for  the  elderly. 

The  assistance  to  be  provided  under  this  legislation  will  not  dupli- 
cate other  grant  programs;  indeed,  it  will  make  possible  the  more 
effective  use  of  grants  for  such  purposes  as  health,  housing,  and  other 
services.  Developing  a  comprehensive  community  plan  will  enable 
communities  to  discover  where  gaps  exist,  where  unnecessary  dupli- 
cations lie,  where  health  grants  are  most  needed,  and  where  sound 
social  service  or  adult  education  or  senior  housing  developments 
should  be  strengthened. 

Among  the  demonstration  projects  which  can  be  developed  under 
this  program  would  be  the  establishment  of  single,  one-stop  centralized 
information  and  referral  offices,  to  avoid  the  need  of  an  aged  person 
seeking  assistance  from  as  many  as  a  dozen  agencies  before  finding 
the  particular  service  or  combination  of  services  he  needs — and  the 
construction  of  multipurpose  activity  centers  providing  older  people 
with  educational  experiences  promoting  health,  literacy,  and  mental 
alertness,  with  information  concerning  available  community  services, 
and  with  an  opportunity  to  volunteer  for  helping  others  in  a  variety 
of  community  programs. 

This  legislation  is  of  real  importance  to  our  older  citizens,  and  to  the 
State  and  local  agencies  which  can  be  strengthened  by  it.  I  strongly 
urge  its  enactment. 

VII.  OTHER  LEGISLATION 

Other  measures  previously  recommended  and  not  specifically 
designed  for  older  citizens  can  be  of  immense  benefit  to  them.  For 
example : 

Too  many  senior  citizens  are  wasting  away  in  obsolete  mental 
institutions  without  adequate  treatment  or  care.  The  mental  health 
program  previously  recommended  can  help  restore  many  of  them  to 
their  communities  and  homes. 

Too  many  elderly  people  with  small  incomes  skimp  on  food  at  a 
time  when  their  health  requires  greater  quantity,  variety,  and  balance 
in  their  diets.  The  pilot  food  stamp  program  recommended  in  my 
farm  message  could  improve  their  nutrition  and  health. 

Of  the  more  than  17%  million  persons  aged  65  and  over,  about  14 
million  did  not  finish  high  school,  some  6  million  of  these  did  not  finish 
grade  school,  and  over  1  million  received  no  education  at  all.  The 
comprehensive  education  program  previously  recommended  would 
encourage  Federal-State  programs  of  general  university  extension  for 
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those  previously  unable  to  take  college  courses,  and  adult  basic  educa- 
tion for  those  who  are  considered  to  be  functionally  illiterate.  The 
largest  percentage  of  illiteracy  still  existing  in  this  country  is  found 
among  men  and  women  65  and  over.  To  gain  the  ability  to  read  and 
write  could  bring  them  a  new  vision  of  the  world  in  their  later  years. 
Increased  library  services  provided  under  this  program  would  also  be 
of  particular  interest  to  older  people. 

Finally,  the  District  of  Columbia  should  make  every  effort  to  take 
full  advantage  of  Federal  legislation  aiding  senior  citizens.  There  is 
no  reason  why  the  District  of  Columbia  should  not  be  a  leader  and  a 
model  in  its  community  senior  citizen  program. 

Conclusion 

Our  aged  have  not  been  singled  out  in  this  special  message  to  segre- 
gate them  from  other  citizens.  Rather,  I  have  sought  to  emphasize 
the  important  values  that  can  accrue  to  us  as  a  nation  if  we  would  but 
recognize  fully  the  facts  concerning  our  older  citizens — their  numbers, 
their  situation  in  the  modern  world,  and  their  unutilized  potential. 

Our  national  record  in  providing  for  our  aged  is  a  proud  and  hopeful 
one.  But  it  can  and  must  improve.  We  can  continue  to  move  for- 
ward by  building  needed  Federal  programs,  by  developing  means  for 
comprehensive  action  in  our  communities,  and  by  doing  all  we  can,  as 
a  nation  and  as  individuals,  to  enable  our  senior  citizens  to  achieve 
both  a  better  standard  of  life  and  a  more  active,  useful  and  meaningful 
role  in  a  society  that  owes  them  much  and  can  still  learn  much  from 
them. 

John  F.  Kennedy. 

The  White  House,  February  21,  1968. 
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To  the  Congress  of  the  United  States: 

The  American  people  are  not  satisfied  with  better-than-average 
health.  As  a  Nation,  they  want,  they  need,  and  they  can  afford  the 
best  of  health: 

— not  just  for  those  of  comfortable  means 
— but  for  all  our  citizens,  old  and  young,  rich  and  poor. 
In  America, 

•  There  is  no  need  and  no  room  for  second-class  health  services. 

•  There  is  no  need  and  no  room  for  denying  to  any  of  our  people 
the  wonders  of  modern  medicine. 

•  There  is  no  need  and  no  room  for  elderly  people  to  suffer  the 
personal  economic  disaster  to  which  major  illness  all  too  com- 
monly exposes  them. 

In  seeking  health  improvements,  we  build  on  the  past.  For  in  the 
conquest  of  ill  health  our  record  is  already  a  proud  one: 

— American  medical  research  continues  to  score  remarkable 
advances. 

— We  have  mastered  most  of  the  major  contagious  diseases. 
— Our  life  expectancy  is  increasing  steadily. 

— The  overall  quality  of  our  physicians,  dentists,  and  other  health 
workers,  of  our  professional  schools,  and  of  our  hospitals  and 
laboratories  is  unexcelled. 

— Basic  health  protection  is  becoming  more  and  more  broadly 
available. 
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Federal  programs  have  played  a  major  role  in  these  advances: 

•  Federal  expenditures  in  the  fiscal  1965  budget  for  health  and 
health-related  programs  total  $5.4  billion — about  double  the 
amount  of  8  years  ago. 

•  Federal  participation  and  stimulus  are  partly  responsible  for 
the  fact  that  last  year — in  1963 — the  Nation's  total  health 
expenditures  reached  an  unprecedented  high  of  $34  billion,  or 
6  percent  of  the  gross  national  product. 

But  progress  means  new  problems: 

— As  the  lifespan  lengthens,  the  need  for  health  services  grows. 
— As  medical  science  grows  more  complex,  health  care  becomes 

more  expensive. 
— As  people  move  to  urban  centers,  health  hazards  rise. 
— As  population,  which  has  increased  27  percent  since  1950, 

continues  to  grow  a  greater  strain  is  put  on  our  limited  supply 

of  trained  personnel. 
Even  worse,  perhaps,  are  those  problems  that  reflect  the  unequal 
sharing  of  the  health  services  we  have: 

— Thousands  suffer  from  diseases  for  which  preventive  measures 

are  known  but  not  applied. 
— Thousands  of  babies  die  needlessly;  nine  other  nations  have 

lower  infant  death  rates  than  ours. 
— Half  of  the  young  men  found  unqualified  for  military  service 

are  rejected  for  medical  reasons;  most  of  them  come  from  poor 

homes. 

Clearly,  too  many  Americans  still  are  cut  off  by  low  incomes  from 
adequate  health  services.  Too  many  older  people  are  still  deprived 
of  hope  and  dignity  by  prolonged  and  costly  illness.  The  linkage 
between  ill  health  and  poverty  in  America  is  still  all  too  plain. 

In  its  1st  session,  the  83th  Congress  made  some  important  advances 
on.  the  health  front: 

•  It  acted  to  increase  our  supply  of  physicians  and  dentists. 

•  It  began  a  nationwide  attack  on  mental  illness  and  mental 
retardation. 

•  And  it  strengthened  our  efforts  against  air  pollution. 

But  our  remaining  agenda  is  long,  and  it  will  be  unfinished  until 
each  American  enjoys  the  full  benefits  of  modern  medical  knowledge. 

Part  of  this  agenda  concerns  a  direct  attack  on  that  particular 
companion  of  poor  health — poverty.  Above  all,  we  must  see  to  it 
that  all  of  our  children,  whatever  the  economic  condition  of  their 
parents,  can  start  life  with  sound  minds  and  bodies. 

My  message  to  the  Congress  on  poverty  will  set  forth  measures 
designed  to  advance  us  toward  this  goal. 

In  today's  message,  I  present  the  rest  of  this  year's  agenda  for 
America's  good  health. 

I.  Hospital  Insurance  for  the  Aged 

Nearly  30  years  ago,  this  Nation  took  the  first  long  step  to  meet  the 
needs  of  its  older  citizens  by  adopting  the  social  security  program. 
Today,  most  Americans  look  toward  retirement  with  some  confidence 
that  they  will  be  able  to  meet  their  basic  needs  for  food  and  shelter. 
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But  many  of  our  older  citizens  are  still  defenseless  against  the  heavy 
medical  costs  of  severe  illness  or  disability: 

— One-third  of  the  aged  who  are  forced  to  ask  for  old-age  assist- 
ance do  so  because  of  ill  health,  and  one-third  of  our  public 
assistance  funds  going  to  older  people  is  spent  for  medical  care. 
— For  many  others,  serious  illness  wipes  out  savings  and  carries 

their  families  into  poverty. 
— For  these  people,  old  age  can  be  a  dark  corridor  of  fear. 
The  irony  is  that  this  problem  stems  in  part  from  the  surging 
progress  in  medical  science  and  medical  techniques — -the  same  prog- 
ress that  has  brought  longer  life  to  Americans  as  a  whole. 

Modern  medical  care  is  marvelously  effective — but  increasingly  expensive. 

•  Daily  hospital  costs  are  now  four  times  as  high  as  they  were  in 
1946 — now  averaging  about  $37  a  day. 

•  In  contrast,  the  average  social  security  benefit  is  just  $77  a 
month  for  retired  workers  and  $67  a  month  for  widows. 

Existing  "solutions"  to  these  problems  are  (1)  private  health  insur- 
ance plans  and  (2)  welfare  medical  assistance.  No  one  of  them  is 
adequate,  nor  are  they  in  combination: 

•  Private  insurance,  when  available,  usually  costs  more  than  the 
average  retired  couple  can  afford. 

•  Welfare  medical  assistance  for  theaged  is  not  available  in 
many  States — and  where  it  is  available,  it  includes  a  need 
test  to  which  older  citizens,  with  a  lifetime  of  honorable, 
productive  work  behind  them,  should  not  be  subjected. 

This  situation  is  not  new. 

For  more  than  a  decade  we  have  failed  to  meet  the  problem. 

There  is  a  sound  and  workable  solution.  Hospital  insurance  based 
on  social  security  payments  is  clearly  the  best  method  of  meeting  the 
need.  It  is  a  logical  extension  of  the  principle — established  in  1935 
and  confirmed  time  after  time  by  the  Congress — that  provision  should 
be  made  for  later  years  during  the  course  of  a  lifetime  of  employment. 
Therefore: 

I  recommend  a  hospital  insurance  program  for  the  aged  aimed  at 
two  basic  goals: 

First,  it  should  protect  against  the  heaviest  costs  of  a  serious 
illness — the  costs  of  hospital  and  skilled  nursing  home  care,  home 
health  services,  and  outpatient  hospital  diagnostic  services. 

Second,  it  should  provide  a  base  that  related  private  programs 
can  supplement. 
To  achieve  these  goals: 

1.  These  benefits  should  be  available  to  everyone  who  reaches  65. 

2.  Benefit  payments  should  cover  the  cost  of  services  customarily 
furnished  in  semiprivate  accommodations  in  a  hospital,  but  not 
the  cost  of  the  services  of  personal  physicians. 

3.  The  financing  should  be  soundly  funded  through  the  social  security 
system. 

4.  One-quarter  of  1  percent  should  be  added  to  the  social  security  con- 
tribution paid  by  employers  and  by  employees. 

5.  The  annual  earnings  subject  to  social  security  taxes  should  be 
increased  from  $4,800  to  $5, 200. 

6.  For  those  not  now  covered  by  social  security,  the  cost  of  similar 
protection  would  be  provided  from  the  administrative  budget. 
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Under  this  proposal,  the  costs  of  hospital  and  related  services  can  be 
met  without  any  interference  whatever  with  the  method  of  treatment. 
The  arrangement  would  in  no  way  hinder  the  patient's  freedom  to 
choose  his  doctor,  hospital,  or  nurse. 

The  only  change  would  be  in  the  manner  in  which  individuals  would 
finance  the  hospital  costs  of  their  later  years.  The  average  worker 
under  social  security  would  contribute  about  a  dollar  a  month  during 
his  working  hfe  to  protect  himself  in  old  age  in  a  dignified  manner 
against  the  devastating  costs  of  prolonged  hospitalization. 

Hospitalization,  however,  is  not  the  end  of  older  people's  medical 
needs.  Many  aged  individuals  will  have  medical  expenses  that  will 
be  covered  neither  by  social  security,  hospital  insurance,  nor  by  pri- 
vate insurance. 

Therefore,  I  urge  all  States  to  adopt  adequate  programs  of  medical 
assistance  under  the  Kerr-Mills  legislation.  This  assistance  is  needed 
now.  And  it  will  be  needed  later  as  a  supplement  to  hospital  in- 
surance. 

II.  Health  Facilities 

Good  health  is  the  product  of  well-trained  people  working  in  modern 
and  efficient  hospitals  and  other  facilities. 

Extension  and  expansion  of  Hill-Burton  program 

We  can  be  proud  of  the  many  fine  hospitals  throughout  the  country 
which  were  made  possible  in  the  last  16  years  by  the  Hill-Burton  pro- 
gram of  Federal  aid. 

But  there  is  more  still  to  be  done: 

— too  often  a  sick  patient  must  wait  until  a  hospital  bed  becomes 
available ; 

— too  many  hospitals  are  old  and  poorly  equipped ; 
— new  kinds  of  facilities  are  needed  to  care  for  the  aged  and  the 
chronically  ill. 

I  recommend  that  the  Hill-Burton  program — scheduled  to  end  on 
June  SO,  1964- — be  extended  for  an  additional  5  years  including  the 
amendments  outlined  below. 

1.  Planning 

Hospital  care  costs  too  much  to  permit  duplication,  inefficiency,  or 
extravagance  in  building  and  locating  hospitals.  Individual  hospitals 
and  other  health  facilities  should  be  located  where  they  are  most 
needed.  Together,  these  facilities  in  a  community  should  provide 
the  services  needed  by  its  citizens.    This  means  planning.  Therefore: 

(a)  I  recommend  that  the  Congress  authorize  special  grants  to 
ublic  and  nonprofit  agencies  to  assist  them  in  developing  compre- 
ensive  area,  regional,  and  local  plans  for  health  and  related  facilities . 

(b)  I  also  recommend  that  limited  matching  funds  be  made  available 
to  help  State  agencies  meet  part  of  their  costs  of  administering  the 
Hill-Burton  program,  so  that  these  agencies  can  plan  wisely  for  our 
hospital  systems. 

2.  Modernization 

The  Hill-Burton  program  has  done  much  to  help  build  general 
hospitals  where  they  were  most  needed  when  the  program  began — 
particularly  in  rural  areas. 
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While  rural  and  suburban  areas  have  been  acquiring  modern 
facilities,  city  hospitals  have  become  more  and  more  obsolete  and 
inefficient.    Yet  city  hospitals  are  largely  responsible 

—for  applying  the  latest  discoveries  of  medical  science; 
— for  teaching  the  new  generations  of  practitioners ; 
—  for  setting  the  pace  and  direction  in  care  of  the  sick. 
They  must  have  adequate  facilities. 

A  recent  study  showed  that  it  could  cost  $3.6  billion  to  modernize 
and  replace  existing  antiquated  facilities — more  than  three  times  our 
annual  expenditures  for  construction  of  all  health  facilities. 

The  present  Hill-Burton  Act  cannot  meet  this  critical  need.  Further 
neglect  will  only  aggravate  the  problem.  Therefore: 

(c)  /  recommend  that  the  act  be  amended  to  authorize  a  new 
program  of  grants  to  help  public  and  nonprofit  agencies  modernize  or 
replace  hospital  and  related  health  facilities. 

3.  Long-term  care  facilities 

Our  lengthening  lifespan  has  brought  with  it  an  increase  in  chronic 
diseases.    This  swells  our  need  for  long-term  care  facilities. 

We  have  been  making  some  progress  in  meeting  the  backlog  of 
demand  for  nursing  homes  and  chronic  disease  hospitals.  But  there 
is  still  a  deficit  of  over  500,000  beds  for  the  care  of  long-term  patients. 

This  is  a  national  health  problem. 

Our  communities  need  better  and  more  facilities  to  deal  with  pro- 
longed illness,  and  to  make  community  planning  of  these  facilities 
more  effective.  Therefore: 

(d)  /  recommend  that  the  separate  grant  programs  for  chronic 
disease  hospitals  and  nursing  homes  be  combined  into  a  single 
category  of  long-term  care  facilities.  The  annual  appropriation 
for  the  combined  categories  should  be  increased,  from  $40  million  to 
$70  million. 

4.  Mortgage  insurance 

Raising  funds  to  build  health  facilities  is  a  problem  for  almost  every 
community: 

— Federal  aid  is  not  always  obtainable. 

• — States  must  set  priorities  for  hospital  projects  which  are  to 
receive  Federal  aid;  many  worthwhile  projects  necessarily  fail 
to  win  approval. 

— Nonprofit  agencies  often  have  great  difficulty  raising  local  funds 
to  match  Federal  grants. 

—Loans  available  from  private  lenders  often  call  for  large  annual 
payments  and  short  payoff  periods.    This  can  either  threaten  a 
hospital's  financial  soundness  or  lead  to  excessive  increases  in 
the  cost  of  hospital  care. 
These  financing  difficulties  do  not  alter  the  fact  that  the  need  for 
hospital  beds  is  increasing.  Therefore: 

(e)  /  recommend  amendment  of  the  Hill-Burton  Act  to  permit 
mortgage  insurance  of  loans  with  maturities  up  to  J+0  years  to 
help  build  private  nonprofit  hospitals,  nursing  homes,  and  other 
medical  facilities. 

(f)  In  addition,  I  recommend  that  authority  to  insure  mortgage 
loans  for  the  construction  of  nursing  homes  operated  for  profit  be 
transferred  from  the  Federal  Housing  Administration  to  the  Public 
Health  Service. 
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These  changes  will  help  us  build  more  hospitals  and  other  medical 
facilities.  And  they  will  bring  together  in  the  Public  Health  Service 
an  adequate  and  interlocking  program  of  Federal  aid  to  profit- 
making — as  well  as  nonprofit — nursing  homes,  hospitals,  and  other 
facilities. 

Encouragement  of  group  practice 

To  meet  the  needs  of  their  communities,  groups  of  physicians — 
general  practitioners  and  specialists — more  and  more  are  pooling 
their  skills  and  using  the  same  buildings,  equipment,  and  personnel 
to  care  for  their  patients. 

•  This  is  a  sound  and  practical  approach  to  medical  service. 

•  It  provides  better  medical  care,  yet  it  yields  economies  which 
can  be  passed  on  to  the  consumer. 

•  It  makes  better  use  of  scarce  professional  personnel. 

•  It  offers  benefits  to  physicians,  patients,  and  the  community. 
The  specialized  facilities  and  equipment  needed  for  group  practice 

are  often  not  available,  especially  in  smaller  communities.  Therefore: 
I  recommend  legislation  to  authorize  a  5-year  program  of  Federal 
mortgage  insurance  and  loans  to  help  build  and  equip  group  practice 
medical  and  dental  facilities. 
Priority  should  be  given  to  facilities  in  smaller  communities,  and  to 
those  sponsored  by  nonprofit  or  cooperative  organizations. 


Medical  science  has  grown  vastly  more  complex  in  recent  years — 
and  its  potential  for  human  good  has  grown  accordingly.  But  to 
convert  its  potential  into  actual  good  requires  an  ever-growing  supply 
of  ever-better  trained  medical  manpower. 

— The  quantity  and  quality  of  education  for  the  health  disciplines 

has  been  unable  to  keep  pace. 
— Shortages  of  medical  manpower  are  acute. 
By  enacting  the  Health  Professions  Educational  Assistance  Act 
of  1963,  the  Congress  took  a  major  step  to  close  this  gap  in  medical 
manpower,  especially  as  it  relates  to  physicians  and  dentists. 
But  the  task  is  far  from  finished. 

A  stronger  nursing  profession 

The  rapid  development  of  medical  science  places  heavy  demands  on 
the  time  and  skill  of  the  physician.  Nurses  must  perform  many 
functions  that  once  were  done  only  by  doctors. 


ommended  that  the  number  of  professional  nurses  be  increased 
from  the  current  total  of  550,000  to  680,000  by  1970. 

This  requires  raising  nursing  school  enrollments  by  75  percent. 
But  larger  enrollments  alone  are  not  enough.    The  efficiency  of 
nursing  schools  and  the  quality  of  instruction  must  be  improved. 
The  nursing  profession,  too,  is  becoming  more  complex  and  exacting. 

The  longer  we  delay,  the  larger  the  deficit  grows,  and  the  harder  it 
becomes  to  overcome  it. 

/  recommend  the  authorization  of  grants  to  build  and  expand 
schools  of  nursing,  to  help  the  schools  perfect  new  teaching  methods, 
and  to  assist  local,  State,  and  regional  planning  for  nursing  service. 


III.  Health  Manpower 


A  panel  of  expert  advisors 


Health  Service  has  rec- 
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We  must  remove  financial  barriers  for  students  desiring  to  train  for 
the  nursing  profession  and  we  must  attract  highly  talented  youngsters. 
I  therefore  recommend  Federal  loans  and  a  national  competitive 
merit  scholarship  program,    tor  each  year  of  service  as  a  nurse 
up  to  6  years  a  proportion  of  the  loan  should  be  forgiven. 

In  addition,  I  recommend  continuation  and  expansion  of  the 
professional  nurse  traineeship  program  to  increase  the  number  of 
nurses  trained  for  key  supervisory  and  teaching  positions. 
Federal  action  alone  is  not  enough: 

—State  and  local  governments,  schools,  hospitals,  the  health 
professions,  and  private  citizens  all  have  a  big  stake  in  solving 
the  nursing  shortage. 
— Each  must  take  on  added  responsibilities  if  the  growing  demand 
for  essential  and  high  quality  nursing  services  is  to  be  met. 

Strengthened  training  in  public  health 

Our  State  and  local  public  health  agencies  are  attempting  to  cope 
with  mounting  problems,  but  with  inadequate  resources. 

Our  population  has  risen  27  percent  since  1950,  and  public  health 
problems  have  become  more  complex.  But  there  are  fewer  public 
health  physicians  today  than  in  1950.  The  number  of  public  health 
engineers  has  increased  by  only  a  small  fraction;  and  other  essential 
public  health  disciplines  are  in  short  supply. 

These  shortages  have  weakened  health  protection  measures  in 
many  communities. 

The  situation  would  be  much  worse  than  it  is,  but  for  two  Pubhc 
Health  Service  training  programs: 

(1)  the  program  of  public  health  traineeships ; 

(2)  the  complementary  program  of  project  grants  to  schools  of 
public  health,  nursing,  and  engineering — designed  to  help 
strengthen  graduate  or  specialized  public  health  training. 

The  need  for  these  programs  is  greater  today  than  ever  before. 

/  recommend  that  the  public  health  traineeship  program  and  the 
project  grant  program  for  graduate  training  in  public  health  be 
expanded  and  extended  until  1969. 

IV.  Mental  Health  and  Mental  Retardation 

Mental  illness  is  a  grave  problem  for  the  Nation,  for  the  community, 
and  for  the  family  it  strikes.  It  can  be  dealt  with  only  through  heroic 
measures.    It  must  be  dealt  with  generously  and  effectively. 

Last  year,  President  Kennedy  proposed  legislation  to  improve  the 
Nation's  mental  health  and  to  combat  mental  retardation. 

Congress  promptly  responded.  State  and  local  governments  and 
private  organizations  joined  in  that  response. 

The  Congress  enacted  legislation  which  should  enable  us  to  reduce 
substantially  the  number  of  patients  in  existing  custodial  institutions 
within  a  decade,  through  comprehensive  community-based  mental 
health  services. 

Under  new  legislation  passed  last  year  we  will  train  teachers  and 
build  community  centers  for  the  care  and  treatment  of  the  mentally 
handicapped. 

It  was,  as  President  Kennedy  said,  "the  most  significant  effort  that 
the  Congress  of  the  United  States  has  ever  undertaken"  on  behalf  of 
human  welfare  and  happiness. 
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We  are  now  moving  speedily  to  put  this  legislation  into  effect. 
The  mentally  ill  and  the  mentally  retarded  have  a  right  to  a  decent, 
dignified  place  in  society.    I  intend  to  assure  them  of  that  place. 

The  Congress  has  demonstrated  its  awareness  of  the  need  for  action 
by  approving  my  request  for  supplemental  appropriations  for  mental 
retardation  programs  in  the  current  fiscal  year. 
This  wiU  enable  us  to  get  started. 

My  1965  budget  includes  a  total  of  $467  million  for  the  National 
Institute  of  Mental  Health  and  for  mental  retardation  activities. 
I  urge  the  Congress  to  approve  the  full  amount  requested. 

V.  Health  Protection 

Technological  progress  is  not  always  an  unmixed  blessing. 
To  be  sure,  we  have  a  wealth  of  new  products,  unimagined  a  few 
generations  ago,  that  make  life  easier  and  more  rewarding. 

But  these  benefits  sometimes  carry  a  price  in  the  shape  of  new 
hazards  to  our  health: 

— The  air  we  breathe  is  being  fouled  by  our  great  factories,  our 

myriad  automobiles  and  trucks,  our  huge  urban  centers. 
— The  pure  water  we  once  took  for  granted  is  being  polluted  by 

chemicals  and  foreign  substances. 
— The  pesticides  indispensable  to  our  farmers  sometimes  introduce 
chemicals  whose  long-range  effects  upon  man  are  dimly  under- 
stood. 

We  must  develop  effective  safeguards  to  protect  our  people  from 
hazards  in  the  air  we  breathe,  the  water  we  drink,  and  the  food  we  eat. 

To  provide  a  focal  point  for  vigorous  research,  training,  and  control 
programs  in  environmental  health,  /  have  requested  funds  in  the  1965 
budget  to  develop  plans  for  additional  facilities  to  house  our  expanding 
Federal  programs  concerned  with  environmental  health. 

The  Clean  Air  Act,  which  I  approved  last  December  17,  commits 
the  Federal  Government  for  the  first  time  to  substantially  increased 
responsibilities  in  preventing  and  controlling  air  pollution. 

I  urge  prompt  action  on  the  supplemental  appropriation  to  finance 
this  new  a  u  thority  in  the  current  fiscal  year. 

Pesticides 

The  President's  Science  Advisory  Committee  report  on  pesticides, 
released  last  May,  alerted  the  country  to  the  potential  health  dangers 
of  pesticides. 

To  act  without  delay: 

/  have  submitted  requests  to  the  Congress  for  additional  funds 
for  1964  and  1965  for  research  on  the  effects  of  pesticides  on  our 
environment. 

I  recommend  enactment  of  pending  legislation  prohibiting  the 
registration  and  marketing  of  pesticides  until  a  positive  finding  of 
safety  has  been  made. 
In  addition,  the  Department  of  Agriculture,  working  with  the  De- 
partments of  Health,  Education,  and  Welfare,  and  of  the  Interior,  is 
reviewing  and  revising  procedures  to  make  certain  that  the  benefits 
and  hazards  of  pesticides  to  human  health,  domestic  animals,  and 
wildlife  are  considered  fully  before  their  registration  and  sale  are 
approved. 


HEALTH  OF  THE  NATION 


9 


Finally,  the  Federal  Government's  own  use  and  application  of 
pesticides  are  being  reviewed  to  assure  that  all  safeguards  are  applied. 

Foods,  drugs,  and  cosmetics 

The  1962  amendments  to  the  Federal  Food,  Drug,  and  Cosmetic 
Act  will  enhance  the  safety,  the  effectiveness,  the  reliability  of  drugs 
and  cosmetics. 

To  give  this  act  the  vigorous  enforcement  it  contemplates,  I  am 
requesting  increased  appropriations  to  the  Food  and  Drug  Adminis- 
tration, largely  for  scientific  and  regulatory  personnel. 

In  addition,  I  renew  the  recommendations  contained  in  my 
consumer  message  for  new  legislation  to  extend  and  clarify  the 
food,  drug,  and  cosmetic  laws. 

VI.  Kesearch  and  Special  Health  Needs 

Over  the  past  decade,  our  Nation  has  developed  an  unparalleled 
program  of  medical  research. 

This  investment  has  already  paid  rich  dividends,  and  more  divi- 
dends are  within  reach. 

The  budget  that  I  have  proposed  for  fiscal  1965  assures  the  rate  of 
growth  needed  to  meet  current  opportunities  and  to  provide  a  sound 
base  for  future  progress. 

In  addition,  the  Office  of  Science  and  Technology  has  assembled  a 
group  of  eminent  citizens  to  study  thoroughly  the  medical  research 
and  training  programs  of  the  National  Institutes  of  Health. 

This  study  should  point  to  new  ways  to  improve  our  medical 
research. 

Commission  on  Heart  Disease,  Cancer,  and  Strokes 

Cancer,  heart  disease,  and  strokes  stubbornly  remain  the  leading 
causes  of  death  in  the  United  States.  They  now  afflict  15  million 
Americans— two-thirds  of  all  Americans  now  living  will  ultimately 
suffer  or  die  from  one  of  them. 

These  diseases  are  not  confined  to  older  people. 

•  Approximately  half  of  the  cases  of  cancer  are  found  among 
persons  under  65. 

•  Cancer  causes  more  deaths  among  children  under  age  15  than 
any  other  disease. 

•  More  than  half  the  persons  suffering  from  heart  disease  are  in 
their  most  productive  years. 

•  Fully  a  third  of  all  persons  with  recent  strokes  or  with  paralysis 
due  to  strokes  are  under  65. 

The  Public  Health  Service  is  now  spending  well  over  a  quarter  of  a 
billion  dollars  annually  finding  ways  to  combat  these  diseases.  Other 
organizations,  both  public  and  private,  also  are  investing  considerable 
amounts  in  these  efforts. 

The  flow  of  new  discoveries,  new  drugs  and  new  techniques  is 
impressive  and  hopeful. 

Much  remains  to  be  learned.  But  the  American  people  are  not 
receiving  the  full  benefits  of  what  medical  research  has  already  accom- 
plished. In  part,  this  is  because  of  shortages  of  professional  health 
workers  and  medical  facilities.  It  is  also  partly  due  to  the  public's 
lack  of  awareness  of  recent  developments  and  techniques  of  prevention 
and  treatment. 
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/  am  establishing  a  Commission  on  Heart  Disease,  Cancer,  and 
Strokes  to  recommend  steps  to  reduce  the  incidence  oj  these  diseases 
through  new  knowledge  and  more  complete  utilization  oj  the  medical 
knowledge  we  already  have. 

The  Commission  will  be  made  up  of  persons  prominent  in  medicine 
and  public  affairs.  I  expect  it  to  complete  its  stud}^  by  the  end  of 
this  year  and  submit  recommendations  for  action. 

Narcotics  and  drug  abuse 

Abuse  of  drugs  and  traffic  in  narcotics  are  a  tragic  menace  to  public 
health. 

To  deal  promptly  and  intelligently  with  this  situation  we  must  take 
effective  measures  of 
education, 
regulation, 
law  enforcement, 
rehabilitation. 

We  must  strengthen  the  cooperative  efforts  of  Federal,  State,  and 
local  authorities  and  public  services. 

The  recent  report  of  the  Presidential  Advisory  Commission  on 
Narcotics  and  Drug  Abuse  has  rendered  signal  contributions: 

•  It  places  the  problem  in  its  proper  perspective. 

•  It  proposes  policies  and  actions  which  deserve  full  consideration. 
The  appropriate  Federal  departments  and  agencies  will  review  this 

report,  and  I  shall  at  a  later  time  send  my  recommendations  to  the 
Congress. 

Vocational  rehabilitation 

Disability — always  a  cruel  burden — has  partly  succumbed  to 
medical  progress.  Our  Federal -State  program  of  vocational  rehabili- 
tation has  been  demonstrating  this  fact  for  more  than  40  years.  Re- 
habilitation can  help  restore  productivity  and  independence  to  millions 
of  Americans  who  have  been  victims  of  serious  illness  and  injury. 
Over  110,000  disabled  men  and  women  were  returned  to  activity  and 
jobs  last  year  alone. 

If  more  fully  developed  and  supported  by  the  States  and  the 
Federal  Government,  this  program  can  be  a  powerful  tool  in  combat- 
ing poverty  and  unemployment  among  the  millions  of  our  citizens 
who  face  vocational  handicaps  which  they  cannot  surmount  without 
specialized  help. 

I  have  already  recommended  appropriation  of  increased  Federal 
funds  for  vocational  rehabilitation. 

/  now  recommend  enactment  oj  legislation  to  jacilitate  the  restora- 
tion oj  greater  numbers  o1  our  mentally  retarded  and  severely  dis- 
abled to  gainful  employment,  by  permitting  them  up  to  18  months  oj 
rehabilitative  services  prior  to  the  determination  oj  their  vocational 
jeasibility. 

I  also  recommend  enactment  oj  a  new  program  jor  the  construction 
and  initial  staying  oj  workshops  and  rehabilitation  jacilities,  pro- 
gram expansion  grants,  and  increased  State  fiscal  and  administrative 
flexibility. 

International  health 

Scientists  from  many  countries  have  contributed  to  the  enrichment 
of  our  national  medical  research  effort.  We  in  turn  support  medical 
research  in  other  nations. 
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International  collaboration  in  medical  research,  including  support  of 
research  through  the  World  Health  Organization,  is  an  efficient  means 
of  expanding  knowledge  and  a  powerful  means  of  strengthening  con- 
tacts among  nations.  It  links  not  only  scientists  but  nations  and 
peoples  in  efforts  to  achieve  a  common  aspiration  of  mankind — the 
reduction  of  suffering  and  the  lengthening  of  the  prime  of  life. 

The  United  States  participates  in  an  ambitious  international  effort 
to  eradicate  malaria — a  disease  which  strikes  untold  millions  through- 
out the  world. 

Both  of  my  predecessors  committed  the  United  States  to  this  cam- 
paign, now  going  forward  under  the  leadership  of  the  World  Health 
Organization.  The  Congress  has  endorsed  this  objective  and  has 
supported  it  financially. 

We  will  continue  to  encourage  WHO  in  its  work  to  eradicate  malaria 
throughout  the  world. 

We  will  continue  to  commit  substantial  resources  to  aid  friendly 
nations  through  bilateral  programs  of  malaria  eradication. 

The  United  States  will  also  initiate  in  1964  a  program  to  eradicate 
the  mosquito  carrying  yellow  fever.  My  1965  budget  provides 
expanded  funds  for  the  second  year  of  this  program. 

Conclusion 

The  measures  recommended  in  this  message  comprise  a  vigorous 
and  many-sided  attack  on  our  most  serious  health  problems. 

These  problems  will  not  be  fully  solved  in  1964  or  for  a  long  time  to 
come. 

They  will  not  be  solved  by  the  Federal  Government  alone,  nor  even 
by  government  at  all  levels. 

They  are  deeply  rooted  in  American  life. 

They  must  be  solved  by  society  as  a  whole. 

I  ask  the  help  of  all  Americans  in  this  vital  work. 

Lyndon  B.  Johnson. 

The  White  House,  February  10,  1964- 
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To  the  Congress  of  the  United  States: 

In  1787,  Thomas  Jefferson  wrote  that,  "Without  health  there  is  no 
happiness.  An  attention  to  health,  then,  should  take  the  place  of 
every  other  object." 

That  priority  has  remained  fixed  in  both  the  private  and  public 
values  of  our  society  through  generations  of  Americans  since. 

Our  rewards  have  been  immeasurably  bountiful.  "An  attention  to 
health" — of  the  individual,  the  family,  the  community  and  the 
Nation — has  contributed  to  the  vitality  and  efficiency  of  our  system 
as  well  as  to  the  happiness  and  prosperity  of  our  people. 

Today,  at  this  point  in  our  history,  we  are  privileged  to  contemplate 
new  horizons  of  national  advance  and  achievement  in  many  sectors. 
But  it  is  imperative  that  we  give  first  attention  to  our  opportunities — 
and  our  obligations — for  advancing  the  Nation's  health.  For  the 
health  of  our  people  is,  inescapably,  the  foundation  for  fulfillment  of 
all  our  aspirations. 

In  these  years  of  the  1960's,  we  live  as  beneficiaries  of  this  century's 
great — and  continuing — revolution  of  medical  knowledge  and  capa- 
bilities. SmaUpox,  malaria,  yellow  fever,  and  typhus  are  conquered 
in  this  country.  Infant  deaths  have  been  reduced  by  half  every  two 
decades.  Poliomyelitis,  which  took  3,154  lives  so  recently  as  1952, 
cost  only  5  lives  in  1964.  Over  the  brief  span  of  the  past  two 
decades,  death  rates  have  been  reduced  for  influenza  by  88  percent, 
tuberculosis  by  87  percent,  rheumatic  fever  by  90  percent. 
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A  baby  born  in  America  today  has  a  life  expectancy  half  again  as 
long  as  those  born  in  the  year  the  20th  century  began. 
The  successes  of  the  century  are  many. 
The  pace  of  medical  progress  is  rapid. 
The  potential  for  the  future  is  unlimited. 

But  we  must  not  allow  the  modern  miracles  of  medicine  to  mes- 
merize us.  The  work  most  needed  to  advance  the  Nation's  health 
will  not  be  done  for  us  by  miracles.  We  must  undertake  that  work 
ourselves  through  practical,  prudent,  and  patient  programs — to  put 
more  firmly  in  place  the  foundation  for  the  healthiest,  happiest,  and 
most  hopeful  society  in  the  history  of  man. 

Our  first  concern  must  bo  to  assure  that  the  advance  of  medical 
knowledge  leaves  none  behind.  We  can — and  we  must — strive  now 
to  assure  the  availability  of  and  accessibility  to  the  best  health  care 
for  all  Americans,  regardless  of  age  or  geography  or  economic  status. 

With  this  as  our  goal,  we  must  strengthen  our  Nation's  health 
facilities  and  services,  assure  the  adequacy  and  quality  of  our  health 
manpower,  continue  to  assist  our  States  and  communities  in  meeting 
their  health  responsibilities,  and  respond  alertly  to  the  new  hazards 
of  our  new  and  complex  environment. 

We  must,  certainly,  continue  and  intensify  our  health  research  and 
research  facilities.  Despite  all  that  has  been  done,  we  cannot  be 
complacent  before  the  facts  that — 

Forty-eight  million  people  now  living  will  become  victims  of 
cancer. 

Nearly  15  million  people  suffer  from  heart  disease  and  this, 
together  with  strokes,  accounts  for  more  than  half  the  deaths  in 
the  United  States  each  year. 

Twelve  million  people  suffer  arthritis  and  rheumatic  disease 
and  10  million  are  burdened  with  neurological  disorders. 

Five  and  one-half  million  Americans  are  afflicted  by  mental 
retardation  and  the  number  increases  by  126,000  new  cases  each 
year. 

In  our  struggle  against  disease,  great  advances  have  been  made, 
but  the  battle  is  far  from  won.  While  that  battle  will  not  end  in  our 
lifetime — or  any  time  to  come — we  have  the  high  privilege  and  high 
promise  of  making  longer  strides  forward  now  than  any  other  genera- 
tion of  Americans. 

The  measures  I  am  outlining  today  will  carry  us  forward  in  the 
oldest  tradition  of  our  society — to  give  "an  attention  to  health"  for 
all  our  people.  Our  advances,  thus  far,  have  been  most  dramatic 
in  the  field  of  health  knowledge.  We  are  challenged  now  to  give 
attention  to  advances  in  the  field  of  health  care — and  this  is  the 
emphasis  of  the  recommendations  I  am  placing  before  you  at  this  time. 

I.  Removing  Barriers  to  Health  Care 

In  this  century,  medical  scientists  have  done  much  to  improve 
human  health  and  prolong  human  life.  Yet  as  these  advances  come, 
vital  segments  of  our  populace  are  being  left  behind — behind  barriers 
of  age,  economics,  geography,  or  community  resources.  Today  the 
political  community  is  challenged  to  help  all  our  people  surmount 
these  needless  barriers  to  the  enjoyment  of  the  promise  and  reality 
of  better  health. 
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A.  HOSPITAL  INSURANCE  FOR  THE  AGED 

Thirty  years  ago,  the  American  people  made  a  basic  decision  that 
the  later  years  of  life  should  not  be  years  of  despondency  and  drift. 
The  result  was  enactment  of  our  social  security  program,  a  program 
now  fixed  as  a  valued  part  of  our  national  life.  Since  World  War  II, 
there  has  been  increasing  awareness  of  the  fact  that  the  full  value  of 
social  security  would  not  be  realized  unless  provision  were  made  to 
deal  with  the  problem  of  costs  of  illnesses  among  our  older  citizens. 

I  believe  this  year  is  the  year  when,  with  the  sure  knowledge  of 
public  support,  the  Congress  should  enact  a  hospital  insurance  program 
for  the  aged. 

The  facts  of  the  need  are  well  and  widely  known: 

Four  out  of  five  persons  65  or  older  have  a  disability  or  chronic 
disease. 

People  over  65  go  to  the  hospital  more  frequently  and  stay 
twice  as  long  as  younger  people. 

Health  costs  for  them  are  twice  as  high  as  for  the  young. 
Where  health  insurance  is  available  it  is  usually  associated  with  an 
employer-employee  plan.    However,  since  most  of  our  older  people 
are  not  employed  they  are  usually  not  eligible  under  these  plans. 
Almost  half  of  the  elderly  have  no  health  insurance  at  all. 
The  average  retired  couple  cannot  afford  the  cost  of  adequate 
health  protection  under  private  health  insurance. 
I  ask  that  our  social  security  system — proved  and  tested  by  three 
decades  of  successful  operation — be  extended  to  finance  the  cost  of 
basic  health  services.    In  this  way,  the  specter  of  catastrophic  hos- 
pital bills  can  be  lifted  from  the  lives  of  our  older  citizens.    /  again 
strongly  urge  the  Congress  to  enact  a  hospital  insurance  program  for  the 
aged. 

Such  a  program  should — 

Be  financed  under  social  security  by  regular,  modest  contribu- 
tions during  working  years; 

Provide  protection  against  the  costs  of  hospital  and  post- 
hospital  extended  care,  home  nursing  services,  and  outpatient 
diagnostic  services; 

Provide  similar  protection  to  those  who  are  not  now  covered 
by  social  security,  with  the  costs  being  paid  from  the  administra- 
tive budget; 

Clearly  indicate  that  the  plan  in  no  way  interferes  with  the 
patient's  complete  freedom  to  select  his  doctor  or  hospital. 
Like  our  existing  social  security  cash  retirement  benefits,  this 
hospital  insurance  plan  will  be  a  basic  protection  plan.  It  should 
cover  the  heaviest  cost  elements  in  serious  illnesses.  In  addition, 
we  should  encourage  private  insurance  to  provide  supplementary 
protection. 

I  consider  this  measure  to  be  of  utmost  urgency.  Compassion  and 
reason  dictate  that  this  logical  extension  of  our  proven  social  security 
system  will  supply  the  prudent,  feasible,  and  dignified  way  to  free 
the  aged  from  the  fear  of  financial  hardship  in  the  event  of  illness. 

Also,  I  urge  all  States  to  provide  adequate  medical  assistance  under 
the  existing  Kerr-Mills  program  for  the  aged  who  cannot  afford  to 
meet  the  noninsured  costs. 
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B.   BETTER  HEALTH  SERVICES  FOR  CHILDREN  AND  YOUTH 

America's  tradition  of  compassion  for  the  aged  is  matched  by  our 
traditional  devotion  to  our  most  priceless  resource  of  all — our  young. 
Today,  far  more  than  many  realize,  there  are  great  and  growing  needs 
among  our  children  for  better  health  services. 

Acute  illness  strikes  children  under  15  nearly  twice  as  fre- 
quently as  it  does  adults. 

One  in  five  children  under  age  17  is  afflicted  with  a  chronic 
ailment. 

Three  out  of  every  100  children  suffer  some  form  of  paralysis 
or  orthopedic  impairment. 

At  least  2  million  children  are  mentally  retarded,  with  a  higher 
concentration  of  them  from  poor  families. 

Four  million  children  are  emotionally  disturbed. 
At  age  15,  the  average  child  has  more  than  10  decayed  teeth. 
If  the  health  of  our  Nation  is  to  be  substantially  improved  in  the 
years  to  come,  we  must  improve  the  care  of  the  health  of  our  75 
million  preschool  and  school-age  children  and  youth. 

There  is  much  to  do  if  we  are  to  make  available  the  medical  and 
dental  services  our  rising  generation  needs.    Nowhere  are  the  needs 
greater  than  for  the  15  million  children  of  families  who  live  in  poverty. 
Children  in  families  with  incomes  of  less  than  $2,000  are  able 
to  visit  a  doctor  only  half  as  frequently  as  those  in  families  with 
incomes  of  more  than  $7,000. 

Public  assistance  payments  for  medical  services  to  the  3  million 
needy  children  receiving  dependent  children's  benefits  through- 
out the  Nation  average  only  $2.80  a  month,  and  in  some  States 
such  medical  benefits  are  not  provided  at  all. 

Poor  families  increasingly  are  forced  to  turn  to  overcrowded 
hospital  emergency  rooms  and  to  overburdened  city  clinics  as 
their  only  resource  to  meet  their  routine  health  needs. 
Military  entrance  examinations  reveal  the  consequences.    Half  of 
those  rejected  cannot  pass  the  medical  tests.    Three-fourths  of  them 
would  benefit  from  treatment,  and  earlier  treatment  would  greatly 
increase  recovery  and  decrease  lifelong  disability. 

The  States  and  localities  bear  the  major  responsibility  for  providing 
modern  medical  care  to  our  children  and  youth.  But  the  Federal 
Government  can  help.    /  recommend  legislation  to — 

Increase  the  authorizations  for  maternal  and  child  health  and 
crippled  children's  services,  earmarking  funds  for  project  grants  to 
provide  health  screening  and  diagnosis  for  children  of  preschool 
and  school  age,  as  well  as  treatment  and  followup  care  services  for 
disabled  children  and  youth.  This  should  include  funds  to  help 
defray  the  operational  costs  of  university-affiliated  mental 
retardation  clinical  centers.  Provisions  should  also  be  made  for 
the  training  of  personnel  who  will  operate  medical  facilities  for 
children. 

Broaden  the  public  assistance  program  to  permit  specific  Federal 
participation  in  paying  costs  of  medical  and  dental  care  for 
children  in  medically  needy  families,  similar  to  the  Kerr-Mills 
program  for  the  aged. 

Extend  the  grant  programs  for  (a)  family  health  services  and 
clinics  for  domestic  agricultural  migratory  workers  and  their 
children  and  (6)  community  vaccination  assistance. 
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C.  IMPROVED  COMMUNITY  MENTAL  HEALTH  SERVICES 

Mental  illness  afflicts  1  out  of  10  Americans,  fills  nearly  one-half 
of  all  the  hospital  beds  in  the  Nation,  and  costs  $3  billion  annually. 
Fortunately,  we  are  entering  a  new  era  in  the  prevention,  treatment, 
and  care  of  mental  illness.  Mere  custodial  care  of  patients  in  large, 
isolated  asylums  is  clearly  no  longer  appropriate.  Most  patients 
can  be  cared  for  and  cured  in  their  own  communities. 

An  important  beginning  toward  community  preparation  has  been 
made  through  the  legislation  enacted  by  the  88th  Congress  author- 
izing aid  for  constructing  community  mental  health  centers.  But 
facilities  alone  cannot  assure  services. 

It  has  been  estimated  that  at  least  10,000  more  psychiatrists 
are  needed. 

Few  communities  have  the  funds  to  support  adequate  pro- 
grams, particularly  during  the  first  years. 

Communities  with  the  greatest  needs  hesitate  to  build  centers 
without  being  able  to  identify  the  source  of  operating  funds. 

Most  of  the  people  in  need  are  children,  the  aged,  or  patients 
with  low  incomes. 
/  therefore  recommend  legislation  to  authorize  a  5-year  program  of 
grants  for  the  initial  costs  of  personnel  to  man  community  mental  health 
centers  which  offer  comprehensive  services. 

D.   A  NEW  LIFE  FOR  THE  DISABLED 

Today,  we  are  rehabilitating  about  120,000  disabled  persons  each 
year.  I  recommend  a  stepped-up  program  to  overcome  this  costly 
waste  of  human  resources.  My  1966  budget  will  propose  increased 
funds  to  rehabilitate  an  additional  25,000. 

Our  goal  should  be  at  least  200,000  a  year.  /  recommend  legislation 
to  authorize — 

Project  grants  to  help  States  expand  their  services. 
Special  Federal  matching  so  that  rehabilitative  services  can 
be  provided  to  a  greater  number  of  the  mentally  retarded  and 
other  seriously  disabled  individuals. 

Construction  and  modernization  of  workshops  and  rehabilitation 
centers. 

II.  Strengthening  the  Nation's  Health  Facilities  and  Services 

In  our  urbanized  society  today,  the  availability  of  health  care 
depends  uniquely  upon  the  availability  and  accessibility  of  modern 
facilities,  located  in  convenient  and  efficient  places,  and  on  well- 
organized  and  adequately  supported  services.  The  lack  of  such 
facilities  and  services  is,  of  itself,  a  barrier  to  good  health  care. 

A.   MULTIPURPOSE  REGIONAL  MEDICAL  COMPLEXES 

In  this  century,  we  have  made  more  advance  than  in  all  other 
centuries  toward  overcoming  diseases  which  have  taken  the  heaviest 
toll  of  human  life.  Today  we  are  challenged  to  meet  and  master  the 
3  killers  which  alone  account  for  7  out  of  10  deaths  in  the  United 
States  each  year — heart  disease,  cancer,  and  stroke.  The  Commission 
on  Heart  Disease,  Cancer,  and  Stroke  has  pointed  the  way  for  us 
toward  that  goal. 
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The  newest  and  most  effective  diagnostic  methods  and  the  most 
recent  and  most  promising  methods  of  treatment  often  require  equip- 
ment or  skills  of  great  scarcity  and  expense  such  as — 
open  heart  surgery; 

advanced  and  very  high  voltage  radiation  therapy; 

advanced  disease  detection  methods. 
It  is  not  necessary  for  each  hospital  or  clinic  to  have  such  facilities, 
equipment,  or  services,  but  it  is  essential  that  every  patient  requiring 
such  specialized  and  expensive  procedures  and  services  have  access 
to  them.  Multipurpose  medical  complexes  can  meet  these  needs. 
They  would — 

speed  the  application  of  research  knowledge  to  patient  care, 
so  as  to  turn  otherwise  hollow  laboratory  triumphs  into  health 
victories  ; 

save  thousands  of  lives  now  needlessly  taken  annually  by  the 
three  great  killers — heart  disease,  cancer,  and  stroke — and  by 
other  major  diseases. 
A  plan  to  improve  our  attack  upon  these  major  causes  of  death 
and  disability  should  become  a  part  of  the  fabric  of  our  regional  and 
community  health  services.    The  services  provided  under  this  plan 
will  help  the  practicing  physician  keep  in  touch  with  the  latest  medical 
knowledge  and  by  making  available  to  him  the  latest  techniques, 
specialized  knowledge,  and  the  most  efficient  methods. 
To  meet  these  objectives,  such  complexes  should — 
Be  regional  in  scope. 

Provide  services  for  a  variety  of  diseases — heart  disease, 
cancer,  stroke,  and  other  major  illnesses. 

Be  affiliated  with  medical  schools,  teaching  hospitals,  and 
medical  centers. 

Be  supported  by  diagnostic  services  in  community  hospitals. 
Provide  diagnosis  and  treatment  of  patients,  together  with 
research  and  teaching  in  a  coordinated  system. 

Permit  clinical  trial  of  advanced  techniques  and  drugs. 
Medical  complexes — consisting  of  regional  organizations  of  medical 
schools,  teaching  hospitals,  and  treatment  centers  tied  into  community 
diagnostic  and  treatment  facilities — represent  a  new  kind  of  organi- 
zation for  providing  coordinated  teaching,  research,  and  patient  care. 
When  we  consider  that  the  economic  cost  of  heart  disease  alone 
amounts  to  540,000  lost  man-years  annually — worth  some  $2.5 
billion — the  urgency  and  value  of  effective  action  is  unmistakable. 

Action  on  this  new  approach,  stemming  from  recommendations  of 
the  Commission  on  Heart  Disease,  Cancer,  and  Stroke,  will  provide 
significant  improvements  in  many  fields  of  medicine. 

/  recommend  legislation  to  authorize  a  5 -year  program  of  project 
grants  to  develop  multipurpose  regional  medical  complexes  for  an  all-out 
attack  on  heart  disease,  cancer,  stroke,  and  other  major  diseases. 

B.  IMPROVED  SERVICES  FOR  THE  MENTALLY  RETARDED 

Mental  retardation  in  any  individual  is  a  lifelong  problem  of  the 
most  serious  nature  for  the  family  and  for  the  community.  But  we 
know  today  that  the  problem  need  not  and  must  not  lead  to  tragic 
hopelessness.  Much  is  being  done  to  provide  a  decent,  dignified, 
place  in  society  for  these  unfortunate  individuals. 
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The  88th  Congress  provided  a  substantial  foundation  for  building 
an  effective  national  program  for  the  prevention  of  mental  retardation 
and  care  of  the  mentally  retarded.  Under  this  authority,  grants  are 
authorized — 

For  construction  of  mental  retardation  research  centers,  com- 
munity mental  retardation  centers,  and  university-affiliated 
mental  retardation  centers. 

For  planning  by  all  the  States  of  comprehensive  action  to  com- 
bat mental  retardation  at  the  State  and  community  levels. 
The  1966  budget  includes  $282  million — a  $40  million  increase — for 
these  programs  and  other  mental  retardation  services,  including  pre- 
ventive activities  and  the  training  of  teachers  of  the  retarded.   I  urge 
that  this  full  amount  be  appropriated. 

Extensive  resources  and  programs  need  to  be  developed  in  the 
States  and  communities  to  prevent  mental  retardation  and  to  care  for 
the  mentally  retarded.  The  existing  authority  for  planning  grants 
will  end  on  June  30,  1965.  The  developmental  needs  and  effective 
utilization  of  the  construction  grants  require  followup  action. 

/  recommend  the  enactment  of  mental  retardation  program  development 
grants  for  2  additional  years  to  help  the  States  continue  this  essential 
work. 

C.   MODERNIZATION  OF  HEALTH  FACILITIES 

Great  progress  has  been  made  throughout  the  Nation  in  the  provi- 
sion of  new  general  hospitals  under  the  Hill-Burton  program.  But 
relatively  little  assistance  has  been  available  for  modernization  of  the 
older  hospitals,  found  particularly  in  our  large  cities.  Without  aid, 
deterioration  threatens  and  rapid  scientific  and  technical  change  is 
passing  by  these  essential  links  to  health  care  for  millions  of  our  people. 

The  1966  budget  will  include  funds  for  a  greatly  increased  hospital 
modernization  effort  as  well  as  for  expansion  in  the  number  and  quality 
of  nursing  homes.  /  urge  the  Congress  to  approve  the  full  amount 
requested  for  each  of  these  purposes. 

D.  AID  FOR  GROUP  PRACTICE  FACILITIES 

New  approaches  are  needed  to  stretch  the  supply  of  medical 
specialists  and  to  provide  a  wider  range  of  medical  services  in  the 
communities.  The  growth  of  voluntary,  comprehensive  group 
practice  programs  has  demonstrated  the  feasibility  of  grouping 
health  services  for  the  mutual  benefit  of  physicians  and  patients  by — 
Integrating  the  burgeoning  medical  specialties  into  an  efficient 
and  economical  system  of  patient  care. 

Reducing  the  incidence  of  hospitalization  which  may  now 
occur  because  there  are  few  alternative  centers  for  specialized 
care. 

The  initial  capital  requirements  for  group  practice  are  substantial, 
and  the  funds  are  not  now  sufficiently  available  to  stimulate  the 
expansion  and  establishment  of  group  practice.  To  facilitate  and 
encourage  this  desirable  trend,  /  recommend  legislation  to  authorize 
a  program  of  direct  loans  and  loan  guarantees  to  assist  voluntary  associ- 
ations in  the  construction  and  equipping  of  facilities  for  comprehensive 
group  practice. 
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III.  Manpower  for  the  Health  Services 

The  advance  of  our  Nation's  health  in  this  century  has,  in  the  final 
measure,  been  possible  because  of  the  unique  quality  and  fortunate 
quantity  of  men  and  women  serving  in  our  health  professions. 
Americans  respect  and  are  grateful  for  our  doctors,  dentists,  nurses, 
and  others  who  serve  our  Nation's  health.  But  it  is  clear  that  the 
future  requires  our  support  now  to  increase  the  quantity  and  assure 
the  continuing  high  quality  of  such  vital  personnel. 

In  all  sectors  of  health  care,  the  need  for  trained  personnel  continues 
to  outstrip  the  supply: 

At  present,  the  United  States  has  290,000  physicians.  In  a 
decade,  we  shall  need  346,000. 

Today  we  are  keeping  pace  with  our  needs  largely  because  of 
the  influx  of  numbers  of  foreign- trained  doctors.  Last  year  1,600 
came  into  the  United  States,  the  equivalent  of  the  output  from 
16  medical  schools  and  21  percent  of  our  medical  school  graduates. 

Population  growth  has  badly  outpaced  the  increase  in  dentists 
and  the  shortage  of  dentists  is  now  acute. 
To  begin  to  meet  the  Nation's  health  needs,  the  number  of  new 
physicians  graduated  each  year  must  increase  at  least  50  percent  by 
1975,  and  the  output  of  new  dentists  by  100  percent. 

The  Health   Professions  Educational  Assistance  Act  of  1963, 
authorizing  grants  to  schools  for  construction  of  medical  and  other 
health  education  schools  and  loans  to  students,  will  help  meet  this 
problem.    The  magnitude  of  the  need  is  demonstrated  by  the  response : 
Ninety  applications  have  been  received  from  medical  and 
dental  schools,  requesting  $247  million  in  Federal  aid  for  con- 
struction. 

Only  $100  million  is  available  in  1965;  and  the  full  authorization 
for  1966,  which  I  will  shortly  request  in  the  budget  I  am  sub- 
mitting, will  provide  $75  million  more. 
In  the  light  of  these  needs,  /  urge  the  Congress  to  appropriate  the  full 
amount  authorized  and  requested  for  the  Health  Professions  Educational 
Assistance  Act  program. 

While  we  must  build  new  medical  and  dental  schools,  we  must  also 
retain  and  sustain  the  ones  we  have.  To  be  neglectful  of  such  schools 
would  be  wasteful  folly. 

We  -must  face  the  fact  that  high  operating  costs  and  shortages  of 
operating  funds  are  jeopardizing  our  health  professions  educational 
system.  Tuition  and  fees  paid  by  medical  and  dental  students  meet 
less  than  half  the  institutional  costs  of  their  education.  Several 
underfinanced  medical  and  dental  schools  are  threatened  with  failure 
to  meet  educational  standards.  New  schools  are  slow  to  start,  even 
when  construction  funds  are  available  due  to  lack  of  operating  funds. 
/  therefore  recommend  legislation  to  authorize — 

formula  grants  to  help  cover  basic  operating  costs  of  our  health 
profession  schools  in  order  that  they  may  significantly  expand  both 
their  capacity  and  the  quality  of  their  educational  programs; 

project  grants  to  enable  health  profession  schools  to  experiment 
and  demonstrate  new  and  improved  educational  methods. 
Traditionally,  our  medical  profession  has  attracted  outstanding 
young  talent,  and  we  must  be  certain  that  this  tradition  is  not  com- 
promised.   We  must  draw  the  best  available  talent  into  the  medical 
profession.    Half  of  last  June's  medical  school  graduates  came  from 
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families  with  incomes  of  over  $10,000  a  year.  The  high  costs  of 
medical  school  must  not  deny  access  to  the  medical  profession  for 
able  youths  from  low-  and  middle-income  families. 

/  therefore  recommend  legislation  to  authorize  scholarships  for  medical 
and  denial  students  who  would  otherwise  not  be  able  to  enter  or 
complete  such  training. 

Looking  to  the  future 

We  must  also  look  to  the  future  in  planning  to  meet  the  health 
manpower  requirements  of  the  Nation. 

Unmet  health  needs  are  already  large.  American  families  are 
demanding  and  expecting  more  and  better  health  services.  In  the 
past  decades  the  proportion  of  our  gross  national  product  devoted  to 
health  has  increased  by  more  than  50  percent.  The  trend  is  still 
upward.  If  we  are  to  meet  our  future  needs  and  raise  the  health  of 
the  Nation,  we  must — 

improve  utilization  of  available  professional  health  personnel; 
expand  the  use  and  training  of  technicians  and  ancillary  health 
workers  through  special  schools  and  under  the  Vocational  Educa- 
tion Act  and  Manpower  Development  and  Training  Act  programs; 

expand  and  improve  training  programs  for  professional  and  for 
supporting  health  personnel; 

plan  ahead  to  meet  requirements  for  which  the  leadtime  is 
often  10  years  or  more. 
With  these  objectives  in  mind,  /  have  asked  the  Secretary  of  Health, 
Education,  and  Welfare  to  develop  a  long-range  health  manpower  pro- 
gram for  the  Nation  and  to  recommend  to  me  the  steps  which  should 
be  taken  to  put  it  into  effect. 

IV.  Health  Research  and  Research  Facilities 

Two  decades  ago  this  Nation  decided  that  its  Government  should 
be  a  strong  supporter  of  the  health  research  to  advance  the  well-being 
of  its  people.  This  year  that  support  amounts  to  more  than  two- 
thirds  of  the  total  national  expenditure  of  $1.5  billion  for  health 
research. 

Continued  growth  of  this  research  is  necessary  and  the  1966  budget 
includes: 

Ten-percent  growth  in  expenditures  for  health  research  and 
for  the  related  training. 

Funds  to  begin  an  automated  system  for  processing  the  ex- 
ploding volume  of  information  on  drugs  and  other  chemicals 
related  to  health. 
Health  research,  no  less  than  patient  care,  requires  adequate 
facilities.    Over  the  past  8  years  the  Health  Research  Facilities  Act 
has  been  highly  successful  in  helping  provide  research  facilities  to 
universities  and  other  nonprofit  institutions.     Federal  grants  of 
$320  million  to  990  construction  projects  have  generated  over  $500 
million  in  matching  institutional  dollars. 

This  authority  expires  on  June  30,  1966,  and  i"  recommend  that 
it  be  extended  for  5  years  with  an  increased  authorization  and_  with  a 
larger  Federal  share  for  specialized  research  facilities  of  a  national  or 
regional  character. 
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V.  Health  Grants  and  Protection  Measures 

Our  complex  modern  society  is  creating  health  hazards  never  before 
encountered.  The  pollution  of  our  environment  is  assuming  such 
important  proportion  I  shall  shortly  send  to  the  Congress  a  special 
message  dealing  with  this  challenge. 

But  the  protection  of  the  public  health  also  reauires  action  on  other 
fronts. 

A.  HEALTH  GRANTS  TO  COMMUNITIES   AND  STATES 

In  safeguarding  and  advancing  the  Nation's  health,  States  and 
communities  have  long  had  special  responsibilities.  General  and 
special-purpose  health  grants  have  proved  an  effective  means  of 
strengthening  the  Federal  Government's  partnership  with  them  in 
improving  the  public  health. 

I  have  directed  the  Secretary  of  Health,  Education,  and  Welfare 
to  study  these  programs  thoroughly  and  to  recommend  to  me  necessary 
legislation  to  increase  their  usefulness. 

Authorizations  for  many  of  these  programs  expire  at  the  close  of 
fiscal  year  1966.  So  that  a  thorough  review  may  be  made,  1  recom- 
mend that  the  Congress  extend  the  authorizations  through  June  SO,  1967. 

B.  CONSUMERS  HEALTH  PROTECTION 

Modernization  of  the  Federal  Food,  Drug,  and  Cosmetic  Act  is 
imperative  if  our  health  protection  program  is  to  keep  pace  with  the 
technological  and  industrial  advances  of  recent  years. 

The  health  of  all  Americans  depends  on  the  reliability  and  safety  of 
the  products  of  the — 

food  industry  which  alone  generates  nearly  $100  billion  in  retail 
sales  each  year; 

drug  industry  with  sales  reaching  $6  billion; 
cosmetic  industry  which  markets  $2.5  billion  of  products. 
All  must  be  operated  under  the  highest  standards  of  purity  and  safety. 

Yet,  despite  recent  improvements  in  food  and  drug  legislation,  seri- 
ous gaps  in  our  ability  to  protect  the  consumer  still  exist.  The  law 
should  be  strengthened  to  provide  adequate  authority  in  the  regula- 
tion of  nonprescription  drugs,  medical  devices,  cosmetics,  and  food. 

Narcotics  are  not  alone  among  the  hazardous,  haoit-forming  drugs 
subject  to  improper  use.  Barbiturates,  amphetamines,  and  other 
drugs  have  harmful  effects  when  improperly  used.  Widespread  traffic 
resulting  from  inadequate  controls  over  the  manufacture,  distribution, 
and  sale  of  these  drugs  is  creating  a  growing  problem  which  must  be 
met.    We  must  also  counter  the  threat  from  counterfeit  drugs. 

/  recommend  legislation  to  bring  the  -  production  and  distribution  of 
barbiturates,  amphetamines,  and  other  psychotoxic  drugs  under  more 
effective  control. 

For  the  fuller  protection  of  our  families,  /  recommend  legislation  to 

require — 

Adequate  labeling  of  hazardous  substances. 

Safety  regulation  of  cosmetics  and  therapeutic  devices  by  pre- 
marketing examination  by  the  Food  and  Drug  Administration. 
Authority  to  seize  counterfeit  drugs  at  their  source. 
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Conclusion 

I  believe  we  have  come  to  a  rare  moment  of  opportunity  and 
challenge  in  the  evolution  of  our  society.  In  the  message  I  have 
presented  to  you — and  in  other  messages  I  shall  be  sending — my 
purpose  is  to  outline  the  attainable  horizons  of  a  greater  society  which 
a  confident  and  prudent  people  can  begin  to  build  for  the  future. 

Whatever  we  aspire  to  do  together,  our  success  in  those  enterprises — ■ 
and  our  enjoyment  of  the  fruits  that  result — will  rest  finally  upon  the 
health  of  our  people.  We  cannot  and  we  will  not  overcome  all  the 
barriers — or  surmount  all  the  obstacles — in  one  effort,  no  matter  how 
intensive.  But  in  all  the  sectors  I  have  mentioned  we  are  already 
behind  our  capability  and  our  potential.  Further  delay  will  only 
compound  our  problems  and  deny  our  people  the  health  and  happiness 
that  could  be  theirs. 

The  Eighty-eighth  Congress  wrote  a  proud  and  significant  record  of 
accomplishment  in  the  field  of  health  legislation.  I  have  every  con- 
fidence that  this  Congress  will  write  an  even  finer  record  that  will  be 
remembered  with  honor  by  generations  of  Americans  to  come. 

Lyndon  B.  Johnson. 

The  White  House,  January  7,  1965. 
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THE  WHITE  HOUSE 


HEALTH  IN  AMERICA 


TO  THE  CONGRESS  OF  THE  UNITED  STATES: 

My  health  recommendations  to  the  Congress  this  year  include  five  major 
new  goals: 

First,  to  reduce  sharply  the  inexcusably  high  rate  of  infant  mortality 
in  the  United  States. 

Second,  to  meet  the  urgent  need  for  more  doctors,  nurses  and  other  health 
workers . 

Third,  to  deal  with  the  soaring  cost  of  medical  care  and  to  assure  the 
most  efficient  use  of  our  health  resources. 

Fourth,  to  lower  the  shocking  toll  of  deaths  caused  by  accidents  in 
America. 

Fifth,  to  launch  a  nation-wide  volunteer  effort  to  improve  the  health 
of  all  Americans. 

Each  of  these  goals — and  others  which  I  will  discuss  in  this  message — will 
require  an  unprecedented  national  commitment.    Each  will  take  years  to 
achieve.    But  every  one  of  them  must  be  reached  if  we  are  to  guarantee 
to  every  citizen  a  full  measure  of  safety,  health  and  good  medical  care. 

The  first  generation  of  Americans  built  their  dream  of  a  new  nation  on 
the  conviction  that  life,  liberty  and  the  pursuit  of  happiness  are  the 
inalienable  rights  of  every  man. 

For  nearly  two  centuries,  our  Nation  has  sought  to  make  those  rights  a 
reality  for  more  and  more  of  our  people. 

It  has  fallen  to  this  generation  to  assure  that  those  rights  have  real 
meaning  for  every  citizen.    And  this  generation  of  Americans  has  made 
an  historic  commitment  to  open  new  opportunities — for  economic  advance, 
for  educational  fulfillment,  for  equality — for  every  citizen: 

—    Through  unprecedented  economic  growth  during  the  last  83  months 
and  the  war  against  poverty,  nearly  12  million  Americans  have 
been  lifted  out  of  the  depths  of  want  and  despair. 

--    Through  more  than  18  landmark  education  measures  in  the  last 
four  years,  a  tripling  of  the  Federal  investment  in  education, 
and  a  doubling  of  all  public  and  private  expenditures  on 
education  in  the  last  six  years,  the  Nation  is  moving  rapidly 
to  give  every  American  child  a  real  chance  for  full  growth 
and  development. 
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—  Through  the  landmark  Civil  Rights  Act  of  196^  and  1965,  we 
have  moved  closer  to  the  day  when  equal  justice  and 
opportunity  will  become  a  reality  for  all  Americans. 

We  have  sought  also  to  make  these  basic  rights  meaningful  to  the  older 
person  stricken  with  arthritis,  to  the  poor  child  with  rheumatic  fever, 
to  the  infant  who  in  an  earlier  day  might  have  suffered  the  ravages 
of  polio. 

In  the  last  three  years,  the  Federal  Government  enacted  nearly  30  new 
health  measures.    We  have  increased  its  investment  from  $6  billion  to 
nearly  $1^  billion  annually  to  assure  that  the  benefits  of  modern 
medicine  are  available  to  all  our  people: 

—  To  make  medical  care  available  to  those  who  need  it  most,  the 
elderly  and  the  poor,  expenditures  have  risen  from  $1  billion 
to  nearly  $8  billion.    Another  $2.5  billion  is  spend  each  year 
to  bring  the  finest  health  care  to  our  servicemen  and  veterans. 

—  To  build  new  laboratories,  hospitals  and  health  clinics,  and 
to  train  the  men  and  women  to  work  in  them,  expenditures  have 
risen  from  $2  billion  to  nearly  $3  billion  annually. 

—  To  prevent  and  control  disease,  expenditures  have  risen  from 
$14-50  million  to  nearly  $700  million. 

The  real  meaning  of  these  statistics  is  found  in  the  lives  of  people  who 
have  been  helped: 

—  19«5  million  Americans  65  and  over    are  now  able  to  receive 
the  medical  care  they  need  without  suffering  crushing  economic 
burdens . 

—  20  million  children  who  have  been  vaccinated  against  measles, 
and  323>000  fewer  children  suffer  from  measles  each  year. 

—  30  million  have  been  protected  against  diptheria,  polio,  tetanus 
and  whooping  cough,  reducing  by  more  than  50  percent  the  number 
of  children  who  suffer  from  these  diseases. 

—  ^3 ) 000  retarded  children  can  now  look  forward  to  more  productive 
lives  because  of  the  150  special  clinics  built  to  serve  them. 

—  kf  million  Americans  live  in  communities  served  by  new  mental 
health  centers. 

—  The  life  expectancy  of  Americans  continues  to  increase,  promising 
millions  a  longer  and  fuller  life.    In  1920,  it  was  5^»1  years, 
today  it  is  over  TO. 


And  the  discoveries  of  modern  science  promise  a  better  life  for  all 
citizens:    the  prevention  of  German  measles,  the  advances  in  treating 
leukemia,  the  progress  in  understanding  life's  processes. 

We  must  continue  to  build  upon  those  proud  achievements. 

The  Birthright  of  Sound  Health 

The  American  child  is  born  into  a  land  richer  with  promise  than  any 
nation  in  the  history  of  the  world. 

But  to  share  in  that  promise,  he  must  survive  the  perils  of  birth  and 
infancy.  For  too  many  American  children,  the  hazards  of  survival  are 
steep. 

This  great,  wealthy,  resourceful  Nation — which  should  lead  the  world  in 
saving  its  young- -instead  ranked  15th  in  infant  mortality  in  1965* 

In  that  year,  nearly  25  infants  out  of  every  1,000  born  in  this  country 
died  before  the  age  of  one.    Thousands  more  were  handicapped  for  life 
because  of  inadequate  health  care  in  their  first  year. 

The  infant  mortality  rate  among  poor  families  was  nearly  double  the 
national  average.    In  certain  city  ghettos  and  pockets  of  rural  poverty 
the  rate  was  7  times  that  in  surrounding  suburban  areas. 

Those  figures  shamed  this  enlightened  Nation.    And  we  acted  to  meet  the 
problem. 

Through  the  Maternal  and  Child  Health  program: 

—  300,000  women  are  now  receiving  family  planning  services. 

—  390,000  receive  maternity  care. 

—  680,000  infants  are  getting  the  attention  so  crucial  to  their 
later  development. 

Through  the  Crippled  Children's  program,  U60,000  children  will  be  treated 
for  handicapping  conditions  each  year. 

Through  Medicaid,  thousands  of  needy  mothers  and  their  infants  are 
receiving  the  care  vital  to  their  health  and  well  being. 

The  infant  mortality  rate  in  this  country  dropped  from  25.2  deaths  per 
thousand  in  1963,  to  22.1  per  thousand  in  1967— a  12$  decline  in  four  years. 

The  success  of  these  programs  in  two  cities  demonstrates  that  the  tragic 
rate  of  infant  mortality  can  be  reduced  even  faster.    Last  year,  because 
of  modern  medicine  and  a  concentrated  effort,  the  rate  in  Washington,  D.C. 
fell  8.5$;  the  rate  in  Chicago  in  the  first  10  months  of  the  year 
dropped  15$. 
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In  1963,  100,000  infants  died.    In  1967,  that  figure  was  reduced  to  80,000. 
Bat  this  progress  is  not  enough.    For  thousands  more  did  not  receive  the 
medical  care  so  vital  to  their  future  growth  and  development. 

The  Child  Health  Improvement  and  Protection  Act  of  1968 

This  Nation  must  accelerate  its  efforts.    The  cost  of  future  care  rises 
every  time  a  child's  disease  or  handicap  is  left  unattended.    A  man's 
potential  is  diminished  every  time  an  affliction  that  could  be  cured 
in  childhood  causes  permanent  damage.    Most  important  of  all,  America's 
conscience  is  scarred  and  her  future  dimmed  every  time  a  child  dies 
needlessly. 

We  must  now  attack  the  problem  of  infant  mortality  on  a  nation-wide  basis 
by  providing  essential  medical  care  to  the  700,000  needy  mothers  who 
give  birth  each  year  and  to  their  infants. 

To  launch  this  effort,  I  recommend  a  $58  million  increase  in  appropriations 
for  the  maternal  and  child  health  care  programs  in  fiscal  1969» $25 
million  of  this  increase  will  provide  for  the  expansion  of  maternity  and 
infant  care  centers  and  clinics. 

By  1973 >  our  goal  is  to  assure  every  needy  American  family: 

—  Adequate  prenatal  and  postnatal  care  for  the  mother. 

—  A  safe  delivery  by  trained  health  professionals. 

—  Competent  examination  of  the  child  at  birth,  and  expert 
treatment  when  needed. 

—  The  best  of  modern  medical  care  for  the  infant  during  his  first 
year  to  prevent  disease,  cure  illness,  and  correct  handicaps. 

—  An  opportunity,  on  a  voluntary  basis,  to  plan  the  number  and 
spacing  of  children. 

To  fulfill  this  objective,  I  propose  the  Child  Health  Act  of  1968. 

With  this  authority,  the  Nation  will  be  able  to  provide  comprehensive 
medical  care  for  every  needy  mother  and  her  infant. 

For  America's  Young 

As  we  launch  a  major  new  effort  to  improve  health  care  for  the  very  young, 
we  must  not  lose  sight  of  our  responsibility  for  all  of  America's 
children.    We  are  encouraged  by  the  gains  made  under  our  pioneering 
efforts : 


—  Head  Start  and  other  preschool  programs  which  have  brought 
education  and  health  care  to  more  than  2  million  children. 

Medicaid  which  will  provide  health  care  to  more  than  3  million 
children  this  year. 

—  137  new  mental  retardation  clinics  have  been  built  to  serve 
over  40,000  retarded  children. 

Nevertheless,  the  dimensions  of  what  remains  to  be  done  are  seen  in  these 
grim  statistics: 

—  ^36,000  children  are  victims  of  cerebral  palsy. 

—  424,000  have  epilepsy. 

12.3  million  have  eye  defects. 

—  2.5  million  have  hearing  impairments. 

—  3*2  million  have  speech  defects. 

—  2.3  million  have  orthopedic  handicaps. 

4.8  million  are  emotionally  disturbed. 

To  continue  our  efforts  to  meet  the  needs  of  America's  children,  I 
recommend  that  the  Congress  provide  $1.4  billion  in  fiscal  19&9 — 811 


increase  of  i>215  million — for  child  health  services  under  Medicaid  and 


other  Federal  health  programs.    These  funds  will  provide: 

—    3*5  million  poor  children  with  health  services  under  Medicaid. 

More  than  1  million  children  with  comprehensive  health  services 
at  56  Children  and  Youth  Centers. 


500,000  Head  Start  children  with  medical  examinations  and 
follow-up  treatment. 

460,000  children  with  treatment  for  handicapping  conditions. 

200,000  children  with  family  services  at  Neighborhood  Health 
Centers . 


The  Benefits  of  Research 


The  history  of  our  times  is  not  solely  a  study  in  crisis.    It  is  also  one 
of  hope:  when  polio  was  conquered;  when  other  infectious  diseases  that  had 
plagued  man  for  centuries  fell  one  after  another;  when  breakthroughs  in 
genetics  brought  a  better  understanding  of  the  process  of  life. 
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These  are  the  quiet  successes  achieved  in  countless  laboratories,  leaving 
their  mark  forever  on  the  future  of  man. 

1967  was  a  breakthrough  year  which  brought  many  rich  dividends: 
1.    Measles  can  now  be  completely  prevented.    2.    The  creation  of  life 
in  a  California  test  tube  startled  the  world.    3»    The  Minnesota-trained 
doctor's  first  heart  transplant  was  an  historic  milestone. 

But  none  of  these  achievements  were  the  result  of  a  single  year's 
research.    They  came  from  the  careful  work  of  many  years.    They  were 
made  possible  by  the  Federal  Government's  continuing  support  to  scientists 
who  seek  to  expand  our  store  of  fundamental  knowledge.    That  support  has 
grown  from  $1  billion  in  1963>  to  nearly  $1.5  billion  today,  and  comprises 
65  percent  of  the  Nation's  total  expenditures  for  biomedical  research. 

Yet  we  have  only  begun  to  unlock  the  secrets  of  better  health  and  a  richer 
life. 

Our  understanding  of  disease  and  human  development  is  woefully  incomplete. 
We  can  control  some  types  of  cancer,  but  do  not  yet  know  their  exact 
causes . 

We  are  still  groping  to  understand  the  causes  and  the  cures  of  mental 
illness.    We  have  only  begun  to  discover  the  reasons  for  mental  retardation. 

The  relentless  search  for  knowledge  must  go  on.    To  assure  the  breakthroughs 
of  next  year,  and  the  years  after,  I  recommend  that  the  Congress  provide 
$1.5  billion  for  health  research  in  fiscal  1969* 

Population  and  Human  Reproduction 

Two  vital  fields  long  neglected  by  research  are  population  and  human 
reproduction.    Thousands  of  parents  want  help  in  determining  how  to 
plan  their  families.    Thousands  of  others  are  unable  to  have  the  children 
they  desire. 

Our  lack  of  knowledge  impedes  our  effort  to  provide  the  help  they  need. 

—  Far  too  little  is  known  about  the  physiology  of  reproduction 
and  its  effect  on  all  aspects  of  human  life. 

—  Searching  studies  are  needed  to  determine  the  complex  emotional, 
sociological,  physiological  and  economic  factors  involved. 

A  wide  range  of  scientists  must  bring  to  these  problems  their  specialized 
disciplines — biologists,  behavioral  scientists,  biochemists,  pharma- 
cologists, demographers,  experts  in  population  dynamics. 
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To  launch  this  effort,  I  have  directed  the  Secretary  of  Health,  Education, 
and  Welfare  to  establish  a  Center  for  Population  Studies  and  Human 
Reproduction  in  the  National  Institute  of  Child  Health  and  Human  Development , 
The  Center  will  serve  to  give  new  energy  and  direction  to  the  research 
activities  of  all  Federal  Departments  and  Agencies  in  these  fields. 

I  am  asking  the  Congress  to  appropriate  $12  million  to  support  the  research 
activities  of  the  Center  during  its  first  year  of  operation. 

As  we  move  to  expand  our  knowledge  of  population  and  human  reproduction, 
we  must  make  that  knowledge  available  to  those  who  want  it.    Last  year, 
the  Federal  Government  helped  to  bring  information  and  counseling  on  a 
voluntary  basis  to  more  than  500 , 000  women.    But  there  are  millions  more 
who  want  help. 

I  recommend  that  the  Congress  provide  for  an  increase  in  funds  from  $25 
million  in  fiscal  1968  to  $6l  million  in  fiscal  19&9  so  that  three  million 


women  can  have  access  to  family  planning  help  if  they  so  desire. 

Health  Manpower 

Several  years  ago,  this  Nation  set  out  to  encourage  the  training  of  more 
doctors,  nurses  and  medical  technicians. 

As  the  result  of  the  imaginative  programs  recommended  by  the  Administration 
and  approved  by  the  Congress  over  the  last  five  years: 

—  An  additional  100,000  doctors,  nurses,  dentists,  laboratory 
technicians,  and  other  health  workers  are  being  trained  this 
year  to  meet  the  health  needs  of  our  growing  population. 

—  More  than  850  medical,  dental  and  nursing  schools  have  enlarged 
their  capacity  or  improved  their  instruction. 

This  rate  of  progress  is  encouraging.    But  our  increasing  population  and 
the  demand  for  more  and  better  health  care  swell  the  need  for  doctors, 
health  professionals  and  other  medical  workers. 

Yet  we  lack  the  capacity  to  train  today  those  who  must  serve  us 
tomorrow. 

To  train  more  health  workers  and  to  train  them  better  and  faster,  I  propose 
the  Health  Manpower  Act  of  1968. 

This  Act  will  extend  and  strengthen  five  vital  measures  which  are  due  to 
expire  in  June  1969* 

(l)    The  Health  Educational  Act  of  1963  will  be  reinforced  to: 

—  Provide  new  classrooms,  laboratories  and  libraries  needed  to  train 
more  doctors  and  other  health  professionals. 
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--    Authorize  new  operating  and  project  grants  which  will  encourage 
the  schools  to  expand  their  enrollment,  improve  their  curricula, 
and  reduce  the  length  of  their  training. 

--    Extend  financial  aid  to  thousands  of  students  each  year. 

—  Simplify  procedures  so  that  schools  can  obtain  funds  for  joint 
research- teaching- training-library  projects  through  one  application. 

(2)  The  Nurse  Training  Act  of  196k  will  be  improved  to: 

—  Strengthen  the  loan,  scholarship,  and  traineeship  program  so 
that  nearly  50,000  nursing  students  can  be  helped  through  school 
in  the  first  year  of  the  program. 

—  Encourage  nursing  schools  to  expand  enrollment  and  overcome  high 
attrition  rates  by  revamping  their  curricula  and  tailoring  their 
courses  to  the  needs  of  the  students. 

(3)  The  Health  Personnel  Training  Act  of  1966  will  be  continued  to  speed 
the  training  of  paramedical  personnel  and  other  health  workers  by: 

—  Constructing  new  classrooms. 

—  Improving  the  quality  of  instruction. 

—  Developing  new  curricula  and  methods  of  training. 

(k)    The  Health  Research  Act  of  1965  will  be  amended  to  permit  greater 
emphasis  on  the  development  of  research  facilities  meeting  critical 
regional  or  national  needs. 

(5)    The  Graduate  Health  Training  Act  of  196k  will  be  extended  to  increase 
the  number  of  skilled  administrators  and  public  health  workers. 

I  urge  the  Congress  to  appropriate  $290  million  in  fiscal  19&9  to  carry 
forward  our  vital  health  manpower  programs. 

This  effort  will  be  bolstered  by  the  Veterans  in  Public  Service  Act, 
which  I  recently  proposed  to  the  Congress.    Under  that  Act,  the  talents 
of  the  veteran  will  be  enlisted  for  service  to  his  community.    For  those 
who  return  to  meet  critical  health  manpower  shortages,  there  will  be 
special  benefits  while  they  are  in  training  and  on  the  job. 

I  urge  the  Congress  to  launch  this  program  promptly  so  that  we  can  bring 
the  skills  and  experience  of  the  veteran  to  bear  on  our  pressing  health 
needs. 
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Partnership  For  Health 

In  1966  we  launched  the  Partnership  for  Health.  Its  purpose  was  to  support 
State  and  local  efforts  to: 

—  Identify  the  health  needs  of  each  State  and  city. 

—  Mobilize  the  resources  of  the  State  to  meet  those  needs. 

—  Determine  what  additional  resources,  facilities,  equipment  and 
manpower,  are  required. 

In  the  brief  period  since  its  enactment,  this  great  Partnership  has 
pioneered  in  the  expansion  of  State  and  local  responsibility  for  the 
health  of  our  citizens. 

Every  State  and  many  communities  have  now  created  health  planning  agencies 
which  are  at  work  developing  and  implementing  bold  new  health  strategies. 
This  planning,  tailored  to  the  special  needs  of  each  State,  will  forge 
Federal,  State  and  local  efforts  into  an  effective  instrument  to  bring 
better  health  care  to  the  people. 


This  important  work  must  continue--and  it  must  be  expanded. 


I  recommend  that  the  Congress  appropriate  I 

>195  million  for  the  Partnership 

For  Health  in  fiscal  1969*  ^  increase  of  i 

>35  million  over  fiscal  1968— an 

increase  of  22  percent. 

The  Regional  Medical  Program 

In  1966,  we  began  the  Regional  Medical  Program  to  reduce  the  toll  of  death 
and  disability  from  heart  disease,  cancer,  stroke  and  related  illnesses. 
Its  purpose  is  to  translate  research  into  action,  so  all  the  people  of 
our  Nation  can  benefit  as  rapidly  as  possible  from  the  achievements  of 
modern  medicine. 

Fifty- four  regions,  spanning  the  nation,  have  begun  planning.  Eight 
regions  have  already  begun  action  programs.  Most  of  the  others  will 
start  by  the  end  of  the  year. 

These  programs  are  concentrating  regional  resources  and  developing  more 
effective  ways  to  attack  the  three  chief  killers  in  this  country. 
Thousands  of  Americans  stricken  by  heart  disease,  cancer  or  stroke  are 
already  receiving  better  care. 

But  these  threats  to  our  health  and  vitality  remain  stubborn  and 
unyielding. 
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I  recommend  that  the  Congress  extend  the  Regional  Medical  Program  and 
increase— by  almost  100  percent— to  $100  million  the  funds  available""for 
the  program  in  fiscal  1969 * 

Controlling  Costs  of  Health  Care 

Virtually  every  family  feels  the  burden  of  rising  costs  of  medical  care. 

Thousands  of  Americans  today  are  not  getting  urgently  needed  medical 
care  because  they  cannot  afford  it. 

Others  pay  for  it  only  by  giving  up  necessities,  or  postponing  a  long- 
held  dream,  or  mortgaging  their  futures. 

The  outlook  is  sobering.    It  has  been  estimated  that  between  1965  a^L 
1975 j  the  cost  of  living  will  increase  by  more  than  20  percent.    But  the 
cost  of  health  care  will  increase  by  nearly  IkO  percent  by  1975 1 

--    Average  payments  per  person  will  nearly  double  from  about  $200 
a  year  to  some  $*KX)  a  year. 

—  Drug  payments  will  rise  by  65  percent. 

—  Dental  bills  will  increase  100  percent. 

—  Doctors'  bills  will  climb  160  percent. 

—  Payments  for  general  hospital  services  will  jump  250  percent. 

Part  of  these  increases  will  be  for  expanded  and  improved  health 
services.    But  a  large  part  of  the  increase  will  be  unnecessary— a  rise 
which  can  be  prevented. 

Last  year  I  appointed  a  Commission  of  distinguished  citizens— physicians, 
hospital  officials,  teachers,  business  executives,  and  other  leaders— to 
make  a  comprehensive  study  of  health  manpower  and  medical  care. 

The  Commission,  which  reported  in  November,  cited  three  major  deficiencies 
in  present  practices  which  contribute  to  unacceptable  increases  in 
medical  costs: 

—  Most  health  insurance  plans  encourage  doctors  and  patients  to 
choose  hospitalization  even  when  other,  less  costly,  forms 

of  care  would  be  equally  effective. 

—  Health  professions  are  generally  paid  in  proportion  to  the  amount 
of  service  they  render.    There  are  no  strong  economic  incentives 
to  encourage  them  to  avoid  providing  care  that  is  unnecessary. 
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—    Hospitals  charge  on  a  cost  basis,  which  places  no  penalty  on 
inefficient  operations.    Moreover,  present  systems  of  hospital 
management  makes  it  very  difficult  to  maintain  effective  control 
over  hospital  costs. 

The  Commission  concluded: 

"If  the  needs  for  health  care  are  to  be  met,  the  health  care  system 
must  be  organized  to  employ  its  resources  with  more  wisdom  and 
effectiveness.    The  two  areas  which  appear  to  offer  the  greatest 
potential  for  improvement  are  (l)  reducing  unnecessary  (or  unnecessarily 
expensive)  medical  care  and  (2)  increasing  efficiency  in  the  provision 
of  hospital  care." 

It  will  not  be  easy  to  carry  out  this  recommendation. 

But  unless  we  do — unless  we  act  now — health  care  will  not  improve  as 
fast  as  it  should. 

Congress  has  recognized  this  problem  of  rising  medical  costs.    Late  last 
year  it  authorized  the  Secretary  of  Health,  Education,  and  Welfare  to  test 
different  types  of  payment  systems  under  Medicare,  Medicaid,  and  the 
Maternal  and  Child  Health  programs. 

I  have  directed  the  Secretary  of  Health,  Education,  and  Welfare  to  begin 
immediately  extensive  tests  of  incentives  designed  to  reduce  the  cost 
of  medical  care. 

First,  we  must  explore  ways  to  prevent  unnecessary  hospitalization.  Our 
experience  in  Medicare  can  serve  as  a  guideline.    Under  that  plan,  hospital 
stays  are  limited  to  periods  which  are  clearly  necessary,  and  payments  are 
provided  for  other  less  expensive  types  of  care  which  serve  the  patient 
equally  well:    outpatient  clinic  service,  home  treatment,  nursing  home 
care.    We  can  also  draw  on  the  experience  of  new  private  prepaid 
comprehensive  plans  featuring  incentives  designed  to  reduce  unnecessary 
hospitalization. 

Second,  we  must  test  incentives  designed  to  control  the  cost  of  hospital 
care  itself.    The  Health  Manpower  Commission  reported  that  costs  among 
some  of  the  Nation's  best  hospitals  vary  as  much  as  100$,  without 
significant  differences  in  quality  or  scope  of  services.    This  shows  that 
savings  in  hospital  costs  can  be  achieved.    We  must  find  ways  to  encourage 
efficiency  and  penalize  waste. 

These  tests  will  call  for  the  cooperation  of  doctors,  hospitals  and 
insurance  companies. 

They  will  be  the  pioneer  efforts.    If  they  are  successful — and  if  they 
can  be  applied  on  a  broad  basis— they  will  hold  much  promise  for  the 
American  people. 
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I  recommend  that  the  Congress  authorize  the  Secretary  of  Health, 
Education,  and  Welfare,  under  Medicare,  Medicaid  and  the  Maternal  and 
Child  Health  programs,  to  employ  nev  methods  of  payments  as  they  prove 
effective  in  providing  high  quality  medical  care  more  efficiently  and 
at  lower  cost. 

It  is  appropriate  that  the  Government— which  pays  more  than  20$  of  the 
nation's  medical  bill-- take  the  lead  in  stemming  soaring  medical  care 
costs. 

But  this  can  be  only  part  of  the  effort.    Ultimate    success  will  depend 
on  the  ingenuity  of  our  health  profession  and  institutions,  and  the 
insurance  systems  allied  with  them. 

The  rewards  of  success- -and  the  penalties  of  inaction— demand  a  dedicated 
effort  by  all.    Unless  the  cost  spiral  is  stopped,  the  Nation's  health 
bill  could  reach  a  staggering  $100  billion  by  1975*    The  cost  of  providing 
adequate  medical  care  to  a  family  could  double. 

The  Cost  of  Drugs 

Beyond  this,  we  must  make  certain  that  the  American  taxpayer  does  not 
pay  needlessly  high  and  exhorbitant  prices  for  prescription  drugs  used 
in  Federally- supported  programs. 

Recent  surveys  have  shown,  for  instance,  that  12  drugs  of  the  same  type 
range  in  retail  price  from  $1.25  to  $11  for  30  tablets.    The  taxpayer 
should  not  be  forced  to  pay  $11  if  the  $1.25  drug  is  equally  effective. 
To  do  this  would  permit  robbery  of  private  citizens  with  public  approval. 

I  recommend  that  the  Congress  authorize  the  Secretary  of  Health, 
Education,  and  Welfare  to  establish  a  reasonable  cost  range  to  govern 
reimbursement  for  drugs  now  provided  under  Medicare,  Medicaid  and 
Maternal  and  Child  Health  programs. 

This  payment  method  will  apply  in  all  parts  of  these  programs,  except  in 
those  cases  where  hospitals  and  other  health  care  institutions  have 
established  effective  and  reliable  systems  for  cost  and  quality  control. 

The  physician  will  be  free  to  select  more  expensive  drugs  of  the  same 
quality  and  effectiveness,  if  he  chooses,  but  reimbursement  will  be 
limited  to  the  payment  range  established  by  the  Secretary. 

To  Protect  the  American  Patient 

The  wide  array  of  medication  available  to  the  American  patient  is  a 
tribute  to  modern  science. 

But  the  very  abundance  of  drugs  creates  problems. 
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In  our  society,  we  normally  demand  that  the  consumer  he  given  sufficient 
information  to  make  a  choice  hetween  products.    But  when  the  consumer  is 
a  patient,  he  must  rely  exclusively  on  his  doctor's  choice  of  the  drug 
that  can  hest  treat  his  condition. 

Yet  the  doctor  is  not  always  in  a  position  to  make  a  fully  informed 
judgment.    He  has  no  complete,  readily  available  source  of  information 
about  the  thousands  of  drugs  now  available. 

He  must  nonetheless  make  a  decision  affecting  the  health,  and  perhaps  the 
life,  of  his  patient. 

To  make  sure  that  doctors  have  accurate,  reliable  and  complete  information 
on  the  drugs  which  are  available,  I  recommend  that  the  Congress  authorize 
this  year  publication  of  a  United  States  Compendium  of  Drugs. 

This  Compendium  would  be  prepared  by  the  Secretary  of  Health,  Education 
and  Welfare,  in  cooperation  with  pharmaceutical  manufacturers,  who  would 
bear  the  cost  of  its  publication,  and  with  physicians  and  pharmacists. 

It  will  give  every  doctor,  pharmacy,  hospital,  and  other  health  care 
institution  complete  and  accurate  information  about  prescription  drugs— use 
and  dosage,  warnings,  manufacturer,  generic  and  brand  names,  and  facts 
about  their  safety  and  effectiveness. 

The  Tragedy  of  Accidents 

More  than  630,000  Americans  died  in  accidents  in  the  last  six  years. 

This  is  a  tragedy  heightened  by  the  fact  that  much  of  it  is  senseless 
and  unnecessary. 

Thousands  of  deaths  will  be  prevented  under  the  Highway  and  Traffic 
Safety  laws  passed  by  the  Congress  in  1966.    Thousands  more  can  be 
prevented  by  prompt  medical  attention. 

The  needed  medical  services  are  often  available.    But  because  of  an 
inadequate  rescue  system,  the  victim  dies  before  he  reaches  the  hospital. 

The  compelling  need  is  for  modern,  effective  rescue  systems  to  give 
immediate  attention  to  accident  victims — on  the  spot  and  while  they  are 
being  speeded  to  the  hospitals. 

We  have  proven  excellent  rescue  systems  in  action,  saving  fighting  men 
injured  in  battle.    First  in  Korea,  and  now  in  Vietnam,  the  military  has 
shown  the  speed  and  effectiveness  of  helicopter  crews,  paramedical 
personnel  and  communications  experts  mobilized  to  save  the  lives  of  wounded 
men. 

Few  States  and  communities  have  drawn  upon  that  experience.    In  many 
areas,  ambulance  crewmen  are  not  even  trained  in  first  aid.  Ambulances 
themselves  are  rarely  well-equipped.    Communications  systems  are  inadequate, 
if  they  exist  at  all. 


I  have  directed  the  Secretaries  of  Transportation,  Health,  Education, 
and  Welfare,  and  Defense  to  devise  a  test  program  to  help  our  States 
and  communities  develop  effective  rescue  systems  to  fit  their  own 
needs. 

In  a  previous  message  to  the  Congress  this  year,  I  proposed  the 
Occupational  Safety  and  Health  Act  of  1968,  to  safeguard  75  million 
American  workers  on  the  job. 

Through  this  Act  we  can  attack  the  conditions  which  cause  nearly  15,000 
deaths  and  2.2  million  injuries  each  year. 

With  these  measures,  we  can  move  far  toward  reducing  the  tragic  toll 
of  accidental  death  and  injury  in  America. 

Physical  Fitness 

For  more  than  a  decade  the  Federal  government  has  taken  a  direct  interest 
in  improving  the  physical  fitness  of  Americans. 

President  Eisenhower,  President  Kennedy  and  I  have  taken  steps  to  encourage 
our  citizens— particularly  the  young— to  pursue  the  active  life. 

Through  these  efforts,  boys  and  girls  across  America  have  discovered  the 
joys  of  exercise  and  sports  competition. 

But  here— as  in  our  health  programs— we  must  look  not  only  at  the  progress 
that  has  been  made,  but  at  the  problems  that  remain. 

—  In  test  of  physical  strength  and  stamina,  American  children  still 
score  substantially  lower  than  children  in  other  countries. 

—  32  million  children  get  less  than  the  recommended  physical 
fitness  program  in  school;  seven  million  get  none  at  all. 

—  Only  50  percent  of  all  college  students  meet  accepted  physical 
fitness  standards. 

Physical  fitness  activities  and  sports  contribute  to  more  than  health. 
They  teach  self-discipline  and  teamwork*    They  offer  excitement  and  a 
wholesome  alternative  to  idleness.    They  combat  delinquency.  They 
permanently  enrich  the  individual  and  his  society  by  developing  qualities 
of  leadership  and  fair  play. 

To  expand  opportunities  to  engage  in  exercise,  active  recreation,  and 
sports,  I  am  today  establishing  the  President's  Council  on  Physical 
Fitness  and  Sports,  to  be  chaired  by  the  Vice  President. 

The  Council  will  be  a  Cabinet-level  group,  with  an  Advisory  Committee 
of  distinguished  citizens,  to  develop  national  goals  and  programs  to 
promote  sports  and  fitness  in  America. 
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As  a  first  step,  the  Council  will  call  a  national  conference  to  explore 
the  long-term  requirements  of  physical  fitness  and  sports  in  the  nation. 

Leadership  and  Efficient  Management 

Health  expenditures  in  the  United  States  are  now  nearly  $50  billion  a  year. 
The  Federal  Government  pays  $1^  billion  of  that  amount,  up  from  $5  billion 
four  years  ago  to  $16  billion  requested  in  fiscal  1969* 

The  expanding  Federal  programs  must  be  managed  efficiently,  with  the 
most  careful  attention  to  the  most  urgent  needs  of  the  American  people. 
To  that  end,  I  am  directing  the  Secretary  of  Health,  Education,  and 
Welfare  to  submit  to  me  a  modern  plan  of  organization  to  achieve  the  most 
efficient  and  economical  operation  of  the  health  program  of  the  Federal 
government. 

But  better  organization  and  leadership  will  be  wasted  if  we  cannot  find 
and  hold  the  quality  of  people  essential  for  these  great  tasks. 

I  recommend  the  Health  Personnel  Act  of  1968  to  modernize  the  health 
personnel  system  within  the  Department  of  Health,  Education,  and  Welfare. 
This  act  will  provide: 

—  Pay  increases  and  a  flexible  personnel  policy  to  attract  and 
retain  professionals  of  the  highest  caliber. 

—  A  new  promotion  system  based  upon  quality  of  performance. 

Mobilization  for  Health 

In  our  drive  toward  a  healthier  America,  Federal  programs  and  Federal 
dollars  have  an  important  role  to  play.    But  they  cannot  do  the  job 
alone. 

An  even  larger  role  belongs  to  State  and  local  government,  and  to  the 
private  enterprise  system  of  our  Nation.    The  medical  and  hospital 
associations,  the  health  care  institutions,  the  health  insurance  industry, 
the  communication  media,  voluntary  civic  associations,  employers  and 
labor  unions,  charities  and  church  groups  must  join  this  effort.    I  call 
upon  them  to  join  in  a  12-point  volunteer  effort  to  build  a  healthier 
America: 

(l)    To  examine  every  child  under  the  age  of  five  to  identify 
potentially  crippling  ailments  and  provide  early  and 
effective  treatment. 
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(2)    To  use  the  public  airways  for  public  profit  by  offering 
regular  health  programs  on  television  and  radio  to  help 
every  American  preserve  his  cherished  birthright  of  good 
health. 

To  give  prominent  magazine  and  newspaper  coverage  to  good 
health  practices  for  our  children  and  older  Americans. 

To  identify  and  reward  new  approaches  by  medical  societies, 
group  practice  organizations  and  hospitals  for  delivering 
better  health  care  at  lower  cost. 

To  expand  voluntary  health  insurance  to  those  not  now  covered 
and  include  services  not  now  included. 

To  establish  local  systems  of  new  incentives  to  recruit,  train, 
retrain,  license  and  effectively  use  nurses  and  medical 
corpsmen  leaving  the  Armed  Services,  and  other  vital  members 
of  the  health  team. 

To  make  home  health  care  part  of  the  education  of  every  young 
girl  in  all  the  schools  of  America. 

To  encourage  the  opening  of  health  centers  to  provide  complete 
care  in  every  community. 

To  make  physical  fitness  programs  and  recreational  facilities 
available  to  people  of  all  ages  and  in  all  walks  of  life. 

To  alert  teenagers  and  their  parents  to  the  danger  of  drug 
abuse. 

To  develop  better  programs  for  health  services  for  the  one- 
third  of  the  working  poor  who  suffer  from  chronic  illness. 

To  mobilize  a  new  spirit  of  public  concern  and  private  action 
to  meet  and  master  our  health  problems. 

Great  changes  have  taken  place  in  the  financing  of  medical  care  in  this 
country.    The  Federal  government  will  invest  some  $16  billion  in  the 
health  field  in  fiscal  1969*    We  should  now  expect  our  Nation's  great 
private  resources,  through  volunteer  and  cooperative  action,  to  step 
up  their  efforts  to  bring  better  health  to  all  our  citizens. 

Health  Care  for  All  Americans 

In  the  medical  research  laboratories  of  the  world,  a  quiet  revolution  is 
changing  the  condition  of  man.    Enemies  which  have  held  man  in  hostage 
throughout  history  are  conquered  each  year.    Hope  turns  daily  to  promise, 
and  promise  to  practical  achievement. 
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But  progress  cannot  be  measured  in  the  laboratory  alone.    Triumph  in  a 
test  tube  is  not  triumph  enough — if  it  remains  there. 

Success  in  a  laboratory,  however  brilliant,  is  not  complete  if  barriers 
of  poverty,  ignorance  or  prejudice  block  it  from  reaching  the  man  who 
needs  it,  or  the  child  who  wastes  away  without  it. 

With  the  program  I  have  outlined  in  this  message,  I  believe  we  can  move 
closer  to  our  goal  of  decent  health  care  for  every  American. 

This  is  a  program  to  assure  that  American  medicine  will  continue  to  build 
on  its  great  record,  and  that  its  benefits  will  enrich  and  improve  the 
life  of  every  citizen. 

I  urge  the  Congress  to  act  promptly  on  this  program. 


LYNDON  B.  JOHNSON 
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FOREWORD 


The  Special  Committee  to  Investigate  the  Old- Age  Pension  System 
was  appointed  by  the  President  of  the  United  States  Senate,  pursuant 
to  Senate  Resolution  129  of  the  first  session  of  the  Seventy-seventh 
Congress  (adopted  June  20,  1941).  The  Members  of  the  Senate 
appointed  to  the  committee  were  Mr.  Downey  of  California  (chair- 
man), Mr.  Connally  of  Texas,  Mr.  Green  of  Rhode  Island,  Mr.  Pep- 
per of  Florida,  Mr.  La  Follette,  of  Wisconsin,  Mr.  Thomas  of  Idaho, 
and  Mr.  Brooks  of  Illinois. 

The  committee  was  instructed  by  its  parent  resolution — 

*  *  *  (1)  to  make  a  full  and  complete  study  of  the  old-age  assistance  and 
the  old-age  survivors'  insurance  provisions  of  the  Social  Security  Act,  as 
amended,  and  (2)  to  make  a  full  and  complete  study  and  investigation  of 
ways  and  means  for  bringing  about  the  early  realization  of  a  minimum  pension 
for  all  who  have  reached  the  age  of  retirement  and  are  not  gainfully  employed. 

It  was  also  instructed  to  report  to  the  Senate  the  results  of  its: 
investigations,  together  with  its  recommendations  for  any  necessary 
legislation. 

The  committee  submits  herewith,  as  a  result  of  its  investigations, 
a  majority  report  approved  by  Messrs.  Downey,  Pepper,  La  Follette, 
and  Thomas  of  Idaho,  together  with  a  minority  report  prepared  by 
Mr.  Green.  Mr.  Connally  abstained  from  voting  on  the  report.  Mr. 
Brooks  was  not  present  and  did  not  vote,  being  unavoidably  detained 
on  important  public  business  outside  Washington.  A  bill  embodying 
the  recommendations  of  the  majority  of  the  committee  for  changes 
in  the  Social  Security  Act  is  attached  at  the  end  of  the  report  as 
Appendix  A. 

The  program  approved  by  the  majority  of  the  committee  would 
accomplish  the  following  results : 

1.  It  would  reduce  the  age  at  which  pensions  would  be  granted 

from  65  to  60. 

2.  It  would  eliminate  the  humiliating  and  unpopular  means  test 

and  grant  a  minimum  pension  to  all  workers  retired  from 
gainful  employment. 

3.  It  would  abolish  the  present  Federal-State  matching  system 

which  has  had  such  disastrous  results  for  the  less  prosperous 
States. 

4.  It  would  extend  and  liberalize  the  contributory  features  of 

the  present  insurance  act  by  making  the  coverage  of  the  sys- 
tem almost  universal  and  by  raising  the  minimum  payment 
thereunder  to  $30.  It  would  further  liberalize  payments 
under  the  act  to  wives  and  widows  with  dependent  children. 

The  chairman  desires  to  express  the  gratitude  of  the  committee  to- 
all  those  persons  who  have  assisted  it  in  its  investigations  and  es- 

ni 
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pecially  to  Dr.  Marjorie  Shearon,  of  the  United  States  Public  Health 

Service,  whose  assistance  in  assembling  and  presenting  data  was  most 
valuable. 

The  committee  wishes  to  express  here  its  sincere  appreciation  for 
the  cooperation  extended  to  it  by  the  members  of  the  research  staff 
of  the  Social  Security  Board,  who  supplied  most  of  the  factual 
material  on  the  operation  of  the  Social  Security  Act  which  laid  the 
basis  for  the  recommendations  in  this  report.  Because  of  its  worth, 
the  committee  is  including  the  most  important  parts  of  this  material 
in  its  report  as  appendix  B. 

The  committee  intends  to  continue  its  meetings  and  will  extend 
to  all  interested  parties  an  invitation  to  testify  before  it  regarding 
the  proposed  program  which  it  has  outlined  in  this  report.  It  be- 
lieves, also,  that  great  problems  -involving  the  general  economic 
security  of  our  people  remain  untouched  by  its  investigations  and  is 
consequently  requesting  authorization  for  a  broadened  scope  of  in- 
quiry. It,  nevertheless,  is  of  the  opinion  that  sufficient  material  has 
been  gathered  at  this  time  to  justify  a  report  embodying  recom- 
mendations for  substantial  changes  in  our  old-age  pension  system. 

Respectfully  submitted. 

Sheridan  Downey,  Chairman. 

August  28, 1941. 


REPORT  ON  THE  INVESTIGATION  OF  THE  OLD- 
AGE  PENSION  SYSTEM 


Background  of  the  Problem  of  Old- Age  Dependency 

By  the  resolution  creating  it,  this  committee  was  directed  to  in- 
vestigate the  best  means  for  bringing  about  the  early  realization  of 
a  minimum  pension  for  all  who  have  reached  the  age  of  retirement 
and  are  not  gain f idly  employed. 

Social  conditions,  imperatively  demanding  a  liberalized  general 
pension,  are  so  well  known  as  to  require  little  comment,  but  certain 
relevant  facts  must  be  recited. 

INCREASING  SIZE  OF  AGED  POPULATION 

It  is  well  known  that  our  declining  birth  rate  and  lengthening  span 
of  life  have  increased  the  number  of  elderly  persons  in  proportion 
to  the  total  population,  and  that  the  difficulties  facing  this  group 
are  multiplying  at  an  equivalent  rate.  The  proportion  of  those 
above  65  is  now  two  and  a  half  times  as  large  as  it  was  in  1850  and 
will  probably  be  five  times  as  large  in  1980.  It  is  reassuring,  how- 
ever, to  note  that  the  burden  of  supporting  all  dependent  persons 
is  20  percent  lighter  today  than  100  years  ago  1  because  the  increase 
in  our  senior  group  has  been  offset  by  a  decrease  in  the  number  of 
children.  Since  the  growth  of  technological  efficiency  measures  our 
ability  to  care  for  those  who  are  dependent,  it  is  important  to  note 
that  between  1920  and  1934  man-hour  output  in  direct  manufactur- 
ing was  multiplied  by  almost  100  percent,2  and  continuously  increases. 

RURAL-URBAN  SHIFT  OF  POPULATION 

As  a  basic  cause  of  the  present  insecurity  of  our  retired  workers, 
consider  now  the  movement  of  our  people  from  the  rural  to  the  urban 
areas  of  the  country.  In  1790  only  3  percent  of  our  population  lived 
in  cities  of  8,000  or  more;  by  1930  the  ratio  had  risen  to  49  percent.3 
It  was  estimated  that  approximately  77  percent  of  our  citizens  aged 
65  or  over  were  in  the  nonfarm  group  in  1940,  while  only  23  percent 
remained  on  the  land  of  their  fathers.4  No  danger  of  social  starvation 
can  be  implied  from  this  rural-urban  shift,  since  the  ability  of  the  farm 
group  to  produce  food  for  the  city  dweller  has  increased  even  more 
rapidly  than  farmers  have  been  moving  to  urban  centers.  However, 
this  migration  of  the  population  has  been  a  fundamental  factor  in 
creating  the  "old-age  problem,"  because  the  condition  of  an  industrial 

1  From  estimates  by  Prof  Raymond  Pearl,  of  oJhns  Hopkins  University,  inserted  in 
Congressional  Record,  Apr.  8,  1940,  p.  6217. 

2  Rautenstrauch,  Walter,  A  Scientist  Looks  at  Industry,  Friday,  May  9,  1941. 

3  Fifteenth  Census  of  the  United  States :  1930,  Population,  vol.  I,  p.  9. 

4  Sixteenth  Census  of  the  United  States  :  1940  (unpublished). 
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worker  whose  services  are  no  longer  wanted  by  society  is  far  more 
critical  than  that  of  an  aging  member  of  a  primitive  farm  family. 

DISPLACEMENT  OF  OLDER  WORKERS  IN  INDUSTRY 

The  third  and  perhaps  most  immediate  cause  of  the  difficulties  facing 
our  aged  citizens  is  the  tendency  of  modern  industry  to  discard  its 
workers  at  an  increasingly  younger  age.  Many  employers  now  refuse 
to  hire  men  who  are  no  longer  in  their  twenties  or  thirties,  and  rare 
indeed  is  the  displaced  employee  of  over  45  who  can  find  another  posi- 
tion without  great  difficulty.  During  the  last  decade  unemployed 
persons  of  advancing  years  have  found  little  if  any  opportunity  to 
reestablish  themselves  in  industry  because  they  cannot  compete  with 
the  more  than  adequate  reservoir  of  unemployed  younger  workers. 

The  results  of  this  trend  are  clarified  by  the  figures  of  the  latest 
census,  which  show  that  during  the  last  decade  our  entire  labor  force 
declined  only  from  54  to  52  percent  of  the  total  population  above  14 
years  of  age,  while  the  proportion  of  those  in  the  labor  force  above 
65  to  the  total  number  in  that  age  group  declined  spectacularly  from 
33  to  23  percent.5  Such  figures  tragically  illustrate  to  what  extent  a 
decade  of  prolonged  unemployment  has  accentuated  the  long-run 
tendency  of  industry  to  discard  its  workers  at  an  ever-younger  age. 

PRESENT  STATUS  OF  THE  AGED 

Of  our  total  population  65  or  over,  only  23  percent  are  working 
or  seeking  work,  compared  with  62  percent  in  the  age  group  of 
25  to  44  years.6  This  means  that  nearly  two  out  of  every  three  men 
and  women  who  are  at  work  in  the  prime  of  their  lives  are  forced 
out  of  the  labor  market  before  they  reach  the  age  of  65  by  causes 
other  than  death. 

The  mere  number  of  persons  over  65  who  are  classified  as  "em- 
ployed" is  not,  however,  an  adequate  index  of  economic  dependence 
in  that  age  group,  for  many  of  them  fail  to  earn  enough  to  main- 
tain even  a  minimum  standard  of  living;  98  percent  of  the  farm 
''labor  force"  over  65  (as  defined  by  the  census)  is  actually  classified 
as  "employed."  Yet  everyone  knows  that  many  farmers  remain  on 
their  land  after  they  have  ceased  to  earn  enough  to  support  them- 
selves and  when  they  must  receive  aid  from  family,  friends,  or  public 
agencies.  The  number  of  persons  listed  as  employed  by  the  census 
also  includes  large  groups  of  feeble  and  ailing  workers  who  must 
supplement  their  meager  earnings  from  outside  sources.  Carefully 
prepared  estimates  were  presented  to  the  committee  showing  that 
of  about  1,900,000  "employed"  persons  age  65  and  over,  not  more  than 
1,000.000  could  be  considered  genuinely  independent  by  reason  of 
earnings  from  employment  greater  than  $25  per  month.7 

This  committee  is  convinced  that  the  condition  of  persons  between 
60  and  65  is  strikingly  similar  to  that  of  the  group  over  65.  "We  are 
consequently  of  the  opinion  that  any  realistic  attempt  to  deal  with 

5  U.  S.  Department  of  Commerce,  Bureau  of  the  Census,  press  release,  February  8,  1941, 
p.  7. 
•  Ibid. 

7  See  testimony  of  Dr.  Marjorie  Shearon,  hearings  before  the  Special  Committee  to 
Investigate  the  Old-Age  Pension  System,  1941. 
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the  problem  of  old-age  dependency  must  include  all  citizens  above  60 
who  are  not  gainfully  employed. 

In  spite  of  the  fact  that  there  is  a  slightly  higher  percentage  of  em- 
ployed workers  between  60  and  65  than  at  the  older  level,  the  numbei 
of  those  physically  or  mentally  unfit  or  unable  to  find  employment  is 
so  distressingly  high  at  that  age  that  their  need  for  an  adequate  pen- 
sion should  be  obvious  to  all.  The  figures  presented  by  Dr.  Shearon 
indicate  that  only  approximately  12  percent  of  those  over  65  can  be 
considered  independent  by  reason  of  earnings  from  employment,  while 
about  19  percent  of  all  persons  over  60  are  in  that  position. 

The  picture  painted  by  Dr.  Altmeyer  was  somewhat  more  optimistic, 
but  the  committee  is  convinced  that  a  deplorable  situation  exists  in  the 
group  above  60  years  of  age.  If  the  opinion  of  Dr.  Altmeyer  is  vin- 
dicated, it  would  happily  mean  that  retirements  of  workers  between 
60  and  65  would  be  fewer  than  the  committee  estimates  in  its  financial 
statement  showing  the  cost  of  general  pensions  for  all  workers  past 
60  who  have  retired  from  gainful  employment. 

And  here,  perhaps,  the  committee  should  express  its  opinion  that 
moderate  pensions  will  not  result  in  the  retirement  of  any  substan- 
tial number  of  workers  capable  of  earning  more  than  the  pension 
allotment.  Under  the  present  insurance  system  only  about  22  percent 
cf  those  eligible  have  retired  and  are  receiving  benefits.  Of  course, 
the  average  primary  benefit  is  very  low  (approximately  $23)  and  if 
the  pension  payments  were  lifted  above  that  amount  the  tendency  to 
retire  would  be  slightly  increased.  Men,  we  believe,  will  generally 
prefer  to  remain  at  work  as  long  as  possible  rather  than  to  retire  and 
reduce  their  incomes. 

Operations  of  Old- Age  Provisions  of  Social  Security  Act 

The  Social  Security  Act  establishes  two  independent  pension  sys- 
tems— Federal  old-age  insurance  and  Federal-State  old-age  assistance. 

the  federal  old-age  insurance  system 

The  Federal  old-age  insurance  system  pays  benefits  to  workers  in 
covered  occupations  who  have  qualified  by  contributions  to  the  insur- 
ance fund.  The  system  does  not  cover  the  self-employed,  farm  work- 
ers, public  employees,  and  other  miscellaneous  minor  occupations.  It 
is  estimated  by  the  Social  Security  Board  that,  at  any  one  time,  only 
one-half  of  our  gainfully  employed  population  are  covered  by  the  exist- 
ing law.  It  appears,  therefore,  that  the  so-called  contributory  system 
is  of  no  value  to  tens  of  millions  of  our  people,  in  spite  of  the  fact  that 
approximately  90  percent  of  the  benefits  payable  over  the  next  30  years 
will  come  from  other  sources  than  from  the  beneficiaries  themselves. 
Specific  data  enlarging  upon  this  anomaly  will  later  be  developed. 

The  present  law  provides  for  a  6-percent  tax  on  the  first  $250  of 
monthly  earnings  of  workers  in  covered  occupations.  This  tax  is 
not  yet  fully  effective  and  will  not  reach  its  maximum  of  6  percent 
until  1949.  The  present  levy  of  2  percent  is  imposed  equally—  1  per- 
cent being  assessed  against  the  employer  and  1  percent  against  the 
employee.  On  January  1,  1943,  the  rate  will  increase  to  4  percent: 
on  January  1,  1946,  to  5  percent;  and  on  January  1, 1949,  to  6  percent. 
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It  is  obvious  that  the  income  which  is  derived  from  the  employers'  tax 
is  ultimately  collected  from  our  general  consuming  public.  Thus,  it 
must  be  understood  that  in  the  immediate  present,  one-half  the  funds 
being  collected  are  from  social  rather  than  from  individual  contribu- 
tions. "Whenever  the  Goverment  begins  to  contribute  to  the  fund  by 
general  appropriations,  social  contributions  will  be  increased  propor- 
tionately and  the  individual  payments  reduced  correspondingly. 

The  pay  rolls  of  covered  occupations,  now  subject  to  the  2-percent 
tax,  will  average  about  $40,000,000,000  in  1941,  and  are  rapidly  ex- 
panding under  the  stimulus  of  war  production.  How  powerful  that 
stimulus  is  may  best  be  revealed  through  the  fact  that  covered  wages 
and  salaries  for  this  year  will  be  almost  $7,000,000,000  higher  than  for 
last.  The  2-percent  pay-roll  tax,  levied  against  the  pay-roll  base  of 
$40,000,000,000,  will  this  year  yield  appi-oximately  $800,000,000,  while 
disbursements  from  the  insurance  fund  in  1941  will  approximate  only 
about  $100,000,000.  Because  of  this  yearly  excess  of  revenue  over 
disbursements,  the  reserve  fund  of  the  insurance  system  is  steadily 
increasing.  On  July  1,  1941,  it  amounted  to  $2.4  billions  and  is 
expected  to  rise  to  $3.1  billions  by  July  1,  1942. 

The  old-age  insurance  system,  in  addition  to  providing  retirement 
annuities  for  its  contributors,  their  wives  and  widows  past  65,  guaran- 
tees benefits  to  widows  under  G5  who  have  children  under  18.  The 
committee  wholeheartedly  approves  of  the  benefit  payments  to  such 
widows  and  children  and  will  hereafter  recommend  their  liberali- 
zation. 

FEDERAL-STATE  OLD-AGE  ASSISTANCE 

The  second  pension  plan  established  by  the  Social  Security  Act 
provides  assistance  to  needy  individuals  past  65,  after  submitting  them 
to  a  means  test  to  prove  their  poverty  and  the  fact  they  have  no  chil- 
dren who  can  undertake  their  support.  There  are  frequent  investi- 
gations of  the  affairs  of  such  pensioners  to  assure  Government  repre- 
sentatives that  no  person  is  receiving  anything  beyond  a  bare  sub- 
sistence, but  even  that  condition  is  not  generally  achieved  by  those 
unfortunate  enough  to  be  in  receipt  of  public  charity.  Pensions  to 
the  needy  past  65  are  now  being  distributed  in  all  States.  Under  the 
Social  Security  Act,  the  Federal  Government  offers  to  match  any 
State  up  to  $20  of  its  monthly  pension  payment,  but  so  far  only 
California  has  taken  full  advantage  of  the  proposal. 

CONTRASTING  FACTS  OF  THE  TENSION  SYSTEMS 

1.  In  1941  approximately  2,000,000  needy  persons  will  receive  old- 
age  pensions,  while  the  insurance  beneficiaries  past  65  including  wives 
and  widows  will  number  only  300,000. 

2.  In  1941,  slightly  less  than  $600,000,000  will  be  distributed  in  old- 
age  assistance  payments,  about  one-half  of  which  will  come  from  the 
Federal  Government,  while  about  $100,000,000  will  be  disbursed  in 
old-age  insurance  to  beneficiaries  past  65. 

3.  Considering  that  under  the  Social  Security  Act  we  have  pro- 
jected two  entirely  different  kinds  of  pension  plans,  it  is  a  notable 
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coincident  that  both  systems  are  paying  almost  identical  average  bene- 
fits. In  April,  1941  the  average  payment  in  old-age  assistance  was 
$20.63,  while  the  average  monthly  benefit  under  old-age  insurance  in 
1940  (to  all  persons  over  65)  was' $20.48.  It  should  be  noted  that  the 
average  monthly  primary  benefit  (that  paid  to  the  retired  contributor, 
himself)  is  approximately  $23  +  .  This  average  is  reduced  somewhat 
when  the  payments  to  wives  and  widows  are  included,  since  they 
receive  50  and  75  percent,  respectively,  of  the  primary  benefit  of  the 
husband. 

4.  Another  coincident  and  dismal  fact  is  that  in  1940  the  assistance 
and  insurance  systems  distributed  poverty  to  the  recipients  of  their 
grants  in  almost  the  same  proportion.  Approximately  30  percent  of 
each  group  received  less  than  $15  monthly.  It  is  interesting  to  note 
also  that  almost  25  percent  of  all  the  contributors  in  the  insurance 
system  in  1939  reported  earnings  less  than  $200  and,  though  the  scanty 
earnings  of  all  of  them  were  taxed,  large  numbers  were  disqualified 
because  their  wages  were  too  low  to  permit  them  to  qualify.  Thus, 
multitudes  of  other  contributors  will  pay  taxes  but  never  become 
eligible  because  of  insufficient  employment. 

5.  Although  wives  and  widows  under  old-age  assistance  are  granted 
equality  with  men,  in  the  insurance  system  where  workers  are  taxed 
for  what  they  will  receive,  their  spouses  and  widows  are  allowed  only 
reduced  amounts.  Thus  we  have  the  strange  picture  of  Uncle  Sam 
with  one  hand  offering  $20  per  month  as  charity  to  both  sexes,  and 
with  the  other  hand  less  than  that  sum  as  an  average  payment  to  the 
women  under  the  contributory  plan.  Recall  also  that  the  Federal  Gov- 
ernment is  encouraging  the  States  to  increase  pension  allowances  to 
wives,  widows,  and  spinsters  up  to  $40,  while  insurance  benefits  to 
women  will  remain  for  an  indefinite  period  at  less  than  a  $20  monthly 
average.  Can  there  be  any  rational  explanation  of  this  paradoxial 
situation? 

6.  The  distribution  of  payments  between  different  regions  is  equally 
irrational  in  both  systems.  The  two  programs  are  pumping  four 
times  as  much  pension  income  Into  the  wealthy  States  as  into  those 
less  prosperous.  Federal  aid  for  State  assistance  programs  is  awarded 
on  a  matching  basis,  so  that  States  which  can  only  afford  to  pay  small 
pensions  receive  a  proportionately  small  grant  from  the  Federal  Gov- 
ernment. Arkansas,  for  example,  with  a  per  capita  income  of  $212, 
received  in  December  1940  an  average  grant  of  only  $3.89  per  pensioner ; 
while  California,  with  a  per  capita  income  of  $837,  received  $18.94. 
Mississippi,  with  a  per  capita  income  of  $207,  received  an  average  grant 
of  $4.30  in  December  1940 ;  and  New  York,  with  a  per  capita  income 
of  $859,  received  $12.45. 

The  10  States  paying  the  highest  pensions  and  containing  almost  a 
quarter  of  the  country's  population  received  an  average  per  capita 
Federal  grant  four  times  as  large  as  that  received  by  the  13  States 
paying  the  lowest  pensions,  containing  another  approximate  quarter 
of  the  Nation's  population. 

The  following  tables  graphically  illustrate  the  greater  flow  of  Fed- 
eral money  into  the  States  paying  the  highest  pensions: 

S.  Rept.  666,  77-1—2 
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Old-age  assistance:  Federal  advances  to  23  selected  States,  Jan.  1-Dec.  31, 


State 


California  

Colorado  

Massachusetts  

Alaska  

Arizona  

Connecticut  

Nevada  

District  of  Columbia 

New  York  

Wyoming  

Total  


Federal 
advances 


$33,  loo.  470 
7. 843,  308 
15,  094.  220 
24f.,  908 
1.  415.  459 
2,893. 116 
350, 449 
527,  616 
17,414. 167 
499, 860 


79,  470.  573 


Popula- 
tion 


$6, 907. 3S7 
1. 123,  296 
4,  31C.  721 
72.  524 
499.  261 
1,  709.  242 
110.247 
663. 091 
13.  479, 142 
250.  742 


29.  131,  653 


State 


Hawaii  

Louisiana  

Florida  

Delaware  

North  Carolina. 

Tennessee  

Virginia  

Alabama  

Kentucky  

Mississippi  

Georgia  

South  Carolina.. 
Arkansas  


Total   19,784,541 


Federal 
advances 


126, 
,  555, 
,  555, 
179, 
,212. 
,  573. 
,  104. 
.204, 
,741, 
,147, 
630, 
906, 
847. 


Popula- 
tion 


423.330 

2,  363, 880 

1,  897,  414 
216,505 

3.  571.  623 
2. 915,  841 

2,  677. 773 
2. 832.  961 
2. 845.  627 
2, 183.  796 
3, 123.  723 
1,  899.  804 
1.  949,  387 


28,  951,  664 


The  entire  story  is  completed  by  the  fact  that  the  residents  of  the 
10  high-pension  States  generally  had  much  greater  per  capita  income 
than  the  people  of  the  13  low-pension  States.  The  specific  figures  are 
as  follows : 


Per  capita  income  (1937)  of  selected  States  1 


Per  capita 
income 

Florida  ?4S3 

Delaware   923 

North  Carolina   2S5 

Tennessee   298 

Virginia   35S 

Alabama   233 

Kentucky   295 

Mississippi   207 

Georgia   288 

South  Carolina   261 

Arkansas   212 


Per  capita 
income 

California  $8."!7 

Colorado   56S 

Massachusetts   6G8 

Alaska  

Arizona   577 

Connecticut   7G7 

Nevada   911 

District  of  Columbia  

New  York   859 

Wyoming   616 

Hawaii  

Louisiana   367 

1  TJ.  S.  Department  of  Commerce.  State  Income  Payments,  1929-37,  p.  6. 

We  come  now  to  a  further  coincidence  in  the  actual  operation  of 
the  assistance  and  insurance  systems.  We  have  already  reviewed 
the  exact  figures  showing  that  the  Federal  Government  is  paying 
four  times  as  much  in  matching  the  old-age  assistance  grants  of  the 
wealthy  States  as  it  pays  to  those  States  which  are  less  fortunate. 
Almost  exactly  the  same  percentage  prevails  in  disbursements  of 
old-age  insurance  to  the  wealthy  States  compared  with  the  poorer 
regions.  Many  of  the  Southern  Senators  who  have  been  deeply  con- 
cerned because  their  States  were  receiving  less  than  the  average 
Federal  grant  in  old-age  assistance  have  been  consoled  by  the  state- 
ment of  Social  Security  experts  that  old-age  assistance  would  con- 
stantly decrease  in  importance  compared  with  old-age  insurance,  and 
that  looking  ahead  a  few  years  the  latter  system  would  disburse  the 
major  amount  of  Social  Security  funds.  And  it  is  possible  that 
these  Southern  Senators  and  the  Congress  as  a  whole  have  never 
understood  from  the  testimony  of  the  Social  Security  experts  that 
the  two  systems  would  yield  almost  identically  inequitable  results  to 
the  less  prosperous  farm  States. 
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Yet  such  is  the  case,  and  a  few  specific  examples  will  tend  to  make 
clear  how  little  farm  States  will  benefit  from  the  present  contribu- 
tory system.  Per  capita  benefit  payments  flowing  into  North  Dakota 
are  only  one-eighth  as  much  as  those  received  by  the  people  of  New 
Hampshire.  Mississippi  for  each  resident  receives  only  one-fifth  as 
much  as  does  New  York.  Georgia's  per  capita  benefit  is  less  than 
one-third  of  that  enjoyed  by  New  Jersey  while  Kentucky,  Texas, 
Nebraska,  North  Carolina,  Virginia,  Arkansas,  South  Dakota,  New 
Mexico,  Tennessee,  Oklahoma,  and  several  other  States  fall  not  only 
far  behind  the  prosperous  industrial  States  in  their  per  capita  bene- 
fits but  are  likewise  far  below  the  national  average  per  capita  benefit. 
Herewith  is  a  list  of  the  10  most  fortunate  States  under  old-age 
insurance  compared  with  the  10  States  in  which  the  per  capita  bene- 
fits are  the  lowest: 


It  will  be  seen  from  the  foregoing  table  that  the  average  per  cap- 
ita benefits  paid  under  old-age  insurance  for  the  lowest  10  States  in 
the  United  States  in  the  month  of  December  1940  was  1.6  cents.  The 
average  per  capita  benefits  for  the  highest  10  States  during  the  same 
period  was  6.4  cents.  The  proportion  of  the  average  per  capita  pay- 
ments under  old-age  insurance  for  December  1940  for  the  lowest  10 
States  to  the  average  for  the  highest  10  States  thus  was  25  percent. 
As  we  noted  before,  the  proportion  of  the  average  per  capita  Federal 
payments  under  old-age  assistance  in  1940  for  the  lowest  13  States  to 
the  average  for  the  highest  10  States  was  25.1  percent.  The  ratio  of 
average  per  capita  Federal  payments  between  the  lowest  paying  group 
of  States  and  the  highest  paying  group  is  seen  to  be,  therefore,  almost 
exactly  25  percent  in  each  case. 

Considering  that  it  was  never  so  designed,  it  is  amazing  that  each 
plan  operates  exactly  in  the  same  degree  to  the  prejudice  and  pauperi- 
zation of  our  farm  States. 

The  Social  Security  Board  would  justify  the  greater  per  capita 
benefits  flowing  into  wealthy  industrial  States  because  of  the  higher 
percentage  of  industrial  workers  residing  in  these  States.  It  is  true 
that  the  fortunate  States  do  have  four  or  five  industrial  workers  for 
every  nonfarm  laborer  in  the  agricultural  States.  As  the  Social  Se- 
curity Board  would  also  point  out,  the  contributors  from  the  manu- 
facturing areas  are  paying  into  the  insurance  fund  four,  or  even  five 
times  as  much  per  capita  as  is  being  paid  into  that  same  fund  from  the 
farm  States.  However,  the  fact  remains  that  the  Federal  Govern- 
ment is  making  a  substantial  gift  to  wealthy  States  as  compared  with 


Average  per  capita  benefit  paid  out  December  1940 


10  highest  paying  States : 

New  Hampshire  

Rhode  Island  

Massachusetts  

Connecticut  

New  Jersey  

New  York  

Vermont  

Pennsylvania  

Ohio  

Maine  


$0.  079 
.071 
.  069 
.068 
.065 
.060 
.  060 
.058 
.056 
.053 


10  lowest  paying  States : 

Georgia  

North  Carolina  

Texas  '.  

South  Carolina  

Oklahoma  

New  Mexico  

South  Dakota  

Arkansas  

Mississippi  

North  Dakota  


$0.  021 
.021 
.020 
.019 
.  017 
.  015 
.015 
.014 
.012 
.010 
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the  pittance  allowed  to  those  less  favored  and  these  gifts  are  being 
largely  financed  out  of  the  general  taxpayer's  pocket. 

For,  as  we  have  seen,  one-half  the  fund  to  finance  benefit  payments 
is  raised  through  the  employers'  tax  which  is  ultimately  paid  by  our 
consumers.  Residents  of  farm  States  buy  freely  of  goods  manufac- 
tured elsewhere,  and  in  so  doing  pay  their  proportionate  share  of  the 
employers'  tax.  Thus  the  so-called  contributory  plan  is  unjust  to 
farm  States  because  one-half  its  primary  support  comes  from  a  Nation- 
wide consumers'  tax.  The  present  set-up  could  be  justified  only  if  all 
benefits  came  from  workers'  contributions  and  even  then  the  act,  while 
it  would  be  logical,  would  be  sadly  deficient,  as  it  would  have  little 
value  save  in  the  industrial  regions. 

The  experts  of  the  Social  Security  Board  anticipate  the  possibility 
that  Federal  appropriation  may  some  day  be  required  to  assist  in  the 
support  of  the  insurance  system.  Whenever  that  occurs  the  iniquity 
of  the  present  plan  will  be  magnified,  because  then  only  a  minor  part 
of  the  benefits  flowing  disproportionately  into  the  well-to-do  States 
will  come  from  workers'  contributions. 

It  should  furthermore  be  noted  that  contributors  who  fail  to  qualify 
because  of  insufficient  employment  or  low  wages  will  receive  no  bene- 
fits. It  is  apparent  that  money  thus  forfeited  by  the  dispossessed  of 
the  act  will  flow  into  the  insurance  fund  and  from  there  it  will  be 
distributed  to  workers  everywhere. 

In  Mississippi  in  1939,  47  percent  of  its  workers  in  the  insurance 
system  reported  wages  less  than  $200  annually;  Connecticut  reported 
only  15  percent ;  Arkansas  had  44  percent ;  and  Rhode  Island,  a  mere 
17  percent.  There  can  be  no  doubt  that  forfeited  money  will  come 
principally  from  the  rural  regions  and  from  areas  of  intermittent 
unemployment,  while  it  will  be  diverted  chiefly  to  industrial  workers 
and  to  regions  where  employment  is  more  stable. 

The  present  act  is  undeniably  unjust  because  it  will  distribute 
income,  the  major  portion  of  which  will  be  raised  on  a  noncontribu- 
tor3'  basis,  by  a  contributory  formula,  which  will  materially  favor 
prosperous  regions  at  the  expense  of  less  fortunate  areas.  The  in- 
iquity of  thus  applying  contributory  principles  to  the  disbursement 
of  public  funds  has  other  defects  which  will  be  noted  in  the  criti- 
cisms of  the  act  which  follow. 

Criticisms  of  the  Present  Systems  of  Old-Age  Assistance  ano 

Old- Age  Insurance 

I 

inadequacy  of  present  payments 

The  committee  finds  that  the  amounts  which  are  provided  for  the 
care  of  our  older  citizens  under  both  the  old-age  insurance  and 
assistance  systems  are  obviously  inadequate  to  provide  them  with 
even  a  minimum  of  subsistence. 

The  most  reliable  estimates  available  show  that  an  urban  couple 
require  from  $50  to  $65  per  month,  depending  on  the  part  of  the 
country  in  which  they  are  residing,  to  provide  for  their  minimum 
costs  of  living,  while  single  persons  would  require  perhaps  $30  to 
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$35.  For  farm  couples  or  single  persons  the  amount  required  is 
only  about  10  percent  less  than  that  for  city  dwellers. 

In  the  face  of  these  estimates  of  the  absolute  minimum  cost  of 
living,  both  the  old-age  insurance  and  assistance  systems  pay  aver- 
age amounts  of  only  $20  per  month  to  individuals  and  85  to  90  per- 
cent of  the  recipients  in  both  systems  receive  less  than  the  $30  per 
month  which  this  committee  believes  is  the  irreducible  minimum  that 
should  be  provided  for  the  subsistence  of  our  retired  workers.  We 
recommend  that  hereafter  emphasis  be  laid  on  the  minimum  benefit 
rather  than  the  average,  for  while  academic  statisticians  can  per- 
form mathematical  miracles  with  averages,  they  have  not  yet  per- 
fected a  formula  by  which  averages  can  be  used  for  food,  shelter, 
or  clothing  by  those  on  the  under  side  of  the  median  line. 

INADEQUACY  OF  PRESENT  COVERAGE 

This  committee  finds  that  our  present  provisions  for  old-age  in- 
surance and  assistance  have  tragically  failed  to  reach  more  than  a 
small  fraction  of  our  retired  workers.  Of  the  14,000,000  people  now 
above  age  60,  nearly  12,000,000  remain  outside  the  scope  of  the 
present  program,  in  spite  of  the  fact,  which  has  earlier  been  dem- 
onstrated, that  the  overwhelming  majority  are  without  either  em- 
ployment or  substantial  savings.  These,  the  senior  citizens  of  this 
Nation,  are  entitled  to  know  why  they  are  today  deprived  of  the 
right  to  economic  security.    Here  are  the  reasons : 

1.  For  fully  5,000,000  of  them  the  answer  is  that  they  are  in  the 
"twilight  zone"  from  age  60  to  65 — too  old  for  a  job  in  youth-hungry 
modern  industry,  yet  too  young  for  a  pension  under  our  present 
laws.  This  committee  asserts  that  the  first  duty  of  the  Government 
of  the  United  States  is  to  recognize  economic  realities  by  extending 
the  protection  of  an  old-age  pension  to  this  woefully  insecure  group 
of  citizens. 

2.  For  millions  of  others,  the  answer  must  be  that  the  present 
insurance  system  is  so  designed  as  by  its  nature  to  exclude  the  great 
majority  of  citizens.  In  the  first  place,  it  leaves  out  of  its  coverage 
such  great  groups  as  farmers  and  the  self-employed.  For  this  reason 
it  can  never  include  at  one  time  more  than  half  our  people. 

In  the  second  place,  the  insurance  system  is  not  designed  to  come 
into  full  operation  for  several  years.  In  the  meanwhile,  only  2  per- 
cent of  all  citizens  over  60  (or  3  percent  of  those  over  65)  are  re- 
ceiving any  benefits  at  all  from  the  system.  Whatever  the  merit  of 
such  a  scheme  at  some  time  in  the  future,  its  present  value  and  its 
worth  for  several  years  to  come  are  manifestly  nil.  The  committee 
is  of  the  opinion  that  the  inclusion  of  all  occupations  now  excluded 
from  the  coverage  of  the  system  will  make  it  of  great  practical  value 
in  future  decades.  But  by  no  means  whatsoever  can  the  insurance 
system  be  amended  or  changed  to  provide  for  the  present  plight  of 
our  older  citizens  and  it  is  their  present  plight  which  is  the  primary 
consideration  of  this  Government.  Statistical  data  for  the  distribu- 
tion of  the  Nation's  wealth,  50  years  or  a  century  from  now,  however 
great  the  genius  of  the  actuaries  assembling  it,  cannot,  in  the  im- 
mediate present,  feed,  shelter,  or  clothe  our  retired  workers.  That 
problem  must  be  solved  by  congressional  action,  not  by  actuarial 
calcvdations.   It  should  be  solved  now. 
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3.  The  final  answer  to  the  question  of  why  the  vast  mass  of  our 
retired  workers  are  excluded  from  the  economic  security  which  a  gov- 
ernmental grant  would  bring  to  them  centers  about  the  restrictions 
with  which  we  surround  such  a  grant.  We  now  offer  to  the  80  percent 
of  our  citizens  past  65,  who  are  without  employment  and  can  hope 
for  no  aid  from  the  insurance  system,  the  "right"  to  submit  to  humili- 
ating inquisitions  by  multitudes  of  official  investigators.  These  inves- 
tigators need  only  discover  that  applicants  for  assistance  have  some 
pitifully  small  savings  or  property  of  their  own  or  have  some  relatives 
who  can  support  them  to  deny  them  the  average  amount  of  $20  per 
month  (as  little  as  $7  in  some  States)  which  we  now  provide  under 
our  old-age  assistance  laws.  It  matters  not  that  the  retired  worker's 
property  may  be  only  a  mortgaged  home  or  that  his  children  may 
already  be  burdened  with  overpowering  financial  obligations.  Unless 
the  applicant  can  successfully  pass  these  tests  and  take  the  pauper's 
oath,  he  can  hope  for  nothing  from  his  Government  and  only  expres- 
sions of  sympathy  from  its  representatives. 

Thus  millions  of  our  older  people  must  remain  a  heavy  burden  on 
their  children  and  millions  more  struggle  through  their  remaining 
3'ears  without  any  help  at  all  because  their  sons  and  daughters,  regard- 
less of  what  official  investigators  decree,  cannot  afford  to  support  them. 
This  committee  does  not  believe  that  the  people  of  this  Nation  desire 
to  perpetuate  a  system  which  denies  governmental  aid  to  millions  of 
retired  workers  merely  because  they  may  have  insignificant  amounts 
of  savings  or  mortgaged  homes  as  symbols  of  a  dream  of  economic 
security  they  were  destined  never  to  achieve. 

Nor  does  this  committee  believe  that  the  people  of  this  Nation  desire 
to  submit  those  of  our  older  citizens  who  receive  help  to  the  final  indig- 
nity and  humiliation  of  the  pauper's  oath.  We  must  abolish  once  and 
for  all  this  antiquated  "confession"  by  the  individual  of  his  "guilt"  for 
the  unfortunate  situation  in  which  he  finds  himself.  We  must  replace 
it  with  a  forthright  "confession"  by  society  of  its  "guilt"  in  creating 
the  conditions  which  make  impossible  for  85  percent  of  our  people  the 
achievement  of  economic  security  in  old  age.  We  must  establish  so- 
ciety's responsibility  for  guaranteeing  security  to  its  retired  workers 
as  a  matter  of  right.  It  is  for  this  reason  that  the  committee  recom- 
mends the  payment  by  the  Federal  Government  of  a  monthly  sum 
which  it  believes  will  guarantee  at  least  a  minimum  of  subsistence  to 
every  citizen  past  the  age  of  60  who  has  retired  from  gainful  employ- 
ment. 

II 

INJUSTICES  OF  THE  PRESENT  SYSTEM 

The  operation  of  our  two  systems  of  old-age  insurance  and  assistance 
has  resulted  in  creating  serious  injustices  as  between  individual  recipi- 
ents within  the  insurance  system,  as  between  recipients  of  payments  in 
the  two  different  systems,  and  as  between  different  States  under  both 
systems. 

1.  The  essentially  noncontributory  nature  of  the  insurance  system- 
results  in  the  unjust  weighting  of  benefit  payments  against  the  poorly 
paid  worker. — Benefit  payments  under  the  present  old-age  and  sur- 
vivors insurance  scheme  are  made  payable,  in  general,  in  propor- 
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tion  to  the  previous  earnings  of  the  retired  worker.  The  justifica- 
tion for  this  discrimination  as  between  poorly  paid  and  better  paid 
workers  rested  on  the  so-called  contributory  nature  of  the  system. 
The  committee  finds,  however,  that  because  of  the  way  in  which  the 
system  was  set  up,  benefit  payments  during  the  next  25  to  50  years 
will  come  almost  wholly  from  sources  other  than  the  contributions 
of  the  recipient. 

Data  prepared  by  the  Social  Security  Board  showed  that  on  all 
claims  to  insurance  benefits  which  will  mature  before  1955  and  which 
will  thus  be  payable  over  the  next  25  to  T,0  years,  the  contributions 
by  the  recipients  themselves,  including  interest  compounded  at  3 
percent  annually,  will  equal  only  8  percent  of  the  total  benefits  which 
they  will  draw  out  of  the  system.  Even  on  all  claims  which  will 
mature  before  1980,  and  on  which  payments  will  extend  into  the 
twenty-first  century  (A.  D.),  the  beneficiaries  will  have  directly 
contributed  only  25  percent  (including  accrued  compound  interest) 
toward  the  cost  of  their  retirement  annuities. 

The  committee  does  not  criticize  the  Government  for  paying  nearly 
all  the  cost  of  the  pensions  in  the  early  years  of  the  system.  It  does 
assert  that  since  for  the  next  three  decades  92  percent  of  the  funds 
for  the  payments  are  coming  from  sources  other  than  the  contribu- 
tions of  the  recipients,  there  can  be  no  justification  for  weighting 
the  payments  against  the  poorly  paid  worker. 

A  case  example,  prepared  by  the  Social  Security  Board,  will  help 
to  clarify  this  injustice.  In  the  case  of  two  workers,  one  earning 
$25  per  month  and  the  other  $250  per  month,  both  of  whom  die  in 
1954  leaving  an  identical  number  of  survivors,  the  family  of  the 
more  highly  paid  worker  will  receive  monthly  benefits  at  a  maximum 
rate  of  $85  per  month,  which  will,  over  a  period  of  years,  total  more 
than  $20,000,  while  the  benefits  in  the  maximum  amount  of  $20  a 
month  which  will  go  to  the  family  of  the  poorly  paid  one  will  amount 
to  only  about  $5,000.  In  both  cases  the  workers  will  have  contrib- 
uted less  than  6  percent  of  their  total  benefits,  yet  society  plans  on 
awarding  $20,000  to  the  prosperous  family  and  $5,000  to  the  poor  one. 

The  committee  does  not  believe  that  this  injustice,  which  will  exist 
for  many  years  to  come,  necessitates  abolition  of  the  insurance  sys- 
tem. It  asserts  emphatically,  however,  that  the  evil  can  and  must 
be  corrected  by  the  establishment  of  a  minimum  amount  of  benefits 
payable  under  the  system.  It  is  believed  that  this  minimum  benefit 
should  be  fixed  at  the  same  level  as  the  general  pension  which  is 
included  in  the  committee's  recommendations. 

2.  The  existence  of  two  parallel  yet  different  systems  by  which  we 
attempt  to  care  for  our  retired  workers  has  created  a  series  of  absurd 
and  anomalous  situations  which  tend  to  undermine  the  value  of  both 
systems. — In  the  first  place,  for  the  country  as  a  whole,  the  average 
insurance  benefit  ($20.48)  is  slightly  lower  than  the  average  assistance 
payment  ($20.63).  In  22  of  our  States  with  half  of  the  country's 
population,  a  retired  Avorker  can  receive  more,  on  the  average,  by 
accepting  public  charity  than  he  can  obtain  from  the  insurance  benefits 
toward  which  he  has  been  contributing  a  percentage  of  his  income 
during  his  working  years.  The  inadequacy  of  insurance  payments 
are  thus  only  too  clearly  dramatized  and  the  realization  of  this  ab- 
surdity in  the  mind  of  the  worker  tends  inevitably — -and  rightly — to 
shake  his  faith  in  the  insurance  scheme. 
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Of  course,  in  all  those  States  where  assistance  payments  are  higher 
than  insurance  benefits  the  retired  worker  may  supplement  his  benefit 
by  applying  for  assistance  up  to  the  full  allowance.  This,  however, 
only  makes  the  situation  even  more  absurd  and  raises  the  question, 
Why  maintain  any  insurance  system  which  pays  benefits  to  80  or  90 
percent  of  its  recipients  so  small  that  they  must  be  supplemented  by 
charity  grants  of  assistance? 

Furthermore,  in  those  States  where  old-age  assistance  payments  are 
smaller  than  insurance  benefits,  no  opportunity  to  thus  supplement 
his  meager  benefits  is  open  to  a  retired  worker,  although  he  may  see 
fellow  workers  in  more  fortunate  States  receiving  substantially  higher 
amounts  as  a  matter  of  charity  than  he  is  allowed  as  a  return  for 
contributions  made  by  him  daring  his  working  years. 

The  defenders  of  the  present  ludicrous  system,  however,  point  out 
hopefully  that  the  primary  insurance  benefit  will  increase  by  1  percent 
every  year  so  that  at  some  time  in  the  future  insurance  benefits  will 
outstrip  assistance  payments.  But  since  the  average  primary  benefit 
(that  of  the  retired  worker  himself)  is  now  only  $23  per  month,  at  the 
end  of  20  years  it  can  have  increased  by  only  about  $5.  And  at  the 
same  time  another  factor  will  have  come  into  operation  to  offset  the 
rise  in  the  primary  benefit.  That  factor  will  be  the  increasing  partici- 
pation of  women  in  the  insurance  system. 

It  should  here  be  recalled,  as  pointed  out  earlier  in  the  report,  that 
our  old-age  assistance  laws  logically  grant  to  women  generally  the 
same  amount  of  payments  as  to  men.  In  the  case  of  our  insurance 
system,  however,  a  wife  is  allowed  benefits  equal  to  only  50  percent 
of  her  husband's,  while  a  widow  is  given  only  75  jJercent.  The  obvious 
absurdity  of  giving  a  widow  only  three-fourths  of  the  full  allowance 
for  an  individual  is  in  striking  contrast  to  the  just  and  equitable 
policy  under  old-age  assistance  of  granting  her  the  same  amount  as 
her  husband. 

The  effect  of  the  smaller  benefits  for  women  will  become  increasingly 
apparent  as  the  number  of  female  beneficiaries  becomes  greater. 
Since  benefits  are  not  payable  to  the  wife  or  widow  of  a  retired  worker 
until  she  herself  reaches  age  65,  and  since  only  about  one-third  of  all 
men  65  and  over  have  wives  above  that  age,  relatively  few  women 
would  be  expected  to  receive  benefits  during  the  early  years  of  the 
system. 

At  present  only  about  32  percent  of  all  beneficiaries  over  age  65  are 
women.  On  the  other  hand,  since  our  population  is  about  equally 
divided  between  the  two  sexes  and  since  women  survive  longer  beyond 
age  65  than  do  men,  eventually  women  will  constitute  about  the  same 
proportion  of  the  beneficiaries  as  men.  The  increased  ratio  of  female 
recipients  who  are  alloAved  only  a  partial  grant  will  thus  operate  to 
offset  the  rise  in  average  primary  benefits  under  old-age  insurance, 
while  no  such  factor  will  come  into  play  to  lower  old-age  assistance 
payments.  It  thus  appears  to  the  committee  that  the  passage  of  time 
will  not  remedy  the  absurd  situation  in  which  we  find  ourselves  pay- 
ing less,  on  the  average,  in  insurance  benefits  than  we  give  to  our  re- 
tired citizens  as  a  matter  of  charity. 

3.  Both  of  the  present  systems  of  old-age  assistance  and  insurance 
unfortunately  overate  to  drain  loealth  from  our  least  prosperous 
States  to  our  most  fortunate  ones. — This  criticism  of  the  present  sys- 
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tern  is  so  obvious  that  the  mere  statement  of  the  facts  in  a  foregoing 
part  of  this  report  needs  little,  if  any,  amplification  here. 

It  will  be  recalled  that  the  assistance  program  redounds  to  the  ad- 
vantage of  wealthy  States  because  the  Federal  Government  will  not 
grant  to  a  State  more  funds  than  the  State  itself  can  afford  to  appro- 
priate for  old-age  assistance.  Thus  Arkansas  receives  an  average  Fed- 
eral grant  of  $3.95  per  recipient,  while  California  is  awarded  $18.95. 
In  fact,  the  10  most  fortunate  States,  all  prosperous,  receive  exactly 
four  times  as  much  in  per  capita  Federal  grants  for  old-age  assistance 
as  do  the  10  least  fortunate  States,  all  less  prosperous  and  most  located 
in  the  South.  Yet  the  funds  for  both  grants  come  equally  from  the 
general  revenues  of  the  United  States  Government. 

In  the  case  of  the  insurance  system,  the  exclusion  of  all  farmers  and 
farm  workers  from  the  payment  of  benefits  results  in  the  pouring  of 
benefit  money  into  industrial  States  to  the  detriment  of  agricultural 
ones.  The  10  most  fortunate  States,  just  as  under  the  assistance 
scheme,  receive  four  times  as  much  in  per  capita  insurance  payments 
as  do  the  10  least  fortunate  States,  all  predominantly  agricultural  and 
almost  all  located  in  the  southern  part  of  the  country.  Were  the  system 
a  contributory  one,  such  partiality  might  be  defended.  But,  as 
brought  out  earlier,  92  percent  of  all  funds  used  to  pay  insurance 
claims  materializing  before  1955  and  thus  extending  over  the  next  25 
to  50  years,  will  come  from  sources  other  than  the  contributions  of  the 
beneficiaries  themselves.  Since  the  public  generally  is  paying  these 
benefits,  there  can  be  no  justification  whatsoever  for  pouring  into  our 
industrial  States  four  times  as  much  benefit  money  as  into  our 
farm  States. 

There  is  before  Congress  at  present  a  bill  (S.  1759),  the  so-called 
Connally  amendment  to  the  Social  Security  Act,  which  would  increase 
Federal  grants  to  less  prosperous  States  for  old-age  assistance  by 
varying  the  size  of  the  grant  in  inverse  ratio  to  the  per  capita  income 
of  the  State.  While  this  committee  approves  strongly  of  any  attempt 
to  raise  old-age  assistance  payments  in  our  less  prosperous  States,  it 
does  not  believe  that  the  particular  method  contemplated  in  this  bill 
is  as  desirable  as  other  alternatives. 

In  the  first  place,  by  raising  assistance  payments  substantially  in  the 
South  it  would  at  the  same  time  increase  the  average  payment  through- 
out the  United  States  to  more  than  $30  monthly.  Since  the  average 
insurance  benefit  is  now  only  $20  per  month,  the  effect  of  such  a  pro- 
posal would  be  to  throw  further  askew  the  present  relationship  between 
the  insurance  and  assistance  plans  and  cause  to  appear  even  more 
ridiculous  the  amounts  now  payable  under  the  former  plan. 

Because  such  a  method  does  not  contemplate  a  parallel  reform  in 
the  insurance  system  and  would  consequently  increase  the  injustice  of 
the  dual  system,  the  committee  prefers  to  recommend  as  a  more  com- 
prehensive remedy  for  the  sectional  discrimination  inherent  in  both 
our  present  systems  the  establishment  of  a  general  pension  of  $30  a 
month,  financed  entirely  by  the  Federal  Government.  Such  a  pension 
^•ould  automatically  adjust  the  weighting  of  our  assistance  payments 
against  less  prosperous  States  by  making  payments  uniform  through- 
out the  United  States.  It  would  also  correct  the  discrimination  by 
the  present  insurance  system  against  the  agricultural  areas  of  the 
country  b}T  giving  to  farmers  a  pension  in  lieu  of  insurance  benefits 
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until  such  time  as  they  may  qualify  for  contributory  payments.  The 
committee  believes  that  only  by  such  a  comprehensive  reform  as  the 
establishment  of  a  general  pension  can  the  discrimination  of  our 
present  systems  against  the  less  prosperous  areas  of  our  country  be 
eliminated. 

Proposal  for  a  General  Pension 

The  committee  is  of  the  opinion  that  the  immediate  passage  of  a 
law  providing  a  general  pension  of  $30  a  month  for  persons  without 
employment  past  60  is  imperative  to  the  present  well-being  of  our  older 
citizens.  The  committee,  however,  wishes  to  emphasize  that  such  a 
measure  is  designed  solely  for  the  immediate  future,  because  the  ex- 
panding and  accelerating  insurance  system  recommended  by  the  com- 
mittee would  soon  preempt  the  i)ension  field.  Thus,  the  number  of 
recipients  of  pensons  will  steadily  dwindle  each  year  until  at  the  end 
of  the  coming  decade  almost  all  payments  will  be  made  as  benefits 
under  the  insurance  system  and  only  a  limited  number  as  general 
pensions. 

The  members  of  the  committee  desire  herewith  to  summarize  the 
reasons  which  they  believe,  necessitate  the  payment  of  a  general  pen- 
sion during  the  next  decade  to  such  of  our  older  citizens  as  will  not  be 
able  to  qualify  under  the  revised  plan  for  insurance  benefits. 

(1)  One-half  of  the  revenues  raised  for  the  old-age  insurance  fund 
(from  which  the  money  for  pension  pajunents  is  to  come)  will  be  raised 
by  a  3-percent  pay-roll  tax  on  employers.  It  is  an  accepted  fact  that 
this  tax  will  be  paid  by  the  consuming  public  and  is  thus  a  tax  on 
society  as  a  whole.  It  will  consequently  be  paid  by  all  recipients  of  a 
general  pension,  both  before  and  after  retiring  from  employment.  No 
justification  can  be  found  for  forbidding  the  pension  to  any  particular 
group,  since  all  shared  equally  in  contributing  the  taxes  from  which 
one-half  of  the  pension  revenues  are  to  be  raised. 

(2)  An  old-age  pension  must  be  made  general  for  all  who  retire 
from  employment,  because  to  provide  otherwise  would  be  to  discrimi- 
nate among  all  older  citizens  in  favor  of  the  beneficiaries  of  the  insur- 
ance system. 

As  brought  out  earlier,  the  beneficiaries  of  all  insurance  claims 
maturing  before  1955  (the  effective  time  limit  on  the  proposed  pension) 
will  have  contributed  only  8  percent  of  the  amounts  which  they  will 
receive  as  benefits,  while  92  percent  of  such  payments  must  come  from 
society  as  a  whole.  In  effect  insurance  benefits  during  the  next  15  years 
will  be  almost  wholly  noncontributory  social  pensions.  To  single  our 
any  one  group  as  the  fortunate  beneficiaries  of  such  a  grant  is  grossly 
unfair  while  others,  equally  worthy  and  generally  less  fortunate,  must 
submit  to  humiliating  investigations  and  paupers'  oaths  before  receiv- 
ing an  identical  kind  of  noncontributory  pension.  If  one,  then  both 
kinds  of  noncontributory  pensions  must  be  paid  as  a  matter  of  right 
to  all  citizens  over  60. 

(3)  The  committee  believes  that  there  is  another  reason  justifying 
the  grant  to  the  Nation's  workers  of  a  general  pension  paid  as  a  matter 
of  right,  without  degrading  conditions.  American  citizens  now  ap- 
proaching and  past  60  by  their  thrift  and  toil  materially  helped  to 
build  our  farms,  factories,  and  cities — assisted  in  constructing  our 
fertile  productive  enterprises  by  virtue  of  which  there  is  now  ample 
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wealth  to  provide  comfort  for  all.  The  fortunate  of  us  are  bene- 
ficiaries of  their  toil,  but  the  fate  of  many  millions  of  them  is  unhappy 
and  tragic,  indeed.  Nine  out  of  ten  men  are  industrious  and  try  to 
save  some  of  their  earnings,  but  scarcely  more  than  1  in  10  succeeds, 
and  the  failure  of  our  people  to  save  cannot  fairly  be  ascribed  to  any- 
thing but  the  economic  conditions  that  have  existed  in  our  Nation  over 
the  past  generation. 

The  great  majority  of  our  workers  have  found  no  opportunity  to 
accumulate  a  competency  because  of  earnings  so  small  that  anything 
beyond  the  support  of  a  wife  and  children  has  been  impossible.  A 
minor  segment  of  our  workers  with  an  earning  capacity  beyond  a  bare 
subsistence  have  from  time  to  time,  with  sacrifice  and  thrift,  accumu- 
lated savings  or  insurance  rights  and  then  in  cyclical  periods  of  un- 
employment, or  because  of  sickness,  injury,  death,  or  other  disaster, 
have  seen  the  accumulation  of  years  swept  away  almost  in  a  day. 

Millions  of  our  best  citizens,  thrifty  and  industrious,  had  their 
hard-won  competencies  ruthlessly  stripped  from  them  in  the  panic  of 
1929  and  the  depression  of  the  thirties.  Millions  of  our  farmers  upon 
whose  services  our  very  existence  depends  have  provided  bountifully 
for  the  rest  of  us  and  now,  in  failing  age,  face  poverty  and  insecurity 
through  no  fault  or  failure  of  their  own. 

In  granting  liberalized  pensions  to  our  retired  workers  and  farmers, 
their  wives  and  widows,  should  Ave  taint  our  grant  by  demanding 
paupers'  oaths,  by  means  tests,  by  maintaining  dismal  standards  of 
the  poor  farm  ?  Or  should  we  grant  these  payments  as  a  matter  of 
social  right  to  be  received  and  enjoyed  with  dignity  and  independence 
free  of  harassment  and  inquisition?  We  believe  that  a  nation  dedi- 
cated to  humane.  Christian  principles  should  have  but  one  answer  to 
that  question. 

(4)  While  the  committee  believes  that  general  pensions  are  necessi- 
tated by  a  sound  social  policy  and  by  natural  justice,  we  wish  further 
to  emphasize  that  the  most  practical  and  realistic  rules  of  statecraft, 
would  lead  to  the  same  conclusion.  This  statement  is  based  upon  the 
undeniable  fact  that  only  about  15  percent  of  our  cititzens  upon  reach- 
ing 60  have  accumulated  savings  sufficient  to  provide  incomes  for  in- 
dependent support.  Many  authorities  place  the  number  of  savers  at 
about  10  percent.  Among  the  15  percent  possessed  of  competencies  will 
be  a  substantial  proportion  who  will  still  be  employed  after  60.  Con- 
sidering that  our  brain  workers — including  our  public  officials,  editors, 
corporate  executives,  financiers,  writers,  and  professional  and  business 
leaders — who  generally  continue  to  work  until  late  in  life  are  also 
the  ones  most  often  possessed  of  considerable  savings,  we  can  safely 
assume  that  of  our  approximate  15  percent  of  persons  past  60  with 
savings,  not  more  than  10  percent  would  be  retired.  Since  the  pro- 
posed pension  would  be  payable  only  to  retired  persons,  it  is  with  this. 
10  percent  that  we  are  concerned.  Of  this  percentage,  the  great  ma- 
jority would  be  jjossessed  of  very  modest  incomes  ranging  from  twenty- 
live  up  to  a  few  hundred  dollars  monthly.  Only  in  the  top  1  or  2 
percent  will  we  find  individuals  of  substantial  or  high  incomes.  It 
is  entirely  possible  that  a  substantial  portion  of  our  wealthy  retired 
citizens  would  never  claim  a  pension,  and  it  is  obvious  that  those 
Avho  did  would  restore  a  major  portion  of  it  to  the  Federal  and  State 
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Governments  in  income  taxes,  and  that  not  less  than  20  percent  of 
the  balance  would  be  subject  to  consumptive  taxes  when  spent. 

The  argument  is  often  heard  that  it  would  be  unwise  to  give  a 
general  pension  to  Rockefeller,  Ford,  or  some  other  multimillionaire. 
And  from  this  it  is  argued  that  we  should  subject  the  85  or  90  percent 
of  our  people  who  have  no  savings  to  a  means  test  to  prevent  the  rich 
man  from  claiming  the  pension.  If  it  is  desirable  to  prevent  a  com- 
paratively few  of  our  citizens  from  enjoying  a  social  dividend,  the 
income  tax  is  an  apt,  cheap,  and  simple  medium  to  recapture  all  or  any 
portion  of  the  pension  at  whatever  income  level  is  considered  advisable. 

PUBLIC  OPINION  ON  OLD-AGE  PENSIONS 

In  the  midst  of  the  present  national  emergency,  faced  with  the 
expenditure  of  billions  of  dollars  for  national  defense,  the  people 
of  America  have  expressed  their  almost  unanimous  conviction  that 
the  Government  of  the  United  States  should  provide  more  adequate 
pensions  for  our  retired  workers.  In  a  recent  scientific  poll  taken  by 
the  American  Institute  of  Public  Opinion,  91  percent  of  all  voters 
sampled  answered  an  unequivocal  "yes"  to  the  direct  question:  Are 
you  in  favor  of  Government  old-age  pensions?  The  committee  be- 
lieves that  such  unanimity  of  opinion,  particularly  in  the  face  of 
the  present  emergency,  demands  that  the  Congress  respond  promptly 
to  this  undeniable  popular  mandate  for  the  establishment  of  a 
national  old-age  pension  system. 

Reflecting  the  present  state  of  public  opinion,  the  poll  revealed 
that  the  people  of  the  country  as  a  whole  favor  a  pension  of  $42  per 
month  for  a  single  person  and  $73  for  a  married  couple,  as  the  mini- 
mum amounts  which  our  retired  workers  require  for  a  decent  living. 
It  should  be  noted  that  the  opinions  of  the  amounts  required  vary 
somewhat  in  different  regions  of  the  country.  In  the  South  $32  pet- 
month  is  considered  a  fair  figure,  while  in  New  England  and  the  Mid- 
Atlantic  States  a  monthly  sum  of  $50  is  believed  essential. 

The  committee  desires  to  state  here  that  in  fixing  its  proposed  gen- 
eral pension  at  $30  per  month  it  was  guided  at  least  in  part  by  these 
estimates  of  the  people  themselves  as  to  what  they  consider  abso- 
lutely necessary  as  a  minimum  of  subsistence.  It  proposes  to  estab- 
lish a  pension  acceptable  to  that  area  of  the  country  in  which  the 
cost  of  living  is  least — the  South — in  the  expectation  that  States  in 
other  parts  of  the  country,  where  costs  of  living  are  higher,  may 
if  they  desire,  add  proportionately  greater  amounts  to  the  basic  Fed- 
eral pension. 

In  another  respect  the  poll  showed  that  public  opinion  is  now  far 
in  advance  of  existing  legislation.  About  two-thirds  of  the  American 
people  already  recognize  that,  whatever  the  Social  Security  Act 
may  say  about  a  retirement  age  of  65,  the  chances  of  a  worker's  ob- 
taining employment  in  modern  industry  after  age  60  are  now  slim 
indeed.  Public  opinion  is  thus  prepared  to  support  this  committee's 
recommendation  that  a  general  pension  for  our  retired  workers  be 
made  payable  at  the  age  of  60. 

It  should  further  be  noted  that  76  percent  of  all  persons  polled 
specifically  declared  their  willingness  to  pay  a  3-percent  tax  on  their 
earnings  to  insure  an  adequate  pension  after  retirement  from  employ- 
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ment.  Dr.  Gallup,  director  of  the  institute,  has  interpreted  the 
data  developed  by  his  poll  as  meaning  that 

*  *  *  a  large  majority  say  they  would  be  willing  to  lay  aside  a  substantial 
percentage  of  their  income  over  the  coming  years  to  make  pensions,  in  effect, 
universal. 

The  committee  desires  to  point  out  that  the  plan  for  a  general 
pension  for  all  persons  without  employment  above  the  age  of  60 
is  clearly  in  keeping  with  the  desires  of  the  American  people  as 
expressed  in  this  sampling  of  public  opinion.  The  plan  has  been 
designed  to  provide  pension  payments  for  all  in  amounts  which  the 
people  as  a  whole  believe  fair.  It  has  likewise  been  designed  to 
extend  to  the  entire  population  the  3  percent  tax  on  earnings  from 
which  the  pension  payments  are  to  be  financed.  And,  of  course,  the 
other  3  percent  tax  on  pay  roll?  levied  on  the  employer  is  passed  on 
to  the  consuming  public  and  is  thus  a  further  means-  of  placing 
the  responsibility  for  financing  the  payments  on  the  entire  body  of 
citizens  which  is  to  receive  them.  By  making  both  the  pension 
payments  and  the  tax  responsibility  for  those  payments  universal, 
the  committee  believes  it  has  designed  a  fair  system  which  will 
meet  fully  the  desires  of  the  American  people. 

Finally,  the  committee  desires  to  point  out  that  the  results  of  this 
poll  completely  vitiate  all  charges  that  sentiment  for  old-age  pen- 
sions is  centered  only  in  the  older  groups  of  our  people.  Of  all  the 
age  groups  sampled  by  the  poll,  it  was  the  oldest  citizens  who  set 
the  lowest  figures  desirable  for  pension  payments.  Voters  from 
ages  21  to  44  actually  favored  pensions  for  single  persons  in  amounts 
$6  to  $8  per  month  higher  than  did  those  above  the  age  of  60. 
In  the  face  of  these  facts,  it  can  hardly  be  denied  that  the  pressing 
desire  of  the  American  people  for  an  adequate  pension  system  springs' 
as  much  from  the  generous  nature  and,  perhaps,  enlightened  self- 
interest  of  our  younger  people  as  it  does  from  the  immediate  needs 
of  our  older  citizens. 

Recommendations  of  the  Committee 

This  committee  believes  that  fundamental  changes  in  the  Social 
Security  Act  of  1935,  as  amended  in  1939,  are  an  immediate  neces- 
sity for  the  welfare  of  the  older  citizens  of  this  Nation.  In  accord- 
ance with  that  belief,  it  submits  the  following  recommendations : 

A.  TITLE  II  OF  THE  SOCIAL  SECURITY  ACT  AND  THE  FEDERAL  INSURANCE 
CONTRIBUTIONS  ACT  (FORMERLY  TITLE  VIII  OF  THE  SOCIAL  SECURITY 
ACT) 

1.  (a)  We  recommend  that  the  present  system  of  old-age  and  sur- 
vivors insurance  as  provided  under  title  II  of  the  Social  Security 
Act  and  the  Federal  Insurance  Contributions  Act  be  retained  and 
extended  to  provide  for  as  universal  coverage  as  possible.  We  recom- 
mend that  all  groups  within  the  extended  coverage  shall  begin  to  pay 
taxes  as  of  January  1,  1943. 

(b)  We  recommend  an  immediate,  detailed  investigation  into  the 
best  method  of  extending  the  coverage  of  the  insurance  system  to  all 
self-eirrployed  groups,  farmers,  and  farm  workers,  employees  of 
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the  Federal  Government,  of  States,  counties,  and  municipalities  and 
all  other  employed  individuals  who  are  not  now  covered  by  the  sys- 
tem. In  the  rare  cases  of  those  individuals  who  escaped  tax  re- 
sponsibility through  failure  to  engage  in  gainful  employment  during 
their  lives  it  is  recommended  that  equalization  of  the  tax  burden  be 
effected  in  their  cases  through  the  instrumentality  of  the  income 
tax. 

2.  We  recommend  that  the  benefits  provided  under  the  insurance 
system  be  made  payable  upon  retirement  from  employment  at  the  age 
of  60  rather  than  at  the  age  of  65,  as  at  present  provided. 

3.  We  recommend  that  a  minimum  benefit  of  $30  per  month  be 
established  for  all  beneficiaries,  including  those  now  in  receipt  of  pay- 
ments, regardless  of  the  size  of  their  previous  earnings. 

4.  We  recommend  that  the  combined  employer-employee  taxes  on 
pay  rolls  in-  the  then  covered  employments  be  raised  to  4  percent  on 
Januaiy  1,  1943,  and  that  the  taxes  further  be  raised  to  6  percent  on 
January  1,  1944,  instead  of  on  January  1, 1949,  as  contemplated  in  the 
present  act. 

5.  We  recommend  the  repeal  of  the  present  provision  of  the  law 
requiring  as  a  condition  of  eligibility  for  benefits  that  an  individual 
be  paid  not  less  than  $50  in  wages  in  any  quarter  of  coverage. 

6.  We  recommend  that  wives'  and  widows'  insurance  benefits  lie 
increased  from  one-half  and  three-quarters,  respectively,  of  the  hus- 
bands' primary  insurance  benefit  to  an  amount  equal  to  such  primary 
benefit. 

B.  TITLE  I  OF  THE  SOCIAL  SECURITY  ACT 

1.  We  recommend  the  abolition  of  the  present  Federal-State  old-age 
assistance  system  based  on  the  means  test  as  provided  in  title  I  of  the 
act,  and  recommend  that  title  I  be  amended  to  provide  for  the  payment 
by  the  Federal  Government  through  the  instrumentality  of  the  several 
States  of  a  general  pension  of  $20  per  month  after  July  1, 1942,  and  $30 
per  month  after  January  1,  1944,  to  every  American  citizen  who  has 
retired  from  gainful  employment  at  or  after  the  age  of  60,  unless  he  is 
in  receipt  of  payments  from  the  Federal  Government  under  the  old-age 
insurance  svstem  or  under  the  provisions  of  the  Railroad  Retirement 
Act  of  1940. 

2.  We  recommend  that  such  pensions  be  supported  by  general  ap- 
propriations financed  as  far  as  possible  by  the  utilization  of  those  funds 
collected  through  the  6  percent  employer-employee  pay-roll  tax  pro- 
vided by  the  Federal  Insurance  Contributions  Act  to  the  extent  that 
they  shall  not  be  required  for  current  payments  under  the  insurance 
benefit  provisions  of  title  II  of  the  act,  In  this  connection  we  empha- 
size again  our  earlier  recommendation  that  all  employed  persons  be 
brought  under  the  coverage  of  the  insurance  system  at  as  early  a  date 
as  is  found  to  be  feasible.  Until  such  time  as  all,  or  nearly  all,  citizens 
will  receive  their  benefits  under  the  insurance  system,  it  is  the  opinion 
of  the  committee  that  diversion  of  workers'  contributions  to  the  pay- 
ment of  a  general  pension  should  be  balanced  by  an  equally  general  tax 
program.  This  generally  can  be  achieved  directly  (for  workers)  and 
indirectly  (for  wives  and  widows)  by  coverage  of  all  gainfully  em- 
ployed persons  under  the  insurance  system. 
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C.  FURTHER  RECOMMENDATIONS 

This  committee  recommends  that  it  continue  to  study  the  pension 
problem  and  that  its  authority  be  broadened  to  include  the  larger 
subject  of  all  social-economic  insecurity,  including  the  condition  of 
dependent  widows  and  children,  of  the  permanently  and  totally 
disabled,  et  cetera. 

Financial  Recommendations  of  the  Committee 

The  census  estimates  that  in  1945  our  population  above  60  years 
will  reach  about  15,000,000.  Of  this  number,  the  committee  believes 
that  approximately  3,000,000  will  remain  gainfully  employed  and 
that  about  1,000,000  of  them  will  have  spouses  above  60.  Thus,  per- 
sons who  might  be  qualified  to  claim  benefits  under  either  title  I  or 
title  II  will  be  reduced  to  11,000,000. 

There  are  in  the  United  States  800,000  aliens  past  60  and  a  sub- 
stantial number  of  our  aged  in  institutions  supported  by  public 
funds,  none  of  whom  would  be  eligible  for  general  pensions. 

In  the  opinion  of  the  committee,  it  is  therefore  probable  that  not 
more  than  10.000,000  would  be  qualified  as  beneficiaries  under  both 
the  proposed  general  pension  plan  and  the  old-age  insurance  system. 

The  committee  recognizes  mat  many  qualified  individuals  might 
never  claim  general  pensions  and  some  of  its  members  are  of  the 
opinion  that  the  number  of  these,  who  for  one  reason  or  another 
would  not  apply,  might  reach  5  percent  of  those  eligible,  but  this 
factor  has  been  ignored  in  the  committee's  calculations. 

If  10,000,000  of  our  people  were  in  receipt  of  the  general  pension 
of  $30  or  the  minimum  insurance  benefit  of  a  similar  sum  the  cost 
would  be  $3.6  billions.  It  must  be  noted  there  would  be  other  items 
of  cost  to  be  added.  These  would  not,  in  the  immediate  future,  be  of 
a  great  magnitude.  Under  the  proposal  of  this  committee  while  the 
minimum  is  lifted  to  $30  monthly,  payments  above  that  sum,  earned  by 
a  contributor's  payments,  would  remain  unaffected.  It  is  probable 
that  for  a  long,  long  time  there  will  be  less  than  a  million  bene- 
ficiaries of  the  insurance  system  who  will  be  entitled  to  more  than 
the  minimum  of  $30.  If  the  excess  of  payments  above  the  minimum 
sum  averaged  as  much  as  $7.50,  the  aggregate  for  a  million  recipients 
would  equal  $7.5  millions  monthly  or  $90,000,000  annually.  And  there 
is  little  chance  that  this  amount  would  be  attained  in  the  next  decade. 

In  addition  to  the  sums  that  would  be  payable  to  persons  over  60, 
the  proposed  law  would  retain  and  liberalize  benefit  payments  to 
widows  under  60  with  children  under  18.  Ultimately  this  phase  of 
the  act  would  require  substantial  income  to  support  it  but  no  great 
siun  for  the  next  few  years.  The  proposal  of  the  committee  while 
not  directly  affecting  the  benefits  of  widows  under  60,  indirectly 
does  so,  to  a  very  substantial,  and  the  committee  believes,  in  a  very 
equitable  way. 

An  example  will  readily  make  this  plain.  Under  the  present  law 
a  widow,  with  one  or  more  children  under  18,  can  in  no  event  receive 
an  allowance  more  than  double  her  husband's  primary  benefit.  Thus 
a  widow  with  three  children  whose  husband's  benefit  would  have  been 
the  minimum  of  $10,  could  not  receive  more  than  $20,  a  sum  totally 
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insufficient  for  her  support  and  generally  far  below  that  to  which 
most  general  relief  laws  would  entitle  her.  Now,  if  the  minimum 
primary  benefit  were  increased  to  $30  monthly,  her  allowance  would 
automatically  rise  to  $60,  a  much  more  substantial  sum,  but  one  that 
would  hardly  permit  her  and  her  three  children  to  be  corrupted  by 
luxurious  living.  The  example  we  have  given  is  the  extreme  but  all 
widows  under  60  whose  husbands'  primary  benefits  would  have  been 
less  than  $30  monthly  would  find  their  condition  improved. 

The  committee  has  not  yet  been  able  to  assemble  data  from  which 
sound  estimates  could  be  made  of  the  future  cost  of  thus  increasing 
indirectly  the  benefits  of  widows  under  60.  But  this  much  is  certain, 
that  within  a  decade  or  two  the  universal  coverage  of  the  insurance 
system,  as  herein  proposed,  would  provide  for  almost  all  of  the 
otherwise  dependent  widows  and  children  of  the  Nation.  States, 
cities,  and  counties  would  thereby  be  relieved  of  this  heavy  and  un- 
happy relief  problem.  They  likewise  would  be  released  from  many 
hundreds  of  millions  of  expense  for  general  relief  and  old-age  assist- 
ance for  those  past  60  and  if  experience  proved  that  the  item  for  the 
succor  of  widows  under  60  as  here  proposed  was  too  burdensome  for 
the  pay-roll  tax  to  support,  the  States,  cities,  and  counties  could  justly 
be  called  on  for  appropriations. 

In  any  event  it  is  the  opinion  of  the  committee  that  for  the 
first  2  or  3  years  after  the  $30  rate  became  effective  the  cost  would 
not  exceed  $4  billions  annually.  And  it  is  believed  that  a  6-percent 
tax  on  employers  and  employees,  with  corresponding  levies  against 
all  other  groups,  so  as  to  make  the  plan  practically  universal,  would 
produce  at  a  national  income  level  of  $100,000,000,000,  about  the 
needed  $4,000,000,000. 

Estimates  submitted  by  the  Social  Security  Board  indicate  that, 
with  a  national  income  of  $100,000,000,000,  a  6-percent  tax  on  pres- 
ently covered  pay  rolls  would  yield  $2.6  billions ;  that  if  this  6-percent 
tax  were  extended  to  the  pay  rolls  of  all  public  employees — Fed- 
eral, State,  city,  and  county — ah  additional  $0.5  billions  would  be 
raised;  that  a  3  percent  tax  on  net  incomes  up  to  $3,000  of  self- 
employed  persons  (excluding  farmers)  would  produce  approximatelv 
$0.3  billions. 

The  committee,  from  preliminary  investigation,  is  certain  that 
$600,000,000  could  be  raised  from  taxes  on  farm  pay  rolls,  farmers' 
net  incomes,  and  farm  crops  without  any  serious  burden  on  agri- 
culture. The  committee  has  not,  however,  had  time  to  fully  inves- 
tigate a  fair  and  appropriate  levy  against  rural  groups,  and  has, 
therefore,  recommended  that  the  determination  of  a  specific  method 
of  taxation  go  over  until  next  year.  But  the  committee  is  certain 
that  the  Congress  can  rely  upon  agriculture  to  produce  at  least 
$600,000,000  for  the  financial  support  of  the  proposed  plan. 

Other  classes  of  society  could  properly  be  subject  to  a  pension 
tax.  The  most  profitable  would  probably  be  individuals  under  60 
with  net  unearned  incomes  who  were  not  reached  by  other  pay-roll 
levies.  The  committee  has  not  been  able  to  yet  secure  data  on  the 
amount  this  kind  of  a  tax  would  produce,  but  believes  it  would 
be  substantial.  It  has  recommended  that  the  determination  of  the 
best  method  of  subjecting  this  group  to  a  pension  levy  be  deter- 
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mined  at  a  later  date  when  it  is  anticipated  some  sort  of  an  income 
tax  will  be  found  to  be  the  strategic  method  to  be  applied. 

Likewise  the  committee  has  made  no  investigation  and  no  finding 
of  what,  if  any,  levies  should  be  made  against  domestics  and  minor 
groups  not  heretofore  covered.  It  has  recommended  that  the  best 
methods  and  advisability  of  taxing  such  groups  be  considered  later. 

Summarizing  the  foregoing  data,  we  develop  the  following  figures. 
At  an  income  level  of  $100,000,000,000  a  6-percent  pay-roll  tax 
would  produce  from — 


Present  coverage  $2.  G  billioiis. 

Public  employees   .  5  billions. 

A  3-percent  tax  on  the  self-employed  would  yield  approximately   .  3  billions. 

Farm  groups  should  yield   .  6  billions. 


Total   4.0  billions. 


The  committee  recommends  that  the  age  limit  be  reduced  to  00 
and  that  liberalized  benefits  begin  on  July  1,  1942,  at  the  rate  of  $20 
monthly,  remaining  at  that  figure  for  18  months  or  until  January  1, 
J  944.  It  will  be  remembered  that  under  the  existing  law  contribu- 
tions will  be  increased  to  4  percent  on  January  1,  1943,  and  we  have 
recommended  that  this  rate  be  raised  to  6  percent  1  year  later.  Until 
the  full  rate  of  6  percent  were  in  force  the  system  might  not  be 
entirely  self-supporting  but  the  deficit  would  not  be  great  and  should 
be  covered  by  a  Federal  appropriation.  The  sum  now  being  spent 
by  the  Government  on  old-age  assistance  and  relief  of  those  past  60 
would  probably  be  sufficient  to  meet  any  deficit  in  the  contributions. 

The  committee  in  its  fiscal  calculations  has  assumed  a  national- 
income  level  of  $100,000,000,000  because  of  estimates  presented  to  it 
by  Robert  Nathan,  formerly  head  of  the  National  Income  Division 
of  the  Department  of  Commerce  and  now  economist  with  the  Office 
of  Production  Managament.  The  committee  requested  estimates  on 
future  national  income  from  the  Social  Security  Board,  whose  repre- 
sentative suggested  to  the  committee  that  Mr.  Nathan  be  consulted 
for  an  answer  to  the  question  on  national  income.  The  communi- 
cation received  by  the  committee  from  Mr.  Nathan  contained  the 
following  statements: 

It  now  appears  that  the  national  income  in  1941  will  approximate  in  terms 
of  1940  prices  about  86  and  87  billion  dollars. 

The  level  for  1942  will  certainly  not  exceed  $95,000,000,000,  although  had  no 
bottlenecks  been  encountered  the  1942  total  might  have  been  well  above  $100,- 
000,000,000. 

*  *  *  our  national  income  in  1943  should  exceed  $100,000,000,000,  with  a 
total  of  about  $103,000,000,000  being  reasonable.  It  is  my  belief  that  by  1944 
either  there  will  be  further  expansion  in  critical  areas  or  else  we  shall  so  have 
adjusted  ourselves  as  to  make  for  the  fullest  utilization  of  existing  limited 
resources  and  permit  a  national  income  of  $110,000,000,000. 

It  will  be  noted  from  an  examination  of  the  foregoing  letter  that 
the  committee,  in  calculating  the  yield  of  the  6-percent  pay-roll  tax 
from  a  national  income  of  $100,000,000,000,  is  dropping  substantially 
below  the  estimates  given  by  Mr.  Nathan  for  the  years  1943  and  1944, 
and  that  likewise  Mr.  Nathan  in  his  letter  clearly  recognizes  the 
possibility  of  an  income  substantially  beyond  the  ones  he  is  predicting 
by  reason  of  inflationary  tendencies. 

Doubtless  some  of  our  Senators  may  hesitate  to  accept  an  estimated 
yield  from  the  pay-roll  tax  based  on  a  national  income  level  of  $100,- 
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000,000,000,  anticipating  that  a  collapse  of  pay  rolls  may  come  at 
the  end  of  our  present  emergency  spending.  To  those  who  may  very 
properly  be  distressed  by  this  possibility,  let  us  emphasize  that  the 
fiscal  program  we  have  outlined  would  relieve  our  Federal  and  State 
Governments  from  present,  large  expenditures,  certainly  exceeding  a 
billion  a  year.  Old-age  assistance  appropriations  of  the  National 
and  State  Governments  combined  will  soon  exceed  $600,000,000.  Work 
Projects  Administration  disbursements  for  the  age  group  between  60 
and  65  are  substantial,  large  sums  are  spent  by  local  governments 
for  the  relief  of  this  same  group,  and  better  coverage  of  widows  and 
orphans  as  herein  proposed  would  soon  eliminate  almost  all  relief 
expenditures  of  every  kind  except  Works  Projects  Administi-ation 
and  farm  aid.  Consequently,  if  pessimistic  prophecies  are  vindi- 
cated and  the  end  of  our  war  spending  precipitates  a  period  of  unem- 
ployment and  a  decreased  yield  from  pay-roll  taxes,  our  Federal  and 
State  Governments  could  assume  a  substantial  portion  of  the  pro- 
posed outlay  without  exceeding  the  sums  they  are  now  disbursing 
for  present  relief  and  from  which  they  would  be  relieved  if  the 
proposed  law  would  be  enacted. 

It  should,  of  course,  be  noted  here  as  a  fact  relevant  to  this  discus- 
sion that  of  the  $500,000,000  expected  to  accrue  to  the  insurance  fund 
from  a  6-percent  tax  on  the  earnings  of  public  employees,  one-half 
would  be  payable  by  the  Federal,  State,  city,  and  county  governments, 
and  this  item  of  $250,000,000  would,  of  course,  have  to  be  calculated  by 
our  governmental  agencies. 

It  should  also  be  emphasized  that  if  employment  and  national 
income  are  demoralized  by  the  curtailment  of  military  expenditures, 
it  would  be  vitally  necessary  that  our  consumer  purchasing  power 
should  be  supported  by  every  wise  possible  means.  Therefore  the 
maintenance  of  at  least  a  minimum  of  buying  power  among  the  age 
group  past  60  would  be  helpful  in  checking  any  trend  toward  col- 
lapsing production  after  this  emergency  is  over. 

Its  chairman  has  reported  to  this  committee  that  he  has  been  advised 
by  reputable  economists  that,  in  their  opinion,  the  distribution  of 
$4,000,000,000  annually  under  the  plan  herein  proposed  would  result 
in  increased  Federal  revenues  to  the  extent  of  at  least  $400,000,000 
annually  and  that  the  income  of  other  governmental  agencies  would 
also  be  beneficially  affected  by  more  adequate  pension  outlays.  This 
committee  has  not  attempted  any  exploration  of  the  questions  involved 
in  these  statements,  but  does  recommend  to  the  Finance  Committee  its 
careful  consideration  of  this  aspect  of  the  problem. 


MINORITY  VIEWS  OF  MR.  GREEN 


[To  accompany  S.  Res.  129] 

The  report  of  a  majority  of  the  members  of  this  committee  contains 
so  much  with  which  the  undersigned  is  in  agreement  that  it  is  with 
reluctance  that  he  finds  himself  unable  to  join  in  it. 

The  principal  reason  is  that  it  calls  for  an  expenditure  for  old-age 
pensions  of  over  $3,000,000,000  in  addition  to  what  the  Federal  Govern- 
ment is  now  providing.  The  existing  emergency  calls  for  extraordi- 
nary expenditures  for  national  defense  against  external  aggression. 
Large  expenditures  may  be  justified  also  for  social  security.  Yet  the 
huge  sums  for  the  latter  recommended  in  the  majority  report  seem 
unreasonable  at  the  present  time. 

Another  important  reason  is  that  while  properly  much  attention  is 
given  in  the  report  to  increasing  aid  to  the  aged,  relatively  little  atten- 
tion is  given  to  aid  to  other  groups  of  citizens  needing  even  greater  aid. 
There  are  at  present  more  persons  under  65  than  over  65  needing  such 
aid.  These  include  the  totally  disabled,  those  now  on  State  general 
relief,  dependent  children,  and  recipients  of  relief  needing  medical  care 
in  addition.  If  the  Federal  Government  is  to  appropriate  additional 
amounts  for  social  security  they  should  be  given  where  they  will  do  the 
most  good. 

A  third  reason  is  that  the  undersigned  believes  that  not  enough 
attention  is  given  in  the  report  to  perfecting  the  present  Social 
Security  Act  and  to  supplementing  its  provisions  by  appropriate 
legislation. 

For  these  and  other  reasons  the  undersigned  submits  this  minority 
report. 


From  the  evidence  presented  to  this  committee,  it  is  apparent  that 
in  spite  of  the  very  great  increase  in  assistance  by  the  Federal  Gov- 
ernment to  the  aged  and  to  the  needy  generally,  there  are  still  hun- 
dreds of  thousands  of  persons  who  are  in  dire  need  and  are  getting 
no  assistance  whatever,  and  of  others  who  are  receiving  amounts 
quite  inadequate  for  decent  subsistence. 

This  committee  has  given  its  major  attention  to  the  matter  of 
assistance  for  the  aged,  and  it  is  convinced  that  the  Nation  must  make 
much  more  adequate  provision  for  its  needy  aged  citizens.  While 
total  payments  to  the  aged  have  increased  enormously  in  the  last  5 
years,  the  average  amount  paid  to  recipients  of  old-age  assistance  in 
some  States  is  as  low  as  $8  or  $10  per  month.  It  has  been  explained 
that  this  is  only  an  average  and  that  many  persons  actually  get  much 
more,  according  to  their  need;  and  also  that  this  is  the  average  of 
public  expenditures  per  individual,  and  many  such  individuals  will 
have  funds  of  their  own  which  supplement  the  benefit  payments. 
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But,  after  taking  all  such  facts  into  account,  it  is  still  true  that  the 
payments  in  a  number  of  States  are  too  low  to  assure  a  decent  stand- 
ard of  subsistence  for  the  recipients. 

The  undersigned  concedes  that  ultimately  it  may  be  necessary  for 
this  country  to  assure  to  every  aged  individual  who  has  withdrawn 
from  employment  an  income  sufficient  for  a  decent  living.  It  has 
been  proposed  that  in  order  to  accomplish  this  purpose,  the  Gov- 
ernment provide  a  pension  of  specified  amount  for  all  such  aged  per- 
sons regardless  of  any  other  income  which  they  may  possess.  While 
this  proposal  would  accomplish  the  desired  objective  so  far  as  the  aged 
are  concerned  and  while  it  has  the  obvious  advantage  of  simplicity, 
it  is  obvious  that  much  of  the  money  so  expended  would  go  to  per- 
sons who  are  not  in  need,  and  if  payments  were  at  a  level  which 
would  be  reasonable,  on  the  average,  many  persons  would  still  be 
in  need  of  more  assistance  than  such  a  pension  would  provide.  It 
is  clear  that  at  the  present  time  with  so  large  a  portion  of  the  na- 
tional income  devoted  to  defense  and  the  consequent  necessity  of 
limiting  expenditures  for  other  purposes,  it  is  necessary  to  look  to  the 
cost  of  any  such  program.  To  provide  even  a  modest  pension  of  $30 
per  month  for  every  aged  person  would  cost  many  times  what  is  now 
being  spent  for  this  purpose.  Three  hundred  and  sixty  dollars  per 
year  for  9,000,000  persons  would  be  $3,240,000,000,  as  contrasted  with 
the  $220,000,000  which  the  Federal  Government  is  now  providing. 
This  is  a  large  sum  even  in  these  times,  and  the  undersigned  believes 
that  before  undertaking  such  expenditures  it  is  desirable  to  explore 
the  possibility  of  meeting  the  existing  need  in  some  other  way. 

While  it  has  been  contended  in  recent  years  that  the  expenditure  of 
such  sums  would  have  a  beneficial  effect  on  the  community  as  a  whole 
by  providing  sustained  consumers'  purchasing  power,  this  argument 
has  no  validity  at  the  present  time,  when  the  Government  is  interested 
in  limiting  consumers'  purchasing  power  in  order  to  prevent  disastrous 
inflation. 

It  appears  to  the  undersigned,  after  thorough  investigation,  that  the 
stated  objective  can  be  achieved  in  large  part  without  undue  burdens 
on  anyone  and  without  adverse  effect  on  the  economic  structure  of  the 
community  by  making  the  existing  social-security  program  more  ade- 
quate for  those  who  are  in  need  of  assistance. 

Assistance  to  the  Aged 

Available  information  indicates  that,  of  the  9,200,000  persons  aged 
65  and  over,  approximately  55  percent  are  self-supporting,  either 
through  current  earnings  or  income  from  other  resources.  Of  the  re- 
maining 4y2  midion,  2,200,000  are  already  receiving  old-age  assistance 
under  title  I  of  the  Social  Security  Act,  An  additional  235,000  are 
receiving  monthly  annuities  under  title  II  of  the  Social  Security  Act. 
The  remaining  1,700,000  are  dependent  for  support  on  sons,  daughters, 
or  other  relatives,  or  on  public  charity.  While  many  are  doubtless  ade- 
quately cared  for  by  other  members  of  their  families,  it  is  unques- 
tionably true  that  a  considerable  portion  of  this  1,700,000  are  in  need 
of  help  from  the  community,  which  is  not  now  available. 

One  reason  for  the  failure  of  many  communities  to  provide  for  all 
the  needy  aged,  or  to  make  adequate  provision,  is  the  lack  of  resources 
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in  the  poorer  communities.  Under  the  existing  system  of  matching 
grants  under  the  Social  Security  Act,  a  State  can  get  from  the  Federal 
Government  only  as  much  as  it  can  afford  to  spend  from  its  own  funds 
for  this  purpose.  The  result  is  that,  of  the  total  Federal  funds  spent, 
a  disproportionately  large  share  goes  to  the  wealthy  States  which  have 
the  most  liberal  programs,  while  the  poorer  States  get  relatively  little 
help  from  the  Federal  Government  regardless  of  how  great  their  need 
may  be. 

Variable  Grants 

To  remedy  this  situation  the  Social  Security  Board  has  in  the  past 
recommended  that  grants  be  made  on  a  variable  basis ;  the  wealthiest 
States  getting  the  same  percentage  matching  as  at  present,  and  the 
poorer  States  being  reimbursed  from  the  Federal  funds  for  a  larger 
portion  of  the  total  expenditures,  with  the  poorest  State  getting  per- 
haps as  much  as  $3  of  Federal  money  for  each  dollar  01  State  money 
spent  for  this  purpose.  This  appears  to  be  a  sound  proposal  and  one 
which  will  secure  the  maximum  benefit  from  any  given  amount  of 
Federal  expenditure.  A  bill  to  carry  out  this  proposal  has  already 
been  introduced  by  one  member  of  this  committee,  and  it  is  the  belief 
of  the  undersignad  that  such  a  plan  should  be  adopted. 

It  is  also  believed  that  the  same  general  provision  for  the  distribution 
of  Federal  funds  should  be  applied  to  all  Federal  grants  in  the  field  of 
social  security  because  the  reasons  are  the  same  and  the  application  of 
this  plan  of  larger  Federal  grants  to  the  poorer  States  will  go  a  long 
way  toward  removing  the  most  serious  inadequacies  of  the  present  pro- 
gram. The  cost  of  such  a  provision  would  depend  upon  the  extent  to 
which  the  several  States  take  advantage  of  the  assistance  offered  by  the 
Federal  Government.  To  assure  that  the  purpose  would  be '  accom- 
plished, at  least  in  large  part,  each  State,  to  be  entitled  to  the  additional 
Federal  funds,  should  be  required  to  spend  from  its  own  resources  at 
least  as  much  as  it  has  spent  in  recent  years.  This  would  mean  that  in 
the  poorest  State  the  total  expenditures  for  assistance  could  be  doubled 
as  soon  as  the  State  was  able  to  take  the  necessary  steps  to  put  additional 
needy  persons  on  the  rolls  and  to  increase  the  amounts  paid  in  accord- 
ance with  the  individual's  needs.  While  this  could  not  be  done  at  once, 
the  State  could  begin  immediately  to  increase  its  expenditures  and 
continue  to  expand  its  program,  and  the  Federal  Government  would 
meet  all  additional  costs  until  the  specified  matching  ratio  had  been 
reached. 

Relax  Conditions  oe  Eligibility 

A  further  step  which  can  be  taken  to  make  the  existing  program  more 
satisfactory  is  to  prevent  the  imposition  of  certain  unnecessarily  harsh 
conditions  in  determining  eligibility  benefits. 

The  undersigned  believes  that  in  order  to  qualify  for  Federal  grants 
the  States  should  be  required  to  remove  certain  of  these  restrictions 
which  do  not  appear  to  be  in  accord  with  the  general  policy  under 
which  Federal  grants  are  made.  Most  States  still  require  residence 
in  the  State  for  5  out  of  the  last  9  years  before  aged  applicants  can 
qualify  for  assistance.  This  appears  to  be  unnecessarily  long — a  1-year 
residence  requirement  would  seem  to  be  sufficient.  Also,  some  States 
deny  benefits  to  any  individual  who  has  a  son  or  daughter  capable  of 
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supporting  such  individual  regardless  of  whether  or  not  support  is 
actually  provided.  This  is  unreasonable.  While  the  Social  Security 
Act  requires  that  actual  resources  be  taken  into  account  in  determining 
a  person's  eligibility,  no  State  should  be  permitted  to  disqualify  an 
individual  on  the  ground  that  relatives  should  support  him  if  in  fact 
they  do  not  do  so.  In  a  number  of  States  applicants  are  still  required 
to  transfer  their  homestead  to  the  State,  or  the  State  takes  a  lien  on 
such  property  as  a  condition  of  granting  the  assistance.  Many  persons 
have  refused  to  apply  for  assistance  for  this  reason.  While  it  is  not 
unreasonable  for  the  State  to  establish  a  claim  against  such  property, 
to  be  exercised  when  the  applicant  has  no  further  need  of  it.  this  should 
in  no  way  interfere  with  the  use  of  property  by  the  recipient,  and  no 
lien  should  be  enforced  until  after  the  death  of  both  the  recipient  and 
his  or  her  spouse.  While  such  relaxation  of  requirements  might  not 
add  many  persons  to  the  assistance  rolls,  it  would  do  much  to  restore 
or  maintain  the  peace  of  mind  of  the  recipients. 

Old-Age  and  Survivors  Insurance 

The  undersigned  believes  that  if  these  changes  are  made  in  the 
existing  public-assistance  program,  it  will  go  a  long  way  toward 
meeting  the  needs  of  the  aged  population.  With  the  passage  of  time, 
however,  the  old-age  survivors  insurance  program  should  provide 
annuities  for  a  very  large  portion  of  our  aged  population.  At  pres- 
ent, this  program  already  covers  some  forty  to  forty-five  million 
different  persons  from  time  to  time,  but  because  many  occupations 
are  not  covered  by  the  act,  a  large  number  of  people  are  protected 
only  part  of  the  time.  This  results  in  uncertainty,  many  workers 
not  knowing  whether  they  are  actually  protected  at  any  given  time 
or  not,  and,  in  addition,  since  benefits  are  based  on  average  earnings 
in  covered  employment  alone,  it  results  in  reducing  the  benefits  to 
which  the  worker  or  his  survivors  are  entitled.  Also,  it  should  be 
pointed  out  that  the  occupations  not  covered  include  those  in  which 
a  large  portion  of  the  needy  aged  are  found,  namely,  domestic  service 
and  agriculture.  The  undersigned  believes  that  the  provisions  of  the 
old-age  and  survivors  insurance  program  should  be  extended  to  these 
and  other  groups  now  excluded.  It  should  be  made  a  comprehensive, 
all-inclusive  program  to  which  all  of  our  gainfully  employed  persons 
could  look  for  at  least  a  minimum  security  in  their  old  age.  The 
chief  reasons  for  excluding  some  of  these  groups,  particularly  agri- 
culture and  domestic  service,  appear  to  have  been  the  administrative 
problems  which  would  be  encountered  in  these  fields;  the  difficulty 
of  determining  earnings,  the  difficulty  of  keeping  records  and  making 
reports,  etc.  The  Social  Security  Board  has  advised  the  committee 
that  this  matter  has  been  carefully  considered  and  the  Board  believes 
it  is  prepared  to  meet  the  administrative  problems  involved.  The 
undersigned  believes  the  extension  of  the  old-age  and  survivors  in- 
surance program  to  these  excluded  occupations  is  essential  to  the 
development  of  a  really  effective  social-security  program,  and  recom- 
mends that  it  be  undertaken  immediately. 
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Disability  Protection 

While  the  committee,  as  previously  stated,  has  given  most  at- 
tention to  the  problems  of  the  aged,  these  problems  should  be  faced 
in  the  light  of  the  needs  of  the  other  groups  in  the  community,  some 
of  whom  are  in  even  worse  circumstances  than  are  the  aged.  It  is 
important  to  view  the  problem  of  individual  security  as  a  whole,  to 
develop  a  consistent  program  for  meeting  the  most  important  needs 
insofar  as  our  resources  will  permit.  One  crying  need  which  has 
thus  far  been  generally  overlooked  is  that  of  the  totally  disabled 
person — such  a  person  is  like  one  prematurely  aged.  Such  disability 
is  one  of  the  most  important  causes  of  insecurity.  According  to 
information  presented  by  the  Social  Security  Board,  on  any  typical 
day  of  the  year  approximately  two  and  one-half  million  persons  are 
suffering  from  disabilities  which  have  continued  for  1  year  or  more, 
and  of  these  from  800,000  to  900,000  are  persons  who  would  other- 
wise be  gainfully  employed  and  supporting  themselves  and  their  de- 
pendents. The  undersigned  believes  that  the  present  old-age  and 
survivors  insurance  program  should  be  expanded  to  cover  the  risk  of 
total  disability,  as  well  as  the  risks  of  old  age  and  death,  which  are 
already  covered.  This  would  not  add  unduly  to  the  cost  of  the 
program  as  a  whole,  and  would  provide  for  the  individual  substan- 
tial protection  against  a  risk  against  which  the  large  majority  of 
persons  now  have  no  protection  whatever. 

Federal  Assistance  for  General  Relief 

Another  area  of  need  which  has  thus  far  been  too  much  neglected 
is  that  of  persons  under  the  age  of  65  who  are  unable  to  support 
themselves  and  would  still  not  be  eligible  for  assistance  under  any 
of  the  special  programs  now  existing  even  if  these  are  liberalized  as 
is  herein  recommended.  The  Social  Secuiity  Act  in  its  present  form 
makes  no  provision  whatever  for  help  to  these  people  except  as  some 
of  the  children  may  be  eligible  for  aid  to  dependent  children.  Al- 
though the  States  and  local  communities  are  already  spending  $26,- 
000,000  per  month  to  meet  the  needs  of  these  people  on  general  relief 
there  is  need  for  much  more  help  than  is  now  available.  The  average 
amount  paid  per  family,  according  to  the  Social  Security  Board,  is 
only  $25  per  month,  or  about  $8  per  person  per  month.  This  com- 
pares with  an  average  of  $20  per  month  for  the  needy  aged.  In  the 
years  ahead  the  problem  is  likely  to  be  even  more  acute  because  of 
the  common  assumption  that  in  times  of  business  activity  there  is 
no  need  for  relief.  However,  studies  which  have  been  made  in  vari- 
ous communities  show  that  most  of  the  persons  now  on  general  relief 
are  living  in  families  in  which  there  are  no  wage  earners,  there  being 
no  employable  person  in  the  family.  It  is  evident,  therefore,  that 
this  type  of  need  will  not  disappear  to  any  great  extent  regardless 
of  improvement  in  business  conditions.  If  these  persons  are  to  be 
cared  for  at  all  adequately,  it  is  essential  that  the  Federal  Govern- 
ment bear  a  part  of  this  burden  just  as  it  does  in  the  case  of  the  aged, 
the  blind,  dependent  children,  etc.  The  undersigned  recommends 
that  the  Social  Security  Act  be  amended  to  provide  Federal  grants 
to  States  on  the  same  variable  basis  as  that  recommended  for  old 
age  to  match  State  expenditures  for  general  relief. 
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Aid  to  Dependent  Children 

Another  serious  deficiency  in  the  existing  social  security  program 
is  in  the  field  of  aid  to  dependent  children.  While  the  Social  Se- 
curity Act  does  provide  aid  for  dependent  children,  the  benefits  thus 
far  are  very  inadequate.  According  to  the  best  information  avail- 
able, there  are  in  this  country  some  2,000,000  children  whose  fathers 
are  dead  and  3,000,000  more  whose  fathers  for  some  reason  are  not 
available  for  support.  It  may  be  assumed  that  the  very  large  pro- 
portion of  these  children  are  in  need  of  assistance  from  some  outside 
source.  In  many  cases  they  are  deprived  of  a  mother's  care  because 
of  the  necessity  of  the  mother  working  to  provide  subsistence.  Of 
these  5.000,000  children,  less  than  1,000,000  are  being  helped  by  the 
social-security  programs — about  900,000  under  the  aid-to-dependent - 
children  provision  of  title  IV,  and  about  95,000  under  the  old-age 
and  survivors  insurance  program.  It  is  significant  that  the  large 
proportion  of  these  children  are  found  in  those  States  which  have 
relatively  low  per  capita  incomes  and  which  consequently  find  it 
difficult  to  meet  this  problem  adequately.  It  is  to  be  hoped  that  with 
the  Federal  Government  making  much  more  money  available  to  these 
States  under  the  formula  for  variable  grants  as  proposed  above,  a 
considerable  part  of  these  additional  funds  will  be  used  to  provide 
for  such  children.  It  is  submitted  that  no  more  important  step  could 
be  taken,  looking  toward  the  future  prosperity  and  security  of  the 
Nation,  than  by  making  provision  for  the  support  of  all  children  at 
a  reasonably  adequate  standard  of  living. 

As  a  further  step  toward  this  same  end.  the  maximum  grants  which 
the  Federal  Government  makes  for  any  individual  child  should  he 
increased.  At  the  present  time  the  Social  Security  Act  provides  that 
the  Federal  Government  will  share  State  expenses  only  to  the  extent 
of  &18  for  the  first  child  in  a  family,  and  $12  for  additional  children. 
This  is  clearly  inadequate.  As  the  Chairman  of  the  Social  Security 
Board  pointed  out,  the  grant  to  the  first  child  is  inevitably  used  in 
many  cases  in  part  to  support  the  mother  or  other  person  who  must 
care  for  the  child.  The  corresponding  maximum  grant  in  the  case  of 
the  aged  and  the  blind  is  $40.  It  is  believed  that  the  maximum  for 
the  first  child  in  the  family  should  be  raised  to  this  same  level.  For 
additional  children  in  the  same  family,  the  amount  could  be  substan- 
tially less — perhaps  the  existing  $12  is  sufficient  for  the  present. 

Medical  Care  for  Eecipients  of  Assistance 

All  types  of  public  assistance  discussed  above  are  based  on  indi- 
vidual benefits  which  are  intended  to  reflect  the  actual  need  of  the 
individual  recipient.  In  the  case  of  dependent  children,  this  may  in- 
clude the  child's  need  of  the  mother's  presence,  and  if  grants  are 
made  where  there  are  more  than  one  recipient  in  a  household,  the 
budget  will  normally  reflect  the  economies  realized  by  sharing  com- 
mon expenses  such  as  housing,  etc.  But  in  any  case  the  budget  repre- 
sents only  the  regularly  recurring  needs  such  as  food  and  shelter  and 
clothes.  In  a  few  instances  it  appears  that  some  allowance  is  made 
for  necessary  medical  attention.  In  the  main,  however,  the  need  for 
such  attention  is  not  of  the  sort  that  can  be  included  in  a  weekly  or 
monthly  budget.    Consequently,  when  recijuents  of  assistance  find 
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themselves  in  need  of  medical  attention  they  must  either  deduct  the 
cost  from  their  budget  for  food  and  other  necessities,  or  seek  free 
care  or  go  without  the  needed  care.  Because  of  the  nature  of  this  need, 
which  is  occasional  and  nonpredictable,  and  consequently  cannot  be 
budgeted  in  the  ordinary  fashion,  some  provision  should  be  made  for 
State  and  local  agencies  to  authorize  medical  care  by  regular  family 
physicians  for  the  recipients  of  public  assistance,  and  to  pay  for  such 
care  out  of  public  assistance  funds.  The  Social  Security  Act  does  not 
now  permit  the  Federal  Government  to  match  any  expenses  of  this 
sort;  the  Federal  Government  shares  only  in  cash  grants  to  individ- 
uals. The  undersigned  recommends  that  the  Social  Security  Act  he 
amended  to  provide  for  the  matching  by  the  Federal  Government, 
on  the  same  basis  as  in  the  case  of  other  public  assistance  costs,  of 
expenses  incurred  by  the  State  agencies,  to  provide  medical  care  as 
suggested  above.  While  a  maximum  should  be  fixed  for  such  ex- 
penditures, these  costs  should  not  be  taken  into  account  in  connection 
with  the  maximum  applied  to  the  regular  grants  for  individual 
recipients.  Such  action  has  often  been  requested  by  State  agencies, 
and  was  recommended  by  the  New  England  section  of  the  National 
Council  of  State  Public  Assistance  and  Welfare  Administrators  last 
May,  and  later  by  the  National  Association  of  State  and  Local  Public 
Assistance  Administrators. 

Unemployment  Insurance 

Another  factor  which  contributes  to  dependency  and  destitution 
is  unemployment.  While  it  is  not  within  the  province  of  this  com- 
mittee to  recommend  steps  which  may  be  taken  to  deal  with  unem- 
ployment, it  is  obvious  that  recurring  periods  of  unemployment  dis- 
sipate the  savings  which  the  worker  may  have  put  aside  to  meet  other 
contingencies  and  to  provide  for  himself  in  old  age.  This  not  only 
leaves  him  destitute,  to  be  cared  for  by  one  of  the  assistance  pro- 
grams, it  destroys  incentive,  discourages  his  initiative,  and  under- 
mines his  morale  and  that  of  his  family.  The  unemployment  com- 
pensation programs  which  the  States  have  established  under  the 
incentive  provided  in  the  Social  Security  Act  are  intended  to  pro- 
tect the  worker  during  these  periods  of  recurring  unemployment,  to 
tide  him  over  until  he  can  find  another  job.  This  program  has  pro- 
vided an  entirely  new  kind  of  security  for  American  workers.  In 
the  3  years  from  January  1938  to  December  1940,  approximately 
$1,346,000,000  was  paid  out  under  these  State  laws  to  unemployed 
workers.  This  has  unquestionably  been  a  great  boon  to  the  workers 
that  benefited  by  the  program,  and  has  helped  many  to  get  through 
difficult  periods  without  applying  for  relief. 

However,  according  to  the  testimony  of  the  Social  Security  Board, 
this  program  has  a  serious  defect.  The  benefits  paid  are  by  no 
means  as  great  as  could  be  provided  with  the  present  pay-roll  con- 
tributions levied  for  this  purpose,  if  these  contributions  were  used  to 
the  best  advantage.  Unemployment  insurance  benefit  payments  de- 
pend in  large  part  on  past  earnings  of  individual  workers  and  are 
in  every  case  limited  to  a  specified  number  of  weekly  payments.  In 
somer  States  payments  now  run  as  low  as  $2  or  $3  per  week,  and  in 
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many  States  a  large  proportion  of  workers  are  still  unemployed  when 
they  have  exhausted  the  benefits  to  which  they  are  entitled.  While 
the  maximum  period  during  which  benefits  may  be  drawn  is  com- 
monly 15  or  16  weeks,  the  actual  average  duration,  based  on  the 
individual's  earnings  is  only  10  or  11  weeks.  And  such  relatively 
low  benefits  bear  no  consistent  relationship  to  the  adequacy  or  in- 
adequacy of  the  unemployment  trust  fund  of  the  particular  State. 

It  is  realized  that  in  unemployment  insurance  it  is  essential  during 
periods  of  prosperity  to  build  up  reserve  funds  from  which  to  pay 
ben  fits  during  succeeding  periods  of  depression,  but  it  is  also  real- 
ized that  if  unemployment  insurance  is  to  serve  its  purpose,  to 
help  the  worker  avoid  the  necessity  of  using  up  funds  which  he  has 
laid  by  for  his  old  age  and  for  other  contingencies  and  avoid  applying 
for  relief,  benefits  must  be  increased  in  many  States  and  must  be 
made  available  for  a  longer  period  of  time  in  case  the  worker  remains 
unemployed.  Although  the  benefit  payments  in  our  unemployment 
insurance  program  are  fixed  by  State  laws,  the  structure  of  unem- 
ployment compensation  legislation  is  such  that  an  amendment  to 
the  Federal  law  can  assure  greater  benefits.  The  basic  legislation 
is  the  Federal  tax  of  3  percent  against  which  employers  may  offset 
any  contribution  paid  under  State  laws  up  to  90  percent  of  the  Fed- 
eral tax.  The  committee  recommends  that  this  legislation  be  amended 
to  require  the  States,  as  a  condition  of  employers  getting  the  offset 
against  the  Federal  tax.  to  maintain  a  reasonable  standard  of  benefits 
for  unemployed  workers. 

The  Social  Security  Board  in  discussions  with  State  agencies  has 
suggested  the  following  as  reasonable  standards  which  the  States 
might  be  expected  to  meet : 

1.  Uniform  benefit  duration  of  16  weeks  or  more,  with  a  1-week 
waiting  period. 

2.  Maximum  penalty  disqualification  of  6  weeks. 

3.  Minimum  weekly  benefit  amount  of  $5.  and  a  maximum  of  not  less 
than  $20. 

4.  The  payment  of  partial  unemployment  benefits. 

5.  And  the  absence  of  any  stipulation  which  would  bar  from  benefits 
an  individual  who  has  earned  30  times  his  weekly  benefit  rate. 

The  Board  estimates  that  in  ordinary  times  such  benefits  could  be 
paid  for  the  country  as  a  whole  from  the  funds  provided  by  the  existing 
pay-roll  tax  levied  for  this  purpose.  During  the  period  immediately 
ahead  these  contributions  clearly  would  be  sufficient.  If,  later,  more 
funds  are  needed  to  meet  the  anticipated  costs,  the  pay-roll  tax  should 
be  increased  to  meet  the  needs. 

Some  States  which  haA^e  an  unusually  heavy  burden  of  unemploy- 
ment would  not  be  able,  even  in  ordinary  times,  to  make  such  payments 
without  substantially  increasing  the  required  contributions  or  without 
receiving  assistance  from  the  Federal  Government.  The  undersigned 
believes  that  Federal  assistance  in  this  field  is  as  legitimate  as  it  is  in 
other  parts  of  the  social-security  field,  and  recommends  that  the  stand- 
ards outlined  above  be  prescribed  as  a  minimum  for  all  States  and 
that  the  Federal  Government  assist  individual  States  when  necessary 
to  meet  the  cost  of  paying  the  benefits  prescribed. 

In  order  to  provide  the  funds  from  which  such  Federal  assistance 
may  be  paid,  it  is  recommended  that  the  Federal  Government  retain 
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a  larger  portion  of  the  3  percent  basic  tax.  One  suggestion  for 
accomplishing  this  objective  which  has  received  considerable  attention 
is  for  the  Federal  Government  to  retain  1  percent  of  the  basic  3  percent 
tax — leaving  the  States  to  collect  2  percent — with  employers  allowed  a 
2  percent  offset  against  the  Federal  tax  if  State  laws  meet  Federal 
requirements.  Each  State  would  then  be  expected  to  meet  its  full 
benefit  costs  only  up  to  2  percent ;  and  the  Federal  Government  would 
reimburse  the  State  for  three-fourths  of  all  costs  above  2  percent.  The 
1  percent  collected  b}^  the  Federal  Government  under  such  a  program 
would  build  up  a  substantial  pool,  which  would  serve  as  a  reinsurance 
fund  to  guarantee  the  solvency  of  the  several  State  funds.  Thus  if  a 
State's  unemployment-insurance  program  costs  only  2  percent  of  pay 
rolls,  the  State  would  meet  the  whole  cost.  If  the  cost  were  3  percent 
of  pay  rolls,  the  State  would  meet  the  cost  to  the  extent  of  2%  percent 
and  the  Federal  Government  would  put  in  three-fourths  percent.  If 
there  were  serious  depression  and  the  cost  rose  to  6  percent,  the  State 
would  pay  3  percent  and  the  Federal  Government  would  pay  3  per- 
cent. This  would  not  only  assure  a  reasonable  degree  of  uniformity 
in  benefit  payments  throughout  the  country,  but  would  make  the  indi- 
vidual State  funds  much  more  secure  and  consequently  afford  more 
protection  to  the  workers.  The  undersigned  believes  this  approach  is 
sound  and  recommends  that  the  Unemployment  Tax  Act  be  amended 
as  suggested,  and  that  provision  be  made  for  the  Federal  Government 
to  share  in  the  cost  of  unemployment-compensation  benefits  as  sug- 
gested above. 

The  undersigned  realizes  that  this  report  digresses  somewhat  from 
the  field  of  old-age  pensions  which  the  committee  was  asked  to  inves- 
tigate. In  justification  for  this  digression  it  may  fairly  be  said  that 
a  thorough  investigation  of  the  field  of  pensions,  or  assistance  for  the 
aged,  inevitably  leads  to  a  consideration  of  other  needs  which  are  not 
only  equally  acute,  but  the  existence  and  continued  neglect  of  which 
perpetuate  and  aggravate  the  problems  of  dependency  and  destitu- 
tion in  old  age. 

The  undersigned  believes  that  ultimately  it  will  be  necessary  for 
this  country  to  assure,  not  only  every  aged  person  but  every  needy 
individual  who  is  unable  to  support  himself,  an  income  sufficient  for 
a  decent  living  and  that  the  approach  to  the  problem  of  individual 
security  embodied  in  the  Social  Security  Act  is  sound.  This  act 
makes  provision  through  the  public-assistance  program  for  the  care 
of  those  who  are  now  old  and  in  need  of  relief  and  have  not  had 
and  will  not  have  an  opportunity  to  build  up  protection  under  the 
insurance  program.  While  the  help  provided  by  the  assistance  por- 
tion of  the  social-security  program  has  been  inadequate  in  the  past, 
it  is  believed  that  the  modifications  here  recommended  will  go  a  long 
way  toward  meeting  existing  needs.  For  the  future,  the  act,  if  ex- 
tended as  is  herein  recommended,  establishes  a  comprehensive  pro- 
gram of  insurance  through  which  workers  and  their  employers  will 
cooperate  in  insuring  the  worker  against  loss  of  income  due  to  unem- 
ployment, disability,  old  age,  or  death.  When  such  a  program  is  in 
full  effect,  it  will  be  relatively  easy  adequately  to  care  for  the  special 
needs  of  any  who  suffer  special  misfortunes,  so  that  every  citizen  may 
be  assured  a  decent  subsistence  under  all  circumstances. 

Theodore  Francis  Green. 

August  28,  1941. 
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Proposed  Draft  of  a  Bill  Embodying  the  Committee's 
Rkcomm  kndations 

V  HILL  To  amend  the  Social  Security  Act  to  provide  for  general  pensions,  and  for  other 

purposes 

K<  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
State*  of  America  in  Congress  assetnbled,  That  title  I  of  the  Social  Security 
Act,  as  amended,  is  amended  to  read  as  follows : 

"TITLE  I— GRANTS  TO  STATES  FOR  GENERAL  PENSIONS 

"APPROPRIATION 

"Section  1.  (a)  For  the  purpose  of  providing  general  pensions  to  citizens 
of  the  United  States  who  are  sixty  years  of  age  or  over,  there  is  hereby  author- 
ized to  be  appropriated  for  the  fiscal  year  ending  June  30,  1943,  the  sum  of 

$  ;  and  there  is  hereby  authorized  to  be  appropriated  for  each  fiscal 

year  thereafter  a  sum  sufficient  to  carry  out  the  purposes  of  this  title.  The 
sums  made  available  under  this  section  shall  be  used  for  making  payments  to 
States  which  have  submitted,  and  had  approved  by  the  Social  Security  Board 
established  by  title  VII  (hereinafter  referred  to  as  the  Board),  State  plans 
to  administer  such  payments. 

"(b)  Any  money  appropriated  pursuant  to  the  authorization  contained  in  this 
section  shall,  insofar  as  practicable,  be  borrowed  from  the  Federal  Old-Age  and 
Survivors  Insurance  Trust  Fund.  Special  obligations  shall  be  issued  to  such 
trust  fund,  in  accordance  with  the  provisions  of  section  201  (<:),  in  an  amount 
equal  to  the  amount  so  borrowed. 

"state  plans  for  administration 

"Sec.  2.  (a)  A  State  plan  for  the  administration  of  general  pensions  must  (1) 
either  provide  for  the  establishment  or  designation  of  a  single  State  agency  to 
administer  the  plan,  or  provide  for  the  establishment  or  designation  of  a  single 
State  agency  to  supervise  the  administration  of  the  plan  ;  (2)  provide  for  granting 
to  any  individual,  whose  claim  for  pension  is  denied,  an  opportunity  for  a  fair 
hearing  before  such  State  agency;  (3)  provide  such  methods  of  administration 
(  including  methods  relating  to  the  establishment  and  maintenance  of  personnel 
standards  on  a  merit  basis,  except  that  the  Board  shall  exercise  no  authority  with 
respect  to  the  selection,  tenure  of  office,  and  compensation  of  any  individual 
employed  in  accordance  with  such  methods)  as  are  found  by  the  Board  to  be 
necessary  for  the  proper  and  efficient  operation  of  the  plan ;  ( 4 )  provide  that  the 
State  agency  will  make  such  reports,  in  such  form  and  containing  such  informa- 
tion, as  the  Board  may  from  time  to  time  require,  and  comply  with  such  provi- 
sions as  the  Board  may  from  time  to  time  find  necessary  to  assure  the  correctness 
and  verification  of  such  reports;  (5)  provide  safeguards  which  restrict  the  use 
or  disclosure  of  information  concerning  applicants  and  pensioners  to  purposes 
directly  connected  with  the  administration  of  such  pension;  (6)  beginning  with 
the  period  commencing  July  1,  1942,  provide  for  the  payment  of  general  pensions 
of  not  less  than  $20  per  month,  and  with  the  period  commencing  January  1,  1944, 
provide  for  the  payment  of  general  pensions  of  not  less  than  $30  per  month,  to 
each  United  States  citizen  who  has  made  application  for  such  pension  and  who, 
at  the  time  of  such  payment,  is  a  resident  of  such  State,  is  sixty  years  of  age  or 
older,  and  is  not  an  inmate  of  a  public  institution ;  (7)  provide  that  any  such 
citizen  who  for  any  month  receives  a  Federal  Old-Age  and  Survivors  Insurance 
Benefit  Payment  under  title  II  of  the  Social  Security  Act  or  an  annuity  under  the 
Railroad  Retirement  Act  of  1935  or  1937  shall  not  be  entitled  to  receive  such 
pension  for  such  month;  and  (8)  provide  that  if  any  such  citizen  or  his  or  her 
spouse,  if  such  citizen  is  dependent  upon  and  supported  by  said  spouse,  during  any 

32 


OLD-AGE  PENSIONS 


33 


month  engages  in  any  occupation,  trade,  business,  profession,  or  other  activity 
from  which  a  profit,  wage,  compensation,  or  other  remuneration  is  realized  or 
expected  (other  than  the  performance  of  services  in  a  private  home  for  room 
and  board  and  other  than  the  collection  of  interest,  rents,  or  other  revenues  from 
his  or  her  own  investments),  such  citizen  shall  not  be  entitled  to  receive  such 
pension  for  such  month. 

"(b)  The  Board  shall  approve  any  plan  which  fulfills  the  conditions  specified 
in  subsection  ( a  ) . 

"PAYMENT  TO  STATES 

"Sec.  3.  (a)  From  the  sums  appropriated  therefor,  the  Secretary  of  the  Treas- 
ury shall  pay  to  each  State  which  has  an  approved  plan  for  the  administration 
of  general  pensions,  for  each  quarter,  beginning  with  the  quarter  commencing 
•Inly  1,  1942,  (1)  an  amount,  which  shall  be  used  exclusively  to  pay  general 
pensions,  equal  to  the  product  of  $20  multiplied  by  the  total  number  of  pensions 
paid  during  such  quarter,  and  (2)  an  amount  equal  to  one-half  of  the  total  of 
the  sums  expended  during  such  quarter  as  found  necessary  by  the  Board  for 
the  proper  and  efficient  administration  of  the  State  plan,  which  amount  shall  be 
used  for  paying  the  costs  of  administering  the  State  plan  or  for  general  pensions, 
or  both,  and  for  no  other  purpose:  Provided,  That  for  each  quarter  beginning 
witli  the  quarter  commencing  January  1,  1944,  the  amount  provided  for  in 
clause  (1)  shall  be  increased  to  an  amount  equal  to  the  product  of  $30  multiplied 
by  the  total  number  of  pensions  paid  during  such  quarter, 

"(b)  The  method  of  computing  and  paying  such  amounts  shall  be  as  follows: 

"(1)  The  Board  shall,  prior  to  the  beginning  of  each  quarter,  estimate 
the  amount  to  be  paid  to  the  State  for  such  quarter  under  the  provisions  of 
subsection  (a),  such  estimate  to  be  based  on  (A)  a  report  filed  by  the  State 
containing  its  estimate  of  the  total  sum  to  be  expended  in  such  quarter  in 
accordance  with  the  provisions  of  such  subsection,  (B)  records  showing  the 
number  of  United  States  citizens  in  the  State  who  are  sixty  years  of  age 
or  older,  and  (C)  such  other  investigation  as  the  Board  may  find  necessary. 

"(2)  The  Board  shall  then  certify  to  the  Secretary  of  the  Treasury  the 
amount  so  estimated  by  the  Board,  reduced  or  increased,  as  the  case  may 
be,  by  any  sum  by  which  it  finds  that  its  estimate  for  any  prior  quarter  was 
greater  or  le*s  than  the  amount  which  should  have  been  paid  to  the  State 
under  subsection  (a)  for  such  quarter,  or  by  any  sum  by  which  it  finds  that 
its  estimate  for  any  quarter  prior  to  July  1,  1942,  was  greater  or  less  than 
the  amount  which  should  have  been  paid  to  the  State  for  such  quarter  under 
the  provisions  of  law  in  effect  prior  to  such  date,  except  to  the  extent  that 
such  sum  has  been  applied  to  make  the  amount  certified  for  any  prior  quarter 
greater  or  less  than  the  amount  estimated  by  the  Board  for  such  prior 
quarter. 

"(3)  The  Secretary  of  the  Treasury  shall  thereupon,  through  the  Division 
of  Disbursement  of  the  Treasury  Department  and  prior  to  audit  or  settle- 
ment by  the  General  Accounting  Office,  pay  to  the  State,  at  the  time  or  times 
fixed  by  the  Board,  the  amount  so  certified. 

"OPERATION  OF  STATE  PLANS 

"Sec.  4.  In  the  case  of  any  State  plan  for  the  administration  of  general  pen- 
sions which  has  been  approved  by  the  Board,  if  the  Board,  after  reasonable  notice 
and  opportunity  for  hearing  to  the  State  agency  administering  or  supervising 
the  administration  of  such  plan,  finds — 

"(1)  that  the  plan  has  been  so  changed  as  to  include  any  requirement  not 
provided  for  in  section  2  (a),  or 

"(2)  that  in  the  administration  of  the  plan  there  is  a  failure  to  comply 
substantially  with  any  provision  required  by  section  2  (a)  to  be  included  in 
the  plan : 

the  Board  shall  notify  such  State  agency  that  further  payments  will  not  be 
made  to  the  State  until  the  Board  is  satisfied  that  such  additional  requirement 
is  no  longer  so  imposed,  and  that  there  is  no  longer  any  such  failure  to  comply. 
Until  it  is  so  satisfied  it  shall  make  no  further  certification  to  the  Secretary  of  the 
Treasury  with  respect  to  such  State." 

Sec.  2.  (a)  Subsections  (a),  (b)  (1),  (d)  (1),  and  (f)  (1)  of  section  202  of 
such  act  are  amended  by  striking  out  "sixty-five"  and  inserting  in  lieu  thereof 
"sixty." 
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(b)  Section  202  (b)  (1)  of  such  act  is  amended  by  striking  out  "one-half  of" 
wherever  it  appears  therein. 

(c)  Section  202  (b)  (2)  of  such  act  is  amended  by  striking  out  the  words 
"one-half  of  a  primary  insurance  benefit  of  her  husband"  and  inserting  in  lieu 
thereof  "a  primary  insurance  benefit  of  her  husband." 

(d)  Section  202  (d)  (1)  is  amended  by  striking  out  "three-fourths  of"  wherever 
it  appears  therein. 

(e)  Section  202  (d)  (2)  of  such  act  is  amended  by  striking  out  the  words  "three- 
fourths  of  a  primary  insurance  benefit  of  her  deceased  husband"  and  inserting 
in  lieu  thereof  "a  primary  insurance  benefit  of  her  deceased  husband." 

(f)  Section  202  (f )  (2)  of  such  act  is  amended  by  adding  after  the  words  "one- 
half  of  a  primary  insurance  benefit  of  such  deceased  individual"  the  words  "or  $30, 
whichever  is  greater." 

Sec.  3.  (a)  Subsection  (a)  of  section  203  of  such  act  is  amended  by  striking 
out  "$20"  wherever  it  appears  therein  and  inserting  in  lieu  thereof  "$60." 
(b)  Subsection  (b)  of  such  section  is  hereby  repealed. 

Sec.  4.  The  last  sentence  of  section  209  (e)  (2)  is  amended  to  read  as  fol- 
lows :  "Where  the  primary  insurance  benefit  thus  computed  is  less  than  $30, 
such  benefit  shall  be  $30." 

Sec.  5.  Subsection  (g)  of  section  209  of  such  Act  is  amended  by  striking  out 
"sixty-five"  and  inserting  in  lieu  thereof  "sixty." 

Sec.  6.  (a)  Subsections  (i)  and  (k)  of  section  209  of  such  Act  are  amended 
by  striking  out  "sixty"  wherever  it  appears  therein  and  inserting  in  lieu  thereof 
"fifty-five." 

(b)  The  amendments  made  by  this  section  shall  not  be  applicable  to  a  wife  or 
child  who  became  entitled  to  an  insurance  benefit  prior  to  the  effective  date  of 
this  section. 

Sec.  7.  The  last  sentence  of  section  209  (g)  of  such  Act  is  amended  to  read  as 
follows:  "In  any  case  where  an  individual  has  received  in  a  calendar  year  $200 
or  more  in  wages,  each  quarter  of  such  year  shall  be  deemed  a  quarter  of  cover- 
age, excepting  any  quarter  in  such  year  in  which  such  individual  dies  or  becomes 
entitled  to  a  primary  insurance  benefit  and  any  quarter  succeeding  such  quarter 
in  which  he  died  or  became  so  entitled." 

Sec.  8.  Section  1400  of  the  Internal  Revenue  Code  is  amended  to  read  as 
follows : 

"Sec.  1400.  Rate  of  tax. 

"In  addition  to  other  taxes,  there  shall  be  levied,  collected,  and  paid  upon  the 
income  of  every  individual  a  tax  equal  to  the  following  percentages  of  the  wages 
(as  defined  in  section  1426  (a) )  received  by  him  after  December  31,  1936,  with 
respect  to  employment  (as  defined  in  section  1426  (b) )  after  such  date: 

"(1)  With  respect  to  wages  received  during  the  calendar  years  1939,  1940, 
1C41,  and  1942,  the  rate  shall  be  1  per  centum. 

"(2)  With  respect  to  wages  received  during  the  calendar  year  1943,  the  rate 
shall  be  2  per  centum. 

"(3)  With  respect  to  wages  received  after  December  31,  1943,  the  rate  shall  be 
3  per  centum." 

Srcc.  9.  Section  1410  of  the  Internal  Revenue  Code  is  amended  to  read  as 
follows : 

"Sec.  1410.  Rate  of  tax. 

"(a)  In  addition  to  other  taxes,  every  employer  shall  pay  an  excise  tax,  with 
respect  to  having  individuals  in  his  employ,  equal  to  the  following  percentages  of 
the' wages  (as  defined  in  section  1426  (a))  paid  by  him  after  December  31,  1936, 
with  respect  to  employment  (as  defined  in  section  1426  (b) )  after  such  date: 

"(1)  With  respect  to  wages  paid  during  the  calendar  years  1939,  1940,  1941,  and 
1942,  the  rate  shall  be  1  per  centum. 

"(2)  With  respect  to  wages  paid  during  the  calendar  year  1943,  the  rate  shall 
be  2  per  centum. 

"(3)  With  respect  to  wages  paid  after  December  31,  1943,  the  rate  shall  be 
3  per  centum." 

Sec.  10.  The  amendments  made  by  sections  2,  3,  4,  5,  6,  and  7  shall  be  applicable 
with  respect  to  the  individuals  receiving  Old-Age  and  Survivors  Insurance  benefit 
payments  on  July  1,  1942.  but  shall  not  be  construed  to  increase  any  such  benefit 
payments  which  became  due  prior  to  such  date. 

Sec.  11.  Sections  1,  2,  3,  4,  5,  6,  and  7  shall  take  effect  on  July  1,  1942,  and 
sections  8  and  9  shall  take  effect  on  January  1,  1942. 


APPENDIX  B 


Exhibits  prepared  by  the  Social  Security  Board  at  the  request  of  the  chairman 
of  the  committee  showing  data  relative  to  the  operation  of  the  old-age  insurance 
and  old-age  assistance  provisions  of  the  Social  Security  Act. 

Exhibit  1 

Old-age  assistance:  Average  payments1  per  recipient,  ranked  by  States  from 
highest  to  lowest,  April  1941 


All  $20.63 


1. 

2. 
3. 
4. 
5. 
6. 
7. 


California   $37.82 

Washington   32.  29 

Massachusetts   29.  04 

Alaska   28.  65 

Arizona   28.  06 

Connecticut  ,   27.  50 

Colorado   26.  80 

Nevada   26.  60 

Utah   26.  53 

District  of  Columbia   25.  64 

New  York   24.  51 

Wyoming   24.  01 

Ohio   23.  21 

Ulionis   22.  78 

15.  Wisconsin   22.  74 

16.  Idaho   22.64 

17.  Pennsylvania   22.  14 

18.  New  Hampshire   21.69 

19.  Oregon   21.40 

20.  Minnesota   21.29 

21.  New  Jersey   21.  29 

Maine   20.  S4 

Iowa   20.  82 

Rhode  Island   20.18 

Kansas   20.  04 


9. 
10. 
11. 
12. 
13. 
14. 


22. 
23. 
24. 
25. 


26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 
40. 
41. 
42. 
43. 
44. 
45. 
46. 
47. 
48. 
49. 
50. 
51. 


Montana   $20.01 

South  Dakota   19. 19 

Indiana   IS.  37 

Oklahoma   17.  94 

Missouri   17.  88 

Maryland   17.  86 

New  Mexico   17.  45 

North  Dakota   17. 14 

Nebraska   16.99 

Michigan   16.  98 

Vermont   16.  74 

West  Virginia   14.  46 

Texas   14.  33 

Louisiana   13.  53 

Florida   12.  91 

Hawaii   12  74 

Delaware   11.  46 

North  Carolina   10.16 

Tennessee   10.  13 


Virginia  

Alabama  

Kentucky  

Mississippi  

Georgia  

Arkansas  

South  Carolina. 


9.  90 
9. 12 
8.  94 
8  68 
8.  31 
7.  73 
7.  49 


1  Average  payment  per  recipient  in  some  States  may  be  slightly  overstated  because  it  is 
known  that  one  grant  is  made  to  cover  the  needs  of  2  eligible  aged  persons,  usually  the 
spouse  of  a  grantee,  and  the  spouse  is  not  counted  as  a  recipient. 


Exhibit  2 


Average  amount,  oy  State,  of  monthly 
19 J/0  to  persons  over  65  (primary,  wi] 
bined) 

Average 


benefit 

All  $20.48 

Region  I: 

Connecticut   20.  88 

Maine   18.  81 

Massachusetts   21. 16 

New  Hampshire   17.  76 

Rhode  Island   20.  20 

Vermont   19.  44 

Region  II :  New  York   21.  31 


old-age  insurance  benefits  aiocrded  in 
e's,  widow's,  and  parent's  benefits  corn- 


Average 


benefit 
Region  III : 

Delaware  $18.78 

New  Jersey   21.  96 

Pennsylvania   20.  62 

Region  IV : 

District  of  Columbia   21.22 

Maryland   19.  89 

North  Carolina   17.  23 

Virginia   18.  63 

West  Virginia   19.  77 
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Average  amount,  by  State,  of  monthly  old-aye  insurance  benefits  awarded  in 
19/t0  to  persons  over  65  (  primary,  wife's,  widow's,  and  parent's  benefits  com- 
bined)— Continued 


Average 
benefit 

Region  V : 

Kentucky   $18.  60 

Michigan   20.  79 

Ohio   20.  88 

Region  VI : 

Illinois   21.  37 

Indiana   19.87 

Wisconsin   20.  78 

Region  VII : 

Alabama   18.  05 

Florida   19.  66 

Georgia   17.  73 

Mississippi   17. 18 

South  Carolina   17.  32 

Tennessee   18. 11 

Region  VIII : 

Iowa   18.  77 

Minnesota   21.  44 

Nebraska   19.  53 

North  Dakota   19.49 

South  Dakota   20.  00 

Region  IX  : 

Arkansas   17. 10 

Kansas   18.  97 


Average 
benefit 

Region  IX — Continued. 

Missouri   $20.  05 

Oklahoma   19. 44 

Region  X : 

Louisiana   18.  65 

New  Mexico   19.  77 

Texas   19. 19 

Region  XI  : 

Arizona   20.  66 

Colorado   21.  03 

Idaho   22. 16 

Montana   21.  01 

Utah    20.  83 

Wyoming   20.  41 

Region  XII : 

California   21.  38 

Nevada   23. 17 

Oregon   20.  22 

Washington   20.  77 

Territories : 

Alaska   21.  86 

Hawaii   19. 02 

Foreign   17.  32 


Exhibit  3 

Average  monthly  payment  per  recipient  of  old-age  assistance  and  average 
monthly  old-age  and  survivors'  insurance  benefits,  by  States 


State  ranked  on  aver- 
age payment  per  re- 
cipient of  old-age 
assistance 


California   _ 

Colorado  

Massachusetts  

Alaska.   

Arizona   

Connecticut  

Nevada   

District  of  Columbia 

New  York  

Wvoming   

Ohio   

Washington  

Utah  

Wisconsin  

Idaho  

Illinois   

Pennsylvania..  

Oregon  

New  Hampshire  

Minnesota  

New  Jersey   

Maine   

Iowa  

Kansas  

Rhode  Island  

Nebraska  


Averagepay- 

ment  per 
recipient  of 
old-age  as- 
sistance De- 
cember 1940 


$37. 87 
31.66 
29. 00 
28.  22 
28.01 
27.  96 
26.  55 
25.  47 
24.91 
23.91 
22.  99 
22.  70 
22.58 
22.  53 
22.38 
22.  05 
21.95 
21.40 
21.28 
21. 16 
21.01 
20.82 
20.72  I 
20.03 
19.96  I 
19.30  I 


Average  ben- 
efit, old-age 

and  survivors 
insurance, 
1940 


$21.  38 
21.03 
21. 16 
21.86 
20.  66 
20.88 
23. 17 
21.22 
21.31 
20.41 
20.  88 
20.  77 
20.  83 
20.78 
22. 16 
21.37 
20.  62 
20.  22 
17.76 
21.44 
21.96 
18.81 

18.  77 
18.97 
20.  20 

19.  53 


State  ranked  on  aver- 
age payment  per  re- 
cipient of  old-age 
assistance 


South  Dakota.. 

Montana  

Indiana  

Oklahoma  

Maryland  

New  Mexico  

North  Dakota.. 

Michigan.  

Vermont  

Missouri  

West  Virginia. . 

Texas  

Hawaii   

Louisiana  

Florida...  

Delaware  

North  Carolina. 

Tennessee  

Virginia  

Alabama  

Kentucky  

Mississippi  

Georgia   

South  Carolina. . 
Arkansas.  


Average  pay- 
ment per 
recipient  of 
old-age  as- 
sistance De- 
cember 1940 


$19. 30 
19. 05 
18. 11 
17.85 
17.76 
17. 16 
16.78 
16.  75 
16.  51 
14.95 
13.  99 
13.  77 
12. 96 
12.61 
12.50 
11.  42 
10. 12 
10. 11 
9.  95 
9.28 
8.  91 
8.  60 
8.  20 
7.  91 
7.  87 


Average  ben- 
efit old-age 

and  survivors 
insurance, 
1940 


*20. 00 
21.01 
19. 87 
19.  44 
19.89 

19.  77 
19.49 

20.  79 
19.44 
20.  05 
19.  77 
19. 19 
19.  02 
18.  65 
19.66 
18.  78 

17.  23 
18. 11 

18.  63 
18.  05 
18.  60 
17. 18 
17.  73 
17.  32 
17.  10 
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Exhibit  4 


Old-age  assistance:  Percentage  distribution  of  recipients,  by  amount  of  money 
payment,  by  State,  November  1940 


State 


Total   

Alabama  

Arizona  2  

Arkansas  3  

California  

Colorado  4  '.— 

Connecticut  

Delaware  

District  of  Columbia 

Florida  

Georgia  

Idaho  

Illinois  — 

Indiana.  .'_  

Iowa  

Kansas  

Kentucky  

Louisiana   

Maine    

Maryland  __  _. 

Massachusetts  __ 

Michigan   

Minnesota  

Mississippi  

Missouri  

Montana  

Nebraska  

Nevada  

New  Hampshire  

New  Jersey  

New  Mexico  

New  York  s  

North  Carolina  

North  Dakota  

Ohio  

Oklahoma  

Oregon  

Pennsylvania  

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee   

Texas  

Utah  

Vermont   

Virginia  

Washington  

West  Virginia  

Wisconsin  

Wyoming  

Territories: 

Alaska  

Hawaii  


Number 

of  re- 
cipients 


2, 059, 017 


20, 094 
8, 512 
25, 484 
149,  738 
41,  679 

17,  353 
2,5fi8 
3,  452 

37, 467 
37,  839 
9,061 
141,216 
67, 148 
56, 140 
27.  915 
53,  691 
33,  827 
13,  335 

18,  329 
86,905 
77,  005 
63. 196 
24,680 

106,  746 
12, 186 
28,761 
2,312 
6,  375 
31,  359 
4,866 
120,  609 
37, 050 
8.  908 
131,829 
74,  649 

19,  404 
99,  914 

6,  957 
17,892 
15,  021 
40,  459 
120,  189 
13,  582 

5.271 
19,488 
39,  977 
18,  756 
53,019 

3.440 

1,  545 
1,  819 


Percent  receiving — 


Less 
than 
$5 


8.2 
.2 


.8 
.  1 
.5 
.1 
.7 
.3 
1.9 
.3 
.  1 


(') 
.2 
.  I 
.4 
.1 


.3 
.  1 
.5 

(') 

1.0 

(') 
12.4 
.1 

1.6 
.7 
.3 


(') 
.  1 
.  1 

(') 


$5-  $10- 

$9.99  $14.  99  $19.  99  $24.  99  $29.  99  $34.  99 


12.5 


58.  1 
1.6 

75.8 
.1 
1.0 
1.2 

34.3 
.4 

27.5 

67.3 
2.6 
1.7 
3.9 
3.1 
5.5 

64.8 

32.5 
1.6 
8.7 
.4 
5.4 
1.8 

64.5 

12. 1 
2.0 
2.7 
.4 
3.0 
1.3 

22.  2 
1.5 

51.9 
7.2 
.8 
3.5 
1.0 
3.3 
2.3 

63.4 
2.4 

49.0 

17.0 
1.5 
6.9 

50.6 
.4 

16.0 
1.6 
.5 


14. 1 


18.5 


21.5 
.  7 
20.6 
.6 

1.7 

2.0 
41.1 

6.8 
46.2 
18.1 

7.0 
11.2 
23.4 

7.4 
22. 1 
32. 1 
38.9 
12.4 
25.8 

2.0 
33.2 

7.7 
27.2 
40.0 
19.3 
19.5 

1.8 
15.2 
11.5 
28.0 
12.0 
33.5 
30.5 

3. 1 
31.7 
12.3 

7.4 
19. 1 
17.8 
16.3 
38.4 
44.3 

6.6 
26.5 
33.2 

8.0 
44.4 

9.8 

2.8 

1.6 
58.0 


$15- 


19.8 


4.2 
3.0 
3.0 
1.0 
4.0 
8.5 
16.5 
9.9 
17.6 
4.3 
19.6 
26.3 
33.6 
19.7 
27.8 
3.1 
16.2 
30.9 
23.1 
4.4 
34.0 
27.6 
5.7 
31.6 
39.2 
36.7 
15.7 
24.4 
26.3 
20.8 
19.1 
8.9 
31.3 
24.4 
30.4 
24.0 
23.9 
23.3 
4.7 
32.9 
8.1 
26.7 
17. 1 
32.2 
10.8 
18.6 
24.3 
22.7 
16.6 

13.5 
17.6 


$20- 


18.0 


1.1 
10.5 
.5 

1.9 
11.0 
14.3 

5.4 
17.6 

6.3 

1.4 
31.2 
24.9 
25.8 
53.4 
20.9 

(0 

7.3 
23.8 
27.4 
13.3 
17.2 
33.3 
.  1 
10.  3 
25.9 
24.7 

6.0 
25.3 
33.0 
13.1 
22.9 

2.7 
18.0 
33.5 
17.7 
27.4 
26.3 
27.3 

1.7 
33.5 

2.0 

9.2 
23.4 
20.2 

5.4 
34.9 

8.6 
23.5 
31.9 

22.6 
5.0 


$25- 


12.7 


.3 
19.8 
.  1 

3.6 
23.  6 
22.6 

2.7 
28.5 

1.7 
.4 
17.0 
20.6 

8.8 
16.0 
12.2 


2.4 
16.0 

6.8 
19.7 

7.5 
19.9 
.5 

5.5 

9.6 
10.8 

6.8 
18.0 
21.5 

7.6 
20.7 

2. 1 

8.2 
26.8 
16.0 
17.9 
22.2 
20.3 


12.8 
.9 

2.1 
46.4 

8.6 


19.  3 

3.5 
16.9 
28. 1 

7.1 
2.1 


$30- 


10.0 


4.9 
64.4 


58.3 
42.7 


36.8 

.3 
18.0 
12.3 
4.2 
.4 
7.6 


1.4 

15.2 
7.7 

48.9 
2.0 
9.4 
(0 

.2 
3.0 
5.6 

69.3 
8.9 
4.  7 
3.9 

12.9 
.9 
4.2 

11.3 
.2 

17.4 

15.9 
7.7 


2.0 


2.5 
5.6 


18.8 
3.1 
21.7 
17.2 

17.4 
2.9 


$35- 


.  99  $44. 


1.6 


(') 


7.7 

~8.~7" 


2.3 
1.8 


6.6 


1.3 
.6 
2.2 
7.8 


1.8 


1.3 
1.3 


20.5 


1  Less  than  0.05  percent. 

!  Includes  112  recipients  residing  in  public  institution  for  the  aged  and  receiving  $5  payments. 

3  Data  are  for  February  1941. 

4  Includes  3,572  recipients  60  and  under  65  years  of  age. 
s  Data  are  for  October  1940. 
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Exhibit  5 


Distribution   of  old-age  insurance  benefits  awarded  in  19'i0  by  interval  of 
amount  payable  monthly  under  individual  subsections  of  sec.  202 


Amount  payable  monthly 

Primary 
benefits  pay- 
able to  aged 
wage  earner  1 

Wife's  bene- 
fits payable 
as  supple- 
ment to 
primary  bene- 
fits on  behalf 
of  aged  wife 
of  wage 
earner  1 

Widow's 
benefits  pay- 
able to  aged 
widow  of 
deceased 
wage  earner  2 

Total  of  in- 
dividual pri- 
mary wife's 
and  widow's 
benefits 

S10.00   

Percent 

6 
10 
12 
39 
20 
7 
3 
3 

Percent 

19 

64 
14 

3 

Percent 

5 

.  8 
36 
29 
15 
7 

Percent 

8 
21 
13 
31 
16 
6 
3 
2 

$in.ni-$i4.99   

S15.O0-S19.99  - 
$20.00-*24.99 
$25.00-529.99   

S30.00-«-f.99 

$35.00-$39.99 

$40.00  and  over.   

Total     

100 

100 

100 

100 

1  Percentage  distribution  estimated  on  basis  of  distributions  of  benefits  awarded  in  1940  where  no  children 
were  entitled  to  benefits  when  primary  beneficiary  became  entitled.  Percentage  distribution  of  wife's 
benefits  estimated  on  basis  of  distribution  of  wife's  benefits  awarded  in  1940  having  same  date  of  entitlement 
as  that  of  Primary  benefits.  The  number  of  cases  excluded  in  the  distributions  upon  which  these  estimates 
are  based  is  comparatively  small. 

2  Percentage  distribution  estimated. 

3  Including  wife's  benefits  of  less  than  $10. 

Note. — In  view  of  the  small  number  of  cases  involved,  no  distribution  has  been  obtained  for  parent's 
benefits. 

The  term  "aged"  indicates  age  65  or  over. 


Exhibit  6 


Old-age  assistance: 


Average  payment  per  recipient 
December  1940 1 


in  28  selected  States, 


State,  ranked  according  to  average 
payment  per  recipient 


Total— 10  highest  States 

California.   

Colorado  ..   

Massachusetts  

Alaska    

Arizona.  _   

Connecticut   _. 

Nevada   

District  of  Columbia..  

New  York    _. 

Wyoming  


Average 
payment 

per 
recipient  1 


$31.04 


37. 87 
31.66 
29.00 
28  22 
28.  01 
27.96 
26.55 
25.  47 
24.91 
23.91 


State,  ranked  according  to  average 
payment  per  recipient 


Total— 13  lowest  States 

Hawaii   

Louisiana   

Florida   

Delaware    

North  Carolina   

Tennessee  

Virginia  _  

Alabama   

Kentucky  

Mississippi    

Georgia   

South  Carolina...   

Arkansas    


Average 
payment 

per 
recipient ! 


$9. 81 


12. 96 
12. 61 
12.  50 
11.42 
10.12 
10. 11 
9.  95 
9.28 
8.  91 
8.  60 
8  20 
7.91 
7. 87 


1  Omitted,  31  States  with  average  payment  between  $23.90  and  $11.41. 

2  Represents  obligations  incurred  for  month  from  Federal,  State,  and  local  funds  for  money  payments 
and  assistance  in  kind:  excludes  cost  of  administration  and  of  medical  care,  hospitalization,  and  burial. 
Allowances  for  medical  care  and  hospitalization  included  in  money  payments  are  not  excluded. 
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Exhibit  7 

Old-age  assistance:  Federal  advances  to  23  selected  States,  Jan.  1-Dec.  31,  19!f0 


California  

Colorado  _. 

Massachusetts  

Alaska  

Arizona  

Connecticut  

Nevada  

District  of  Columbia 

New  York  

Wyoming  


Federal 
advances  1 


$79,  470,  573 


33, 155,  470 
7,  843,  308 
15,  094,  220 
246,  908 
1,  415,  459 
2,893, 116 
380,  449 
527.  616 
17,414,  167 
499,  860 


Population  2 


29, 131,  653 


6, 907,  387 
1, 123,  296 
4,  316,  721 
72,  524 

499,  261 
1,  709,  242 

110,  247 

663,  091 
13,  479, 142 

250,  742 


State 


Total  

Hawaii  

Louisiana  

Florida...  

Delware  

North  Carolina 

Tennessee  

Virginia..  

Alabama  

Kentucky  

Mississippi  

Georgia  

South  Carolina. 
Arkansas  


Federal 
advances ' 


$19,  784,  541 

28,  951,  664 

126,867 

423,  330 

2,  555.  390 

2,  363.  880 

2,  555,  708 

1,897,414 

179,  169 

266,  505 

2,  212,  672 

3,  571,  623 

2.  573,  454 

2, 915,  841 

1, 104, 109 

2, 677,  773 

1,  204,  579 

2,  832, 961 

2,741,  116 

2,  845,  627 

1,  147,  014 

2,  183,  796 

1,630, 131 

3,  123,  723 

906,  654 

1,  899.  804 

847,  678 

1,  949,  387 

1  Federal  advances  are  in  anticipation  of  State  expenditures.  The  amount  of  Federal  advances  for  a 
calendar  year  may  vary  from  the  amount  of  State  expenditures. 

2  Total  population  estimated  as  of  Apr.  1,  1940,  from  the  5-percent  sample,  by  the  U.  S.  Bureau  of  the 
Census. 

Exhibit  8 

Comparison  of  workers'  contributions  with  benefits  received,  January  1,  1937-June 
30,  1941,  and  estimate,  January  1,  1937-January  1,  1945 

Question: 

(a)  Please  state  the  total  amount  of  contributions  that  have  been  paid  in 
by  workers  alone  from  January  1,  1937,  to  June  30,  1941,  on  those  claims  and 
rights  which  become  vested  as  of  the  latter  date  and  upon  which  the  Govern- 
ment is  not  entitled  to  further  payments. 

(6)  For  purposes  of  comparison  with  the  above  data,  please  give  an  esti- 
mate of  the  total  benefits  that  will  be  paid  out  by  the  Government  in  satis- 
faction of  all  rights  that  became  vested  prior  to  June  30,  1941. 
Answer: 

(a)  Roughly,  $15,000,000. 
(6)  Roughly,  $775,000,000. 
Question:  Please  give  estimates  similar  to  above  with  the  exception  that  in  each 
case  January  1,  1945,  be  substituted  for  June  30,  1941. 
Answer: 

(o)  Roughlv,  $130,000,000. 
(6)  Roughly,  $4,900,000,000. 

The  text  included  in  the  answer  to  the  question  in  exhibit  9  should  be  read  as 
applying  here  as  well.  These  two  questions,  while  worded  slightly  differently 
from  the  question  in  exhibit  9,  have  been  interpreted  to  be  identical  with  that 
question  except  for  the  earlier  closing  dates.  It  has  also  been  assumed  that  all 
three  questions  apply  only  to  claimants  under  the  1939  amendments;  hence  taxes 
have  been  counted  from  January  1,  1937,  as  to  claims  from  January  1,  1940. 
Therefore,  in  insurance  terms,  the  answers  have  been  arrived  at  by  a  summation, 
commencing  with  the  above  dates,  of  the  amounts  incurred  as  "losses"  compared 
with  the  amounts  collected  as  "premiums"  solely  from  those  who  suffered  such 
"losses." 

Exhibit  9 

Comparison  of  workers'  contributions  with  benefits  received,  January  1,  1937- 
January  1,  1955 

Question: 

(a)  Please  give  an  estimate  of  the  total  amount  of  contributions  that  will 
have  been  paid  in  by  workers  alone  from  January  1,  1937,  to  January  1,  1955, 
on  those  claims  and  rights  which  will  have  become  vested  as  of  the  latter  date, 
and  upon  which  the  Government  will  not  be  entitled  to  further  payments. 

(6)  For  purposes  of  comparison  with  the  above  data,  please  give  an  esti- 
mate of  the  total  benefits  that  will  be  paid  out  by  the  Government  in  satis- 
faction of  all  rights  that  will  have  become  vested  prior  to  January  1,  1955. 
Answer: 

(a)  Roughly,  $1,400,000,000  (6.8  percent  of  total). 
(6)  Roughly,  $20,300,000,000. 
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As  indicated,  these  answers  must  be  understood  to  be  very  rough,  since  the 
determination  thereof  involved  various  technical  assumptions  and  complicated 
projections.  Aside  from  the  technical  assumptions,  an  assumed  definition  of  the 
term  "will  have  become  vested"  was  necessary.  The  Social  Security  Act  itself 
makes  no  mention  or  differentiation  in  respect  to  the  degree  or  priority  of  "vesting" 
among  different  types  of  insured  individuals  or  beneficiaries.  For  the  purpose  of 
the  answer  to  this  question  it  is  assumed  that  the  term  "will  have  become  vested" 
means  that  payments  being  made  to  actual  claimants  on  January  1,  1955,  would 
continue  to  be  made  until  the  normal  termination  thereof  as  to  those  individuals. 

Exhibit  Id 

Break-down  of  chiia  given  in  exhibit  9 

Question:  Please  give  a  break-down  of  the  data  requested  in  exhibit  9  for  the 
following  groups — 

(a)  Contributors  who  die  before  reaching  the  age  of  65  without  depend- 
ents then  eligible. 

(b)  Single  contributors  who  attain  the  age  of  Go. 

(c)  Married  contributors  who  attain  the  age  of  65. 

(d)  Married  contributors  who  die  before  reaching  the  age  of  65.  leaving 
widows,  and  eligible  children  or  parents. 

Answer :  In  order  to  make  the  necessary  calculations,  approximate  as  they 
are,  it  was  necessary  to  revise  slightly  the  four  categories  mentioned  in  the 
question.  These  revisions  are  indicated  by  the  changed  wording  given  in  the 
items  below.  It  should  also  be  noted  that  literally  this  question  uses  the 
term  "contributors''  without  qualification,  whereas  exhibit  9  clearly  deals  with 
insured  workers.  It  has  been  assumed  that  exhibit  10  is  intended  to  involve 
a  break-down  of  the  same  insured  workers  of  exhibit  9  and  hence  the  word 
"contributors"  has  been  so  interpreted. 

The  same  comments  that  have  been  made  in  exhibit  9  apply  equally  to  the 
answer  to  this  question.  In  fact,  the  added  technical  assumptions  necessitated 
for  this  break-down  make  the  answer  an  even  cruder  one  than  for  exhibit  9. 


Categories  of  insured  workers  to  whom  or  with  respect  to  whom  benefits 
are  paid 

Employee 
taxes 

Benefits  paid 
and  vested 

(a)  Insured  workers  who  die  before  65  without  any  surviving  widow, 

child  under  18,  or  dependent  parent  .  

(b)  Insured  female  workers  and  insured  unmarried  male  workers  who 

attain  the  age  of  65  

$200, 000, 000 

300,  000, 000 
500, 000, 000 

400, 000, 000 

$100, 000, 000 

4, 300, 000, 000 
10,  500, 000, 000 

5,  400, 000,  000 

(c)  Insured  married  male  workers  who  attain  the  age  of  65  

(d)  Insured  workers  who  die  before  65  with  presently  or  futurely  eligible 

survivors    

Exhibit  11 


Supplement  to  exhibit  9 

Original  question : 

(a)  Please  give  an  estimate  of  the  total  amount  of  contributions  that 
will  have  been  paid  in  by  workers  alone  from  January  1,  1937,  to  January 
1,  1955,  on  these  claims  and  rights  which  will  have  become  vested  as  of  the 
latter  date,  and  upon  which  the  Government  will  not  be  entitled  to  further 
payments. 

(b)  For  purposes  of  comparison  with  the  above  data,  please  give  an  esti- 
mate of  the  total  benefits  that  will  be  paid  out  by  the  Government  in  satis- 
faction of  all  rights  that  will  have  become  vested  prior  to  January  1,  1955. 

SUPPLEMENTARY  REQUESTS 

The  first  supplementary  request  was  that  the  figures  be  revised  (i)  to  in- 
clude the  contributions  from  the  employers  of  the  individuals  in  respect  of  whom 
claim  was  made  over  this  period  ;  and  (ii)  to  recognize  the  element  of  compound 
interest  on  both  sources  of  contributions.  For  this  latter  purpose  a  3-percent 
compound  interest  rate  was  suggested. 

The  second  supplementary  request  was  to  furnish  the  illustrative  figures  for 
periods  further  into  the  future  (i)  from  January  1,  1937,  to  January  1,  1967; 
and  (ii)  from  January  1,  1937,  to  January  1,  1980. 
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ANSWER  TO  QUESTION  AND  SUPPLEMENTS 

In  order  to  take  cognizance  of  a  rate  of  interest  in  the  comparison,  it  is  es- 
sential to  establish  a  point  in  time  to  which  interest  shall  be  figured.  This  could 
be  done  as  of  the  initial  date,  January  1,  1937,  in  which  case  the  comparison 
would  be  completely  one  of  discount  or  "present  values,"  or  the  comparison 
could  be  made  as  of  any  arbitrary  point  in  time  involving  both  the  discount  as 
to  benefits  not  yet  paid  out  and  the  accumulation  of  taxes  and  benefits  theretofore 
paid.  It  has  seemed  most  appropriate,  however,  to  fix  the  date  as  of  the  closing 
time  of  the  period  of  observation.  This  results  in  the  comparison  being  par- 
tially an  accumulation  ;  that  is,  of  contributions  and  benefits  paid  up  to  the  end 
of  the  period  of  observation,  and  partially  a  discounting,  of  the  "vested"  bene- 
fits payable  after  that  date. 

Tables  I  and  II  attached  supply  the  illustrative  figures  for  the  three  stop 
dates  established  by  the  question  and  its  supplements.  Table  I  gives  illustrative 
figures  based  on  the  assumptions  adopted  by  the  Committee  on  Economic  Se- 
curity in  1935.  Table  II  gives  illustrative  figures  based  on  assumptions  (see 
vol.  3,  Hearings,  House  Ways  and  Means  Committee,  7Cth  Cong.,  pp.  2473-247G) 
which  develop  a  higher  benefit  outgo.  These  two  sets  of  illustrative  figures 
indicate  that  the  present  basis  of  contributions  cannot  be  definitely  taken  as 
either  self-supporting  or  insufficient.  The  many  uncertainties  as  to  the  future, 
primarily  the  future  level  of  recorded  wages  and  the  future  effective  age  of 
retirement,  require  that  a  range  of  illustrative  figures  be  given  rather  than  a 
single  set  of  estimates. 

Table  III  is  included  in  order  that  the  committee  may  orient  the  answers  to 
the  questions  given  in  tables  I  and  II  with  the  complete  picture  of  the  financing 
operations.  It  must  be  borne  in  mind  that  at  any  point  in  time  the  contri- 
butions of  then  current  employees  and  their  employers  plus  the  interest  yield  on 
such  amounts  as  may  be  in  the  trust  fund  are  free  to  be  used  in  the  payment 
of  benefits.  This  is  implicit  in  the  method  of  financing  the  program  adopted 
by  Congress  in  the  social  security  amendments  of  1939.  A  system  operating  in 
perpetuity  may  borrow  current  contributions  to  pay  current  benefits  without  the 
mechanism  of  a  full  reserve. 

Table  I. — Illustrative  figures  on  benefits  (paid  and  "vested")  and  contributions 
(employee  and  employer  combined)  in  respect  to  those  individuals  for  whom 
claims  have  materialized  during  the  periods  indicated,  based  on  assumptions 
adopted,  by  Committee  on  Economic  Security,  with  3  percent  interest 

fContribution  and  benefit  figures  in  billions  of  dollars] 


Stop  dates  of  observation 


Period  in  which'claim  is 
made 

Dec.  31,  1954 

Dec.  31,  1966 

Dec.  31,  1979 

Contri- 
butions 

Bene- 
fits 

Ratio 

Contri- 
butions 

Bene- 
fits 

Ratio 

Contri- 
butions 

Bene- 
fits 

Ratio 

Jan.  1, 1940-Dee.  31, 1954  

Jan.  1, 1955-Dec.  31. 1966 

3 

20 

Percent 
16 

5 
14 

29 
26 

Percent 
16 
54 

7 
21 

42 

38 

Percent 
16 
54 

Jan.  1, 1967-Dec.  31, 1979 

34 

40 

'85 

Total    

3 

20 

16 

19 

55 

35 

62 

120 

52 

1  This  ratio  is  for  the  full  13-year  period;  for  later  individual  years  the  ratio  of  course  exceeds  85  percent; 
under  the  assumptions  used  in  this  illustration,  100  percent  is  reached  in  the  year  1982. 
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Table  II. — Illustrative  figures  on  benefits  (paid  and  "vested")  and  contributions 
(employee  and  employer  combined)  in  respect  to  those  individuals  for  whom 
claims  have  materialized  during  the  periods  indicated,  based  on  assumptions 
developing  higher  costs  than  table  I,  with  3  percent  interest 

[Contribution  and  benefit  figures  in  billions  of  dollars] 


Stop  dates  of  observation 


Period  in  which  claim  is 
made 

Dec.  31,  1954 

Dec.  31, 1966 

Dec.  31,  1979 

Contri- 
butions 

Bene- 
fits 

Ratio 

Contri- 
butions 

Bene- 
fits 

Ratio 

Contri- 
butions 

Bene- 
fits 

Ratio 

Jan.  1, 1940-Dec.  31, 1954 
Jan.  1, 1955-Dcc.31, 19fi6 

3 

20 

Percent 
16 

5 
17 

29 
35 

Percent 
16 
49 

7 
25 
50 

42 
51 
70 

Percent 
16 
49 
i  71 

Jan.  1, 1967-Dec.  31, 1979 

Total  ... 

3 

20 

10 

23 

64 

35 

82 

163 

50 

1  This  ratio  is  for  the  full  13-year  period;  for  later  individual  years  the  ratio  of  course  exceeds  71  percent; 
under  the  assumptions  used  in  this  illustration,  100  percent  is  reached  in  the  year  1992. 


Table  III. — Balance  sheet,  of  accumulated  (3  percent  interest)  income  and  outgo 
(including  expenses  and  "vested"  benefits)  as  of  Jan.  1,  19^1 


[To  bring  the  answers  to  this  question  into  focus  with  whole  program] 


Lower  cost 
illustration 

Higher  cost 
illustration 

1.  Benefits  paid  and  "vested"  by  Jan.  1,  1980           __  _  _ 

2.  Interest  thereon  at  3  percent  to  Jan.  1,  1980    

3.  Total  benefits  with  interest  on  Jan.  1,  1980  

4.  Taxes  paid  by  claimants  only..    

$84, 000, 000, 000 
36, 000, 000, 000 

$118, 000, 000, 000 
45, 000, 000, 000 

120, 000, 000, 000 

163, 000, 000, 000 

15, 000,  000, 000 
15, 000, 000, 000 
32, 000, 000, 000 

20, 000,  000,  000 
20, 000,  000,  000 
42, 000,  000,  000 

5.  Taxes  paid  by  their  employers.  

6.  Interest  on  (4)  and  (51  at  3  percent  to  Jan.  1,  1980    

7.  Total  income  due  to  claimants'  contributions  ... 

8.  Benefits  with  interest  (3),  exceed  claimants'  contributions  and 

interest  (7)  by  _-_   -  

62, 000, 000, 000 

82,000,000,000 

58, 000,  000, 000 

81,000,000,  000 

9.  Taxes  paid  by  employees  not  yet  claimants  by  1980. .  . 

10.  Taxes  paid  by  the  employers  of  (9)  .....    .  ..... 

11.  Interest  on  (9)  and  (10)  after  deducting  all  administrative  ex- 

penses        

26,  000,  000, 000 
26, 000,  000,  000 

39,  000, 000,  000 

21,  000,  000,  000 
21,  000,  000, 000 

36,  000, 000,  000 

12.  Total  income  by  1980  a/c  still  active  contributors  

13.  Amount  in  old-age  and  survivor's  insurance  trust  fund  Jan.  1, 

1980,  (12)  minus  (81  equals...       

91,000.000, 000 

78, 000, 000,  000 

33, 000,  000,  000 

-3, 000, 000,  000 
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Exhibit  12 

■old-age  insurance  :  illustration  showing  the  relation  between  contributions 
paid  in  and  benefits  received 

Assume  the  case  of  two  men  who  entered  the  system  on  January  1,  1937,  and 
who  remain  therein  until  December  31,  1954.  Assume  that  one  of  these  men 
had  had,  over  this  period,  an  average  monthly  wage  of  $250  and  that  the  other 
had  had  an  average  monthly  wage  of  $25.  Assume  that  each  man  died  December 
31,  1954,  and  that  each  left  a  widow  under  48  years  of  age  at  the  time  of  his 
•death.  Assume  that  each  of  these  men  also  left  three  children,  aged  1,  3,  and  5 
years;  that  all  of  the  children  survive  to  maturity  and  that  each  widow  lives 
to  75  years  of  age.  Please  calculate  the  amount  of  money  which  would  have 
been  paid  in  by  each  of  these  men  and  the  amount  which  would  have  been  paid 
out  to  each  man's  widow  and  children. 


Contributor 
earning  $250 
per  month 

Contributor 
earning  $25 
per  month 

Amount  received  by  widow      

$20. 906 
1, 125 

$5, 154. 00 
112.  50 

Amount  contributed      

Excess  of  benefits  over  contributions   .   

19,  781 

5,  041.50 

Proportion  of  contributions  to  benefits  received  (percent)   

5.  38 

2. 18 

(Adapted  by  chairman  from  material  supplied  by  the  Bure.au  of  Research  and  Statistics  of  the  Social 
Security  Board.) 


Exhibit  13 

old-age  insurance  :  illustration  showing  the  relation  between  contributions 
paid  in  and  benefits  received 

Assume  two  single  men  who  entered  the  system  on  January  1,  1937,  and  who 
remain  therein  until  December  31,  1954,  when  they  reach  the  age  of  65  years. 
Assume  that  one  of  these  men  had  had,  over  this  period,  an  average  monthly  wage 
of  $250  and  that  the  other  had  had  an  average  monthly  wage  of  $25.  Please  calcu- 
late the  amount  of  money  which  would  have  been  paid  in  by  each  of  these  men 
and  the  amount  which  would  be  paid  out  to  each  in  benefits  if  they  lived  out  their 
normal  life  expectancy  after  65. 


Contributor 
earning  $250 
per  month 

Contributor 
earning  $25 
per  month 

Amount  received  bv  single  man  -.- 

$6, 950.  20 
1, 125.  00 

$1,  737. 80 
112.50 

Excess  of  benefits  over  contributions    

Proportion  of  contributions  to  benefits  received  (percent)  _ 

5, 825.  20 
16. 19 

1,  625.  30 
6.47 

(Adapted  by  chairman  from  material  supplied  by  the  Bureau  of  Research  and  Statistics  of  the  Social 
Security  Board.) 
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Exhibit  14 

old-age  insurance:  illustration   showing  relation  between  contributions 
paid  in  and  benefits  received 

Assume  the  eases  of  two  married  men  who  entered  the  system  on  January 
1,  1937,  and  who  remain  therein  until  December  31,  1954.  Assume  that  one 
of  these  men  had  had,  over  this  period,  an  average  monthly  wage  of  $250  and 
that  the  other  had  had  an  average  monthly  wage  of  $25.  Assume  that  each 
man  retires  on  December  31,  1954,  at  the  age  of  65  years  and  that  their  wives 
were  at  that  time  likewise  65  years  of  age.  Assume  further  that  the  two 
men  live  out  their  normal  life  expectancies  after  65  (11.77  years),  and  that 
their  wives  live  out  their  normal  life  expectancies  after  65  (12.81  years). 
Please  calculate  the  amount  of  money  which  would  have  been  paid  in  by  each 
of  these  men  and  the  amount  which  would  be  paid  out  to  each  man  and  to 
his  wife  before  and  after  his  death. 


Contributor 

Contributor 

earning  $250 

earning  $25 

per  month 

per  month 

Amount  received  by  man  and  wife. .  .  _.    ..            .  . 

$10, 725. 20 

$2, 695.  80 

Amount  contributed    ..  .  ..  

1, 125.00 

112.50 

Excess  benefits  over  contributions    

9, 600. 20 

2,  583.  30 

Proportion  of  contributions  to  benefits  received  (percent)   

10.49 

4. 17 

(Adapted  by  chairman  from  material  supplied  by  the.  Bureau  of  Research  and  Statistics  of  the  Social 
Security  Board.) 

Exhibit  15 


OLD-AGE  INSURANCE  :  ILLUSTRATION  SHOWING  RELATION  BETWEEN  CONTRIBUTIONS  PAID 

IN  AND  BENEFITS  RECEIVED 

Assume  the  case  of  two  men  who  entered  the  system  on  January  1,  1937,  and 
who  remain  therein  until  their  death  on  December  31,  1945,  when  each  was  43 
years  of  age.  Assume  that  one  of  these  men  had  had,  over  this  period,  an  average 
monthly  wage  of  $250  and  that  the  other  had  had  an  average  monthly  wage  of  $25. 
Assuine  that  each  left  no  children  but  left  a  widow  40  years  of  age  at  the  time 
of  his  death.  Assume  that  each  widow  survived  until  the  age  of  65  years  and 
thereafter  lived  out  her  normal  life  expectancy  (12.81  years).  Please  calculate 
the  amount  of  money  which  would  have  been  paid  in  by  each  of  these  men  and 
the  amount  which  would  be  paid  out  to  each  man's  widow. 


Contributor 

Contributor 

earning  $250 

earning  $25 

per  month 

per  month 

Amount  received  by  widow        _..    ..  

$5,  288. 00 

$1, 603. 00 

Amount  contributed    

360.00 

36.00 

Excess  benefits  over  contributions   

4,  928.  00 

1,  567. 00 

Proportion  of  contributions  to  benefits  received  (percent).  

6.81 

2.24 

(Adapted  by  chairman  from  material  supplied  by  the  Bureau  of  Research  and  Statistics  of  the  Social 
Security  Board.) 
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Exhibit  16 

old-age  insurance  illustration  showing  monthly  benefits  paid  to  a  single 
and  to  a  married  man  and  his  wife,  on  the  basis  of  $25  0  and  $25  average 
monthly  wage 

Assume  a  single  man  and  a  married  man  who  have  been  in  the  system  for 
18  years  earning  average  monthly  wages  of  $250.  Assume  that  each  man 
retired  on  December  31,  1954,  at  the  age  of  65  years  and  that  the  married 
man's  wife  was  then  likewise  65  years  of  age.  Assume  further  that  the  two 
men  live  out  their  normal  life  expectancies  after  65  (11.77  years),  and  that 
the  wife  of  the  married  man  lives  out  her  normal  life  expectancy  after  65 
(12.81  years). 

Please  calculate  the  primary  monthly  benefit  which  will  be  paid  to  the  single 
man :  The  monthly  benefit  which  will  be  paid  to  the  married  man  and  to  his 
wife  while  he  is  alive,  and  the  monthly  benefit  which  will  be  paid  to  the 
widow  of  the  married  man  after  his  death.  Please  calculate  the  monthly 
benefits  which  will  be  paid,  as  above,  if  we  assume  a  $25  average  monthly 
wage  basis  instead  of  $250. 


Monthly  benefits 

Paid  to 
single  man 

Paid  to 
married 
man  and 
wife 

Paid  to 
widow 

Paid  on  basis  of  $250  monthly  wage    ___ 

Paid  on  basis  of  $25  monthly  wage  

$47.  20 
11.80 

$70. 80 
17.70 

$35.  40 
10.00 

Note. — Adapted  by  chairman  from  material  supplied  by  the  Bureau  of  Research  and  Statistics  of  the  So- 
cial Security  Board. 

Exhibit  17 

Distribution  of  workers  earning  under  $200  per  annum  under  the  old-age  and 
survivors  insurance  program,  oy  States,  1939 


State 


Mississippi  

Arkansas  .- 

Florida  

North  Dakota.. 

Idaho  

New  Mexico. .. 

Texas.  

South  Dakota.. 

Georgia  

Louisiana  

Kansas  

Utah  

Nebraska  

Oklahoma  

South  Carolina. 

Alabama  

Vermont  

Kentucky  

Iowa  

Tennessee  

Arizona  

Colorado  

Maine  

Virginia  

North  Carolina 


Percentage 
of  total 
workers 
earning 
under  $200 
per  annum 


State 


Montana  

Wyoming  

Minnesota  

Oregon  

Delaware  

Nevada   __ 

Washington.  

Missouri   

California  

Maryland   

New  Hampshire  

Indiana  

Wisconsin  

District  of  Columbia 

West  Virginia...,  

Michigan   

Ohio  

Illinois  

New  Jersey  

Pennsylvania  

Massachusetts  

New  York  

Rhode  Island  

Connecticut  


Percentage 
of  total 
workers 
earning 
under  $200 
per  annum 


30 
29 
27 
27 
26 
26 
26 
25 
25 
24 
23 
23 
22 
22 
22 
20 
19 
19 
18 
18 
17 
17 
17 
15 


Note. — There  is  no  data  available  to  show  the  percentage  of  contributors  by  States  whose  quarterly 
wage  is  less  than  $50. 
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Exhibit  18 

Old-age  and  survivors  insurance — Comparison  of  average  monthly  per  capita- 
employee  contributions  paid  in  over  the  period  1987-40,  with  per  capita 
benefits  paid  out  in  December  1940,  by  States,  ranked  by  size  of  average 
contribution 


btato 

Average 
monthly 
per  capita 
employee 
contribu- 
tions 

(1) 

Rank 

(2) 

Per  capita 
benefits 
paid  out 

(3) 

Hank 

Differ- 
ence in 
rank 

(2) -(4) 

United  States.  -  .   .  

$0. 371 

$0,042 

Connecticut.    . 

.614 

i 

.066 

4 

-3 

New  York  ...   

.592 

2 

.060 

6 

-4 

New  Jersey.   

.546 

3 

.065 

5 

-2 

Alaska      

.540 

4 

.013 

49 

-45 

Illinois   i  

.540 

5 

.053 

10 

-5 

Rhode  Island     

.526 

6 

.071 

2 

+4 

Michigan   

.524 

7 

.043 

17 

-lf> 

Massachusetts...  

.517 

8 

.069 

3 

+5 

.503 

9 

.037 

22 

-13 

Delaware..     

.486 

10 

.051 

13 

-3 

Ohio   

.483 

11 

.056 

9 

+2 

California  _  

.469 

12 

.050 

14 

-2 

Pennsylvania    

.469 

13 

.058 

8 

+5 

Nevada   

.445 

14 

.038 

21 

-7 

Washington                       .  ...  

.394 

15 

.053 

11 

+4 

Maryland.   

.393 

16 

.042 

20 

-4 

New  Hampshire         .  .  

.375 

17 

.079 

1 

+  16 

Indiana.    

.375 

18 

.043 

16 

+2 

Oregon.    

.362 

19 

.047 

15 

+4 

Wisconsin                                              _  ._ 

.353 

20 

.043 

18 

+2 

West  Virginia      

.319 

21 

.042 

19 

+2 

Missouri  

.317 

22 

.037 

24 

-2 

Vermont                                ............  il; 

.311 

23 

.060 

7 

+16 

Maine.  .  .     

.309 

24 

.053 

12 

+12 

.282 

25 

.031 

28 

-3 

Colorado  J  

.278 

26 

.037 

23 

+3 

Minnesota...   

.272 

27 

.032 

27 

O 

Montana    ..  

.  272 

28 

.  031 

29 

—  1 

Arizona   

.258 

29 

.025 

34 

-5 

Utah  _  

.257 

30 

.035 

25 

+5 

Hawaii   

.251 

31 

.029 

30 

+1 

Texas   .     

.225 

32 

.020 

43 

-11 

Virginia...  

.223 

33 

.026 

33 

0 

Florida...  

.220 

34 

.032 

26 

+8 

Idaho    

.207 

35 

.023 

36 

-1 

Iowa     

.205 

36 

.027 

32 

+4 

Louisiana...                                          .  .. 

.200 

37 

.022 

39 

-2 

North  Carolina.  .  .         .           .  .  ..... 

.187 

38 

.021 

41 

-3 

Kansas.  

.186 

39 

.025 

35 

+4 

Oklahoma..  .    

.  185 

40 

.017 

45 

-5 

Nebraska                       ..  ...   

.183 

41 

.022 

40 

+1 

Tennessee   

.183 

42 

.023 

38 

+4 

Georgia.    

.172 

43 

.021 

42 

+1 

Kentucky   ... 

.166 

44 

.028 

31 

+13 

South  Carolina..      ..    ...  .  

.156 

45 

.019 

44 

+1 

Alabama.  .   —  

.155 

46 

.023 

37 

+9 

New  Mexico.  

.  152 

47 

.015 

47 

0 

South  Dakota  .   

.122 

48 

.015 

46 

+2 

North  Dakota   

.  105 

49 

.010 

51 

-2 

Arkansas   

.089 

50 

.014 

48 

+2 

Mississippi    

.076 

51 

.012 

50 

+1 
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December  19,  1952. 
To  Members  of  the  Joint  Committee  on  the  Economic  Report: 

For  the  information  of  members  of  the  committee  and  others  in- 
terested, there  is  transmitted  herewith  a  report  prepared  under  the 
auspices  of  the  National  Planning  Association  entitled  "Pensions  in 
the  United  States."  This  report  was  prepared  sit  my  invitation  to 
the  Association  to  sponsor  a  study  of  the  effects  of  public  and  private 
pension  programs  on  the  national  economy  as  recommended  in  the 
final  report  of  the  Subcommittee  on  Low-Income  Families. 

Both  the  chairman  of  the  Senate  Finance  Committee  and  the  chair- 
man of  the  House  Ways  and  Means  Committee  commented  favorably 
on  the  need  for  such  a  study  at  the  time  it  was  proposed.  Other  com- 
mittees of  Congress  have  also  been  kept  informed  as  to  the  nature  and 
development  of  the  study. 

The  National  Planning  Association,  which  is  a  nonprofit,  non- 
political  organization  representing  leaders  from  agriculture,  labor, 
business,  education,  government,  and  other  fields,  has  been  in  the 
unique  position  to  direct  the  activities  of,  and  counsel  with,  the  indi- 
viduals in  direct  charge  of  the  survey.  We  are  grateful  to  the  National 
Planning  Association  and  its  board  of  trustees  for  arranging  for  the 
conduct  of  this  study  with  the  help  of  a  special  grant  from  the  John 
Hay  Whitney  Foundation  of  New  York  City. 

This  report  is  now  being  submitted  to  the  members  of  the  committee 
for  consideration  and  such  suggestions  as  they  may  wish  to  make. 

Joseph  C.  O'Mahoney,  Chairman. 


December  16, 1952. 

The  Honorable  Joseph  C.  O'Mahoney, 

Chairman,  Joint  Committee  on  the  Economic  Report, 
United  States  Senate,  Washington,  D.  C. 

Dear  Senator  O'Mahoney  :  There  is  transmitted  herewith  the  re- 
port on  Pensions  in  the  United  States  which  the  Joint  Committee  on 
the  Economic  Report  requested  the  National  Planning  Association  to 
prepare.  We  hope  that  the  report  will  be  useful  to  the  committee 
and  to  others  interested  in  the  study  of  our  public  and  private  pension 
systems,  their  effect  on  our  national  economy,  and  their  contributions 
to  the  security  and  contentment  of  our  aged  citizens. 

As  requested  by  the  committee,  we  have  developed  a  preliminary 
report  in  preference  to  an  extensive  inquiry.  The  purpose  of  the 
report  is  to  describe  existing  pension  arrangements  in  summary  form, 
explore  the  interrelationships  between  public  and  private  pension 
plans,  identify  and  illuminate  major  policy  and  problem  areas,  ex- 

in 
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amine  areas  of  basic  agreement  and  point  the  way  for  future  research 
and  policy  determination.  An  appendix  lists  research  in  this  general 
area  which  is  now  in  process  in  many  organizations  throughout  the 
country. 

This  research  project  of  the  National  Planning  Association  was 
made  possible  by  a  grant  from  the  John  Hay  Whitney  Foundation. 
The  study  was  under  the  direction  of  Robert  M.  Ball,  who  was  staff 
director  for  the  Advisory  Council  on  Social  Security  to  the  Senate 
Committee  on  Finance  of  the  Eightieth  Congress  and  who  is  now 
Assistant  Director,  Bureau  of  Old-Age  and  Survivors  Insurance, 
Social  Security  Administration. 

The  criticisms  and  suggestions  of  a  wide  range  of  representatives 
from  business  and  labor  and  of  other  experts  on  pension  problems 
have  been  utilized  in  developing  the  report's  findings  and  recommen- 
dations. Mr.  Ball,  however,  assumes  full  responsibility  for  the  data 
and  conclusions  which  are  put  forward  in  the  report. 

Respectfully  submitted. 

H.  Christian  Sonne, 
Chairman,  Board  of  Trustees, 
National  Planning  Association. 
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PREFACE 


In  the  summer  of  1950  the  National  Planning  Association  was  asked 
by  the  Joint  Committee  on  the  Economic  Report  to  make  a  prelimi- 
nary study  of  pensions  in  the  United  States.  This  report  is  the  result 
of  that  request. 

The  unprecedented  growth  of  private  pension  plans  in  the  last  few 
years  coupled  with  the  rapid  development  of  the  basic  Government 
system,  old-age  and  survivors  insurance,  makes  this  an  opportune 
time  to  examine  our  pension  arrangements.  Consequently  many  other 
investigators  are  also  currently  engaged  in  looking  into  various 
aspects  of  the  pension  question*  we  have  listed  in  appendix  B  those 
current  research  projects  with  which  we  are  familiar. 

By  and  large  this  report  does  not  contain  original  research  nor  does 
it  lay  claim  to  comprehensiveness.  On  the  contrary,  the  emphasis  in 
its  preparation  has  been  on  presenting  existing  materials  in  summary 
form.  Discussion  of  the  very  difficult  and  complicated  policy  issues 
in  the  pension  field  has  been  limited  to  a  minimum  in  the  hope  that 
many  will  find  a  short  summary  useful  who  would  not,  in  the  press 
of  other  matters,  be  able  to  use  the  long  book  which  would  result  from 
comprehensive  treatment. 

The  report  is  not  only  in  summary  form  but  it  is  preliminary  in  the 
sense  that  it  does  not  propose  definite  solutions  to  the  questions  raised. 
It  is  intended  to  serve  as  background  for  public  discussion,  for  policy 
decision,  and  for  continued  and  more  detailed  research.  We  have  been 
encouraged  in  our  decision  to  make  this  a  preliminary  and  summary 
report  by  our  knowledge  that  others  are  engaged  in  the  preparation 
of  more  comprehensive  works. 

In  this  report  we  have  tried  to  say  something  in  reply  to  the  ques- 
tion :  Where  are  we  now  in  regard  to  pensions  and  what  is  involved 
in  determining  where  we  should  be  going?  Moreover,  we  have  tried 
to  define  an  area  of  agreement.  Although  there  are  wide  divergencies 
of  opinion  in  the  United  States  on  how  best  to  proceed  in  the  pension 
field,  particularly  on  such  questions  as  the  benefit  level  in  the  general 
public  program  and  the  method  of  financing  that  program,  we  have 
been  equally  impressed  in  our  investigations  with  an  area  of  basic 
agreement  on  certain  fundamental  principles.  By  and  large  it  has 
been  possible  for  business  and  labor  and  expert  opinion  in  the  United 
States  to  agree  on  many  fundamental  questions  of  public  policy  con- 
cerning pensions.  This  is  reflected  in  the  decisions  of  advisory  coun- 
cils, testimony  at  congressional  hearings,  and  the  publications  anc7 
reports  of  representative  groups.  Even  so  important  a  change  in  tht 
public  program  as  a  blanketing-in  of  the  present  aged  under  old-age 
and  survivors  insurance  and  a  shift  to  a  pay-as-you-go  basis,  is  being 

Eroposed  within  the  context  of  this  basic  unity  concerning  the  desira- 
ility  of  retaining  the  wage-related  and  contributory  character  of  that 
program.  The  proposal,  whether  desirable  or  undesirable,  is  put  for- 
ward as  a  transitional  device  for  maturing  a  system  of  which  there  is 
fundamental  approval.  Since  the  area  of  substantial  agreement  is 
frequently  obscured,  part  II  of  the  report  attempts  to  indicate  its 
Mature. 


vn 
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PREFACE 


During  the  course  of  the  study  the  advice  of  a  large  number  of 
persons  has  been  sought.  To  name  all  of  those  who  have  been  help- 
ful would  require  considerable  space.  However,  the  staff  owes  special 
thanks  to  the  group  of  outstanding  experts  in  the  pension  and  related 
fields  who  read  the  draft  manuscript.  Many  very  helpful  suggestions 
and  corrections  were  obtained  in  this  way.  Full  responsibility  for 
any  inaccuracies  and  for  the  views  expressed  and  for  all  decisions  on 
the  inclusion  or  exclusion  of  material,  however,  is  that  of  the  staff 
alone.  The  group  who  read  the  manuscript  include : 

Harry  Becker,  director  of  the  social  security  department,  UAW- 
CIO  (on  leave)  ;  J.  Douglas  Brown,  dean  of  the  faculty,  Princeton 
University;  Gerhard  Colm,  chief  economist,  National  Planning  As- 
sociation ;  John  J.  Corson,  McKinsey  &  Co. ;  Nelson  H.  Cruiksnank, 
director  of  social  insurance  activities,  American  Federation  of  Labor 
(on  leave) ;  Karl  de  Schweinitz,  professor  of  social  welfare,  University 
of  California  at  Los  Angeles ;  Katherine  Ellickson,  executive  secretary, 
CIO  social  security  committee ;  Fedele  F.  Fauri,  dean  of  the  school  of 
social  work,  University  of  Michigan;  Marion  B.  Folsom,  treasurer, 
Eastman  Kodak  Co. ;  Reinhard  A.  Hohaus,  vice  president  and  actuary, 
Metropolitan  Life  Insurance  Co. ;  Clark  Kerr,  chancellor,  University 
of  California  (Berkeley)  ;  Murray  W.  Latimer,  industrial  relations 
consultant ;  M.  Albert  Linton,  president,  Provident  Mutual  Life  Insur- 
ance Co. ;  John  W.  McConnell,  professor  of  industrial  and  labor  rela- 
tions, New  York  State  School  of  Industrial  and  Labor  Relations, 
Cornell  University;  John  Miller,  assistant  chairman  and  executive 
secretary,  National  Planning  Association ;  Roger  Murray,  vice  presi- 
dent, Bankers  Trust  Co.;  Sumner  H.  Slichter,  Lamont  University 
professor,  Harvard  University ;  Clark  Tibbitts,  chairman,  committee 
on  aging  and  geriatrics,  Federal  Security  Agency.  Arthur  J.  Alt- 
meyer,  Commissioner  for  Social  Security,  and  various  members  of  his 
staff  have  also  read  the  report  and  made  several  helpful  suggestions. 

In  general,  the  individual  members  of  the  pension  study  staff  have 
been  responsible  for  particular  parts  of  the  study.  The  estimates  in 
the  report  are  largely  the  work  of  the  staff  actuary,  Robert  J.  Myers. 
George  F.  Rohrlich,  research  associate,  was  responsible  for  developing 
the  appendix  on  Research  in  Progress  and,  in  addition,  contributed 
greatly  to  the  gathering  and  checking  of  the  factual  material  used  in 
the  report.  The  report,  itself,  was  largely  written  by  the  staff  director 
while  on  leave  from  his  regular  job  as  Assistant  Director  of  the  Bureau 
of  Old- Age  and  Survivors  Insurance.  The  bulk  of  the  report  was  pre- 
pared during  two  summer  vacations  and  the  rest  largely  on  week  ends. 
Opinions  expressed  are  entirely  personal  and  are  not  necessarily  those 
of  the  Federal  Security  Agency. 

The  preparation  of  this  report  has  proved  to  be  both  a  more  time- 
consuming  and  a  more  rewarding  experience  than  was  anticipated. 
As  staff  director  of  the  Advisory  Council  on  Social  Security  to  the 
Senate  Committee  on  Finance,  the  author  had  during  late  1947  and 
1948  a  good  opportunity  to  observe  the  beginnings  of  some  of  the 
developments  in  the  pension  field  discussed  in  this  report.  He  is  grate- 
ful to  the  National  Planning  Association  for  this  opportunity  to  oring 
his  knowledge  up  to  date. 

Robert  M.  Ball, 

Staff  Director. 

December  1952. 


INTRODUCTION 


There  are  now  13  million  persons  over  G5  years  of  age  in  the  United 
States.1  About  4  million  of  them  are  working  or  are  the  wives  of  men 
who  are  working.  Thus,  there  about  9  million  aged  persons  who  are 
without  income  from  current  work.  In  25  years,  those  over  65  years 
of  age  may  number  20  million  and  if  the  proportion  not  at  work 
remains  the  same,  there  will  then  be  14  million  persons  over  65  without 
income  from  work. 

Retired  persons  get  their  support  in  many  ways.  Some  have  sav- 
ings or  individually  bought  annuities,  some  are  supported  by  their 
children  or  other  relatives  or  by  the  community  through  old-age 
assistance.  Some  have  veterans  pensions.  An  increasing  number 
rely  on  retirement  systems  for  a  major  part  of  their  support. 

Pensions  in  the  United  States  is  about  these  retirement  systems, 
both  private  and  public.  Part  I  will  describe  existing  pension  ar- 
rangements and  part  II  will  cover  an  area  of  policy  agreement.  Parts 
III  and  IV  will  consider  the  economics  of  pensions  and  raise  those 
questions  which  require  further  research  and  policy  determination. 
Part  V  consists  of  a  summary  and  recommendations. 

SCOPE  OF  THE  REPORT 

Retirement  systems  are  distinguished  from  other  methods  of  income 
maintenance  for  the  aged  by  their  characteristic  condition  of  eligibil- 
ity for  benefit.  The  right  to  retirement  pay  grows  out  of  work  and 
only  those  who  have  been  in  employment  covered  by  the  plan  have 
benefit  rights.  There  are  three  major  classes  of  retirement  systems: 
(1)  Federally  administered  old-age  and  survivors  insurance  (OASI), 
a  part  of  the  social  security  program,  which  now  covers  8  out  of  10 
civilian  jobs  and  forms  the  foundation  of  future  retirement  security 
for  most  Americans ; 2  (2)  private  retirement  systems  in  industrial  and 
nonprofit  employment,  which  build  on  OASI  and  provide  additional 
benefits,  and  (3)  a  number  of  systems,  mostly  governmental  but 
including  nonprofit  plans  for  clergymen,  which  cover  jobs  which  are 
not  under  OASI.  The  systems  in  the  third  category,  which  include 
the  retirement  plans  of  State  and  local  governments,  the  Federal 


1  Throughout  this  report  the  current  data  will  refer  to  the  beginning  of  1952. 

2  Old-age  and  survivors  insurance  is  really  two  programs  :  A  retirement  system  and  a 
form  of  life  insurance  paying  monthly  benefits  to  the  widows,  children,  and  dependent 
parents  of  deceased  workers.  The  program  also  makes  lump-sum  payments  to  the  spouse 
of  an  insured  worker  or,  if  there  is  no  spouse  to  persons  who  have  paid  the  burial  expenses 
of  an  insured  worker.  Although  in  this  report  we  are  considering  only  the  retirement 
phase  of  the  program,  it  is  important  to  hear  in  mind  that  the  old-age  and  survivors 
insurance  contribution  schedule,  the  eligibility  requirements,  and  other  provisions  of  law 
are  related  to  both  the  retirement  and  the  life-insurance  phases  of  the  program.  By  the 
end  of  1952  the  face  value  (i.  e..  the  total  amount  payable  in  the  event  of  the  death 
of  all  insured  persons)  of  the  life-insurance  protection  furnished  by  this  system  was 
about  $273  billion,  about  equal  to  all  private-life  insurance  in  force  in  the  United  States. 
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civil  service,  and  the  systems  of  the  Armed  Forces,  have  no  provi- 
sions for  integration  with  OASI.  The  Railroad  Retirement  System 
is  unique  in  providing  for  a  degree  of  integration  with  the  basic 
public  program  and  should  perhaps  constitute  a  fourth  class. 

These  broad  classes  of  retirement  systems  must  be  studied  together, 
for  it  is  the  combination  of  protection  which  people  have  and  the 
cumulative  effect  on  the  economy  of  the  combined  arrangements  which 
are  significant.  Private  plans  cannot  reasonably  be  considered  separ- 
ately from  the  public  program ;  for  those  with  private  plan  coverage 
it  is  the  combination  of  OASI  with  the  supplementary  protection 
which  constitutes  the  "retirement  system."  For  these  reasons  this 
report  will  consider  the  total  impact  of  all  of  these  retirement  systems, 
pointing  out,  however,  the  differences  in  provisions  and  in  problems 
among  the  three  classes  where  the  differences  are  significant. 

Although  Pensions  in  the  United  States  is  about  retirement  sys- 
tems it  will  necessarily  consider  to  some  extent  the  relationship  of  these 
systems  to  employment  opportunities  for  older  persons  and  the  total 
income-maintenance  problem  of  retired  people.  Nor  can  our  concern 
be  limited  entirely  to  those  over  65  years  old.  The  need  for  income 
maintenance  also  occurs  for  large  numbers  of  persons  more  or  less  per- 
manently out  of  the  labor  market  before  they  reach  that  age.  Many 
older  widows  are  not  able  to  get  and  hold  jobs  even  though  under  65 
and,  regardless  of  their  age,  wives  of  retired  men  are  usually  depend- 
ent on  the  income  of  their  husbands.  Moreover,  retirement  may,  of 
course,  occur  before  65.  It  is  estimated  that  nearly  two  million  former 
workers  in  the  United  States  under  65  years  of  age  are  out  of  work 
because  of  long-term  disabling  conditions.3  A  large  proportion  of  this 
group  will  never  work  again  and  they  too  face  the  problem  of  income 
maintenance. 


5  Two  sample  surveys  undertaken  by  the  Bureau  of  the  Census  In  February  1949  and 
September  1950  showed,  respectively,  2  2  and  2.1  million  civilians  in  age  croups  14  to  G4 
to  be  under  a  disability  which  had  lasted  more  than  0  months.  Almost  three-fourths  of 
these  had  been  in  the  labor  force  before  becoming  disabled  (8f!  percent  of  the  men  and 
51  percent  of  the  women).  These  figures  do  not  include  the  unknown  but  necessarily  large 
number  of  long-term  disabled  in  the  institutional  population,  totaling  then  about  700.000. 
T.  D.  Woolsey,  Estimates  of  Disabling  Illness  Prevalence  in  the  United  States,  U.  S. 
Public  Health  Service,  1952.  Also  M.  E.  Moore,  and  B.  S.  Sanders,  Extent  of  Total 
Disability  In  the  United  States,  Social  Security  Bulletin,  November  1950. 


PART  I 


WHERE  WE  STAND  TODAY 

EMPLOYMENT  OPPORTUNITIES  FOR  THOSE  OF  RETIREMENT  AGE 

A  major  determinant  of  the  size  of  the  pension  problem  is  the  pro- 
portion of  the  aged  group  that  is  productively  employed.  The  number 
receiving  pensions  in  the  future  will  depend  importantly  on  this  factor, 
for  private  plans  almost  always  require  retirement  from  the  employer 
or  industry  as  a  condition  of  drawing  benefits,  and  old-age  and  sur- 
vivors insurance  requires  substantial  retirement  from  all  covered 
employment. 

Large  numbers  of  persons  over  65  are  now  working.  As  of  March 
1952,  42  percent  of  the  men  past  65  were  in  the  labor  force.  Between 
the  ages  of  65  and  70,  nearly  60  percent  were  in  the  labor  force  and 
even  between  the  ages  of  70  and  75  the  labor- force  participation  rate 
was  40  percent.  About  45  percent  of  the  men  past  65  who  were  not  at 
work  were  over  75.1  A  large  proportion  of  those  not  working  are  of 
course  disabled.  It  is  doubtful  if  out  of  the  1.9  million  men  between 
65  and  75  who  are  not  at  work,  as  many  as  750,000  would  be  able  to  hold 
regular  full-time  jobs. 

The  continued  employment  of  a  large  proportion  of  persons  past  65 
is  important  in  holding  down  the  cost  of  pensions.  For  example,  the 
average  age  at  which  retired  persons  come  on  the  old-age  and  sur- 
vivors insurance  rolls  is  now  69.  If  people  generally  were  to  retire  and 
apply  for  benefits  at  65,  the  long-range  cost  of  the  system  would  be 
increased  by  more  than  1  percent  of  pay  roll.  Moreover,  under  condi- 
tions of  relatively  full  employment,  a  general  policy  of  retirement  at 
65  would  mean  that  the  volume  of  goods  and  services  available  for 
distribution  to  the  whole  community  would  be  lowered  by  the  amount 
which  workers  past  65  would  other-wise  produce.2  There  would  be  a  big 
increase  in  the  number  of  people  who  consume  without  currently 
producing. 

There  is  considerable  evidence  to  support  the  idea  that,  faced  with 
the  alternative  of  a  greatly  reduced  income,  most  older  persons  prefer 
to  continue  work  if  they  are  able  to.  In  several  surveys  of  the  bene- 
ficiaries of  old-age  and  survivors  insurance,  the  Social  Security  Ad- 
ministration has  found  that  only  about  5  percent  of  those  receiving 
old-age  benefits  had  stopped  work  voluntarily.3  About  two-fifths  of 
the  group  surveyed  reported  that  they  had  retired  because  of  dis- 
ability ;  most  of  the  others  would  have  preferred  to  continue  at  their 


1  U.  S.  Department  of  Commerce.  Bureau  of  the  Census,  unpublished  data. 

a  It  is  true,  of  course,  that  it  would  not  add  to  production  to  employ  older  workers  In 
place  of  younger  workers.  If  we  are  again  faced  with  periods  of  widespread  unemploy- 
ment it  may  be  expected  that  in  general,  those  beyond  (15  will  be  laid  off  in  preference  to 
younger  workers  of  equal  ability  or  skill.  Under  such  circumstances  the  decreased  produc- 
tion cannot  be  blamed  on  a  policy  of  retirement  at  ace  65. 

8  Margaret  L.  Stecker,  Beneficiaries  Prefer  To  Work,  Social  Security  Bulletin,  January 
1951. 
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jobs  and  considered  themselves  able  to  work,  but  they  had  been  retired 
against  their  will. 

Generally,  those  few  who  were  in  good  health  and  were  willing  to 
retire  looked  forward  to  substantial  incomes  in  retirement.  Where 
total  retirement  income,  including  individual  savings,  pensions,  and 
other  income-producing  plans  sponsored  by  the  employer,  such  as 
stock-purchase  plans,  promises  a  standard  of  living  close  to  what  has 
been  supported  by  earnings,  the  attitude  toward  continued  employ- 
ment may  be  very  different  than  where  the  retired  person  must  be 
largely  dependent  on  an  OASI  benefit. 

Factors  other  than  the  economic,  however,  are  also  important.  The 
character  of  the  work  to  be  done  is  one  of  the  most  significant.  Is 
the  work  to  be  done  by  the  individual  merely  tolerable  or  does  he 
consider  it  interesting?  What  are  the  physical  and  mental  require- 
ments? Is  the  work  available  to  him  in  old  age  of  such  a  nature  as 
to  maintain  his  prestige?  Also,  what  are  the  retirement  activities 
which  are  the  alternative  to  .continued  work?  Is  he  prepared  for 
a  reasonably  satisfying  life  aside  from  work?  Also  important  is  the 
attitude  of  the  individual's  associates  toward  retirement  and  the  in- 
stitutional setting  in  which  it  takes  place.  Adherence  over  a  long 
period  of  time  to  a  policy  of  a  fixed  retirement  age  in  large  organiza- 
tions such  as  those  of  the  telephone  companies  or  the  Government 
service,  coupled  with  reasonably  adequate  retirement  benefits,  can 
win  a  large  measure  of  acceptance  for  the  idea  of  retirement. 

It  is  not  surprising,  however,  that  under  present  conditions  most 
aged  people  want  to  keep  on  working  if  they  can.  Work  now  provides 
in  most  instances  a  much  higher  standard  of  living  than  pensions  and 
in  all  probability  will  continue  to  do  so.  In  a  large  proportion  of 
cases  the  alternative  to  work  in  old  age,  even  for  those  who  retire  on 
a  pension,  is  still  partial  dependence  on  relatives,  public  assistance, 
or  actual  physical  want.4  At  the  same  time,  the  opportunity  to  work 
means  recognition  and  a  sense  of  being  a  useful  participating  member 
of  the  community  that  few  aged  people  attain  in  any  other  way.  Our 
friendships,  our  social  and  recreational  life,  our  place  in  the  social 
order — all  tend  to  be  organized  around  our  work  to  a  very  considerable 
degree.  Thus  in  most  instances  the  worker  who  retires  loses  more  than 
income.  He  is  faced  with  emotional  problems  of  readjustment  which 
may  be  as  serious  as  the  economic  problem  of  a  greatly  reduced  level 
of  living.  The  fear  of  being  unwanted  and  useless  is  hardly  less  of  a 
threat  to  the  security  of  the  aged  than  the  fear  of  poverty  and 
dependence. 

What  then  is  the  trend  ?  Will  we  continue  to  employ  large  numbers 
of  persons  after  65,  or  will  compulsory  retirement  at  65  become  more 
and  more  general  ?    The  answer  is  not  clear. 

It  is  true  that  for  those  past  65  the  opportunity  to  work  has  been 
greatly  reduced  in  the  last  50  or  60  years.  In  1890,  68  percent  of  all 
men  65  and  over  were  members  of  the  labor  force  as  compared  with 
42  percent  today.  This  drop  seems  to  be  the  result  of  the  decrease  in 
the  relative  position  of  agriculture  in  the  national  economy  and  a 
consequent  decline  in  opportunities  for  self-employment,  combined 


4  Tn  a  Nation-wide  survey  of  old-age  and  survivors  insurance  beneficiaries  conducted  in 
1951  it  was  found  that  about  one-fourth  were  partially  dependent  on  relatives  and  about 
14  percent  on  public  assistance. 
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with  the  failure  of  the  nonagricultural  sector  of  the  economy  to  give  an 
increasing  proportion  of  its  jobs  to  those  over  65. 

The  proportion  of  the  gainfully  employed  in  urban  self-employ- 
ment has  probably  not  increased  significantly  since  the  turn  of  the 
century ;  it  may  even  have  declined  somewhat.  Opportunity  for  self- 
employment  as  a  farmer  has  certainly  declined  very  considerably.  In 
1890  about  23  percent  of  the  gainfully  employed  were  self-employed 
farmers ;  the  proportion  is  now  about  6  percent. 

Self -employment  is  a  very  important  source  of  jobs  for  older 
people.  Older  persons  can  continue  in  self-employment  when  they 
cannot  continue  to  be  employed  by  others;  the  decision  to  continue 
working,  the  pace,  and  other  conditions  of  work  are  to  a  much  greater 
extent  within  the  control  of  the  self-employed  person.  The  peculiar 
significance  of  self-employment  to  older  persons  is  demonstrated  by 
the  fact  that  today  about  40  percent  of  the  employed  persons  over  65 
are  self-employed,  whereas  only  about  16  percent  are  in  self-employ- 
ment. (It  is  also  true  that  in  self-employment  the  line  between  being 
at  work  and  in  retirement  is  less  clear  cut.  The  farm  owner  of 
advanced  age  whose  son  does  most  of  the  active  farm  operation  and 
management  may  still  report  himself  as  being  in  the  labor  force.) 

Although  the  nonagricultural  sector  of  the  economy  has  become 
the  dominant  factor  in  employment,  there  has  not  been  a  correspond- 
ing increase  in  the  proportion  of  jobs  going  to  people  over  65.  The 
proportion  past  65  among  persons  in  nonagricultural  employment  is 
roughly  the  same  now  as  in  1900.  Thus,  with  an  aging  population  and 
a  decline  in  the  relative  importance  of  agriculture,  total  opportunities 
for  employment  have  declined  for  those  past  65. 

To  the  extent,  however,  that  the  decline  in  the  opportunity  for  self- 
employment  which  has  taken  place  is  the  result  of  a  shift  from  agri- 
culture to  urban  industry,  the  past  trend  may  not  be  indicative  of  the 
future  of  a  labor  force  already  largely  nonagricultural.  Rather  than 
a  projection  of  past  aggregate  trends,  we  need  to  study  what  has  been 
happening  and  what  is  happening  today,  industry  by  industry  and 
occupation  by  occupation.  As  the  1950  census  data  become  available, 
much  important  work  can  be  done  in  this  area. 

The  biggest  opportunity  for  increasing  labor  force  participation 
by  the  aged  is  among  women.  Less  than  10  percent  of  the  nearly 
7  million  women  over  65  are  now  employed.  This  is  a  result  of  the 
fact  that  the  great  majority  of  women  now  past  that  age  were  out  of 
the  labor  force  in  the  years  just  before  65.  The  trend,  however,  has 
been  toward  increased  employment  of  older  women.  Between  1940 
and  1950,  for  example,  the  proportion  of  women  workers  aged  55  to  64 
in  the  labor  force  has  increased  from  17  to  27  percent.  It  is  reasonable 
to  expect  in  the  future  a  consequent  increase  in  the  proportion  em- 
ployed after  65. 

It  may  be  said  in  general  that  it  is  of  considerable  importance  to  the 
community  and  to  the  individual  to  continue  to  provide  job  opportuni- 
ties for  persons  of  retirement  age  who  can  and  want  to  work.  Yet 
on  the  most  optimistic  assumptions,  the  number  of  nonearners  among 
the  aged  will  not  only  remain  very  large,  but  will  grow  as  the  number 
of  the  aged  grows.  Employment  is  largely  out  of  the  question  for 
most  of  those  over,  say,  75,  the  disabled,  and  for  many  of  the  women 
who  spent  their  younger  years  as  homemakers.    Increasing  employ- 


6 


PENSIONS  IN  THE  UNITED  STATES 


ment  opportunities  for  the  aged  cannot,  therefore,  be  a  substitute  for 
pensions,  but  it  can  reduce  the  cost  of  pensions  and  the  economic  bur- 
den of  old  age  on  current  producers. 

THE  DEMAND  FOR  PENSIONS 

Workers  have  shown  a  growing  interest  in  securing  income  protec- 
tion for  the  time  when  they  will  have  to  retire.  Several  factors  have 
contributed  to  this  interest.  One  of  the  most  important  is  that  the 
period  of  retirement  has  lengthened.  As  already  indicated,  a  smaller 
proportion  of  men  over  age  65  are  supporting  themselves  through 
work  than  in  the  past  and  yet  older  persons  are  living  somewhat  longer. 
Mortality  rates  in  1900  showed  that  men  (white)  in  the  United  States 
lived  an  average  of  11.5  years  after  age  65;  on  the  basis  of  current 
rates  it  is  estimated  that  they  will  live  an  average  of  12.5  years  after 
they  attain  that  age.  If  medical  science  has  any  significant  degree 
of  success  in  its  current  attack  on  heart  disease,  cancer,  and  the  other 
diseases  of  old  age,  the  average  length  of  life  of  the  aged  will  be  fur- 
ther extended.  Taken  in  conjunction  with  a  decline  in  employment 
opportunities  in  old  age,  this  means  a  longer  period  during  which 
many  of  the  aged  are  in  retirement. 

The  greater  need  for  money  incomes 

For  the  aged  who  do  not  have  jobs,  dependence  on  children  as  a 
method  of  support  is  no  longer  completely  acceptable.  First  of  all, 
there  are  on  the  average  fewer  children  to  whom  an  aged  parent  can 
turn  for  support — fewer  among  whom  the  burden  of  support  may  be 
divided.  In  1890,  women  who  had  completed  the  period  during  which 
they  could  bear  children  had  an  average  of  5.1  children;  in  1910,  the 
average  was  4.1 ;  in  1920,  3.6 ;  and  in  1940,  2.6.  Then,  too,  the  support 
of  aged  parents  is  for  many  people  more  of  an  economic  burden  today 
than  it  once  was.  The  shift  from  the  relatively  self-sufficient  farm  of 
the  last  century  to  city  living  means  that  now  everything  has  to  be 
paid  for.  Today,  when  parents  live  with  their  children,  typically, 
more  rent  is  required  and  more  food  and  clothing  bought.  The  in- 
creased dependence  on  money,  moreover,  is  not  confined  to  city  living, 
for  to  a  considerable  extent  the  contemporary  farm  family  is  less  self- 
sufficient  than  was  the  farm  family  of  50  years  ago  and  often  is 
largely  dependent  on  money  income  from  a  few  cash  crops. 

By  and  large  the  pattern  of  living  today  is  such  that  most  older 
people  prefer  not  to  live  with  their  children  and  be  supported  by  them. 
(Only  a  few  children  can  afford  to  support  parents  in  separate  house- 
holds.) If  old  people  must  live  with  others,  they  want  to  contribute 
toward  their  own  support.  They  do  not  want  to  feel  they  are  an 
economic  burden  to  their  children;  they  want  to  retain  the  feeling 
of  independence  which  comes  from  paying  their  own  way.  After 
managing  one's  own  home  it  is  extremely  difficult  to  become  a  de- 
pendent in  the  home  of  another,  even  the  home  of  a  son  or  daughter. 
Yet  dependence  on  friends  and  relatives  is  still  a  major  method  of 
support  in  old  age. 

To  be  economically  secure  in  old  age,  therefore,  the  aged  person — 
now  even  more  than  formerly — must  have  his  own  money  income.  He 
cannot  count  on  working  to  the  same  extent  as  he  once  could  and  he 
frequently  finds  the  alternative  of  being  dependent  on  his  children 
unsatisfactory  both  to  them  and  to  himself. 
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Individual  savings 

There  has  been  a  large  increase  in  the  volume  of  personal  savings 
in  the  last  10  years,  principally  as  a  result  of  greatly  increased  per- 
sonal incomes  coupled  with  shortages  in  consumer  goods  during  the 
war  years.  While  the  high  rate  of  savings  characteristic  of  the  war 
years  had  declined  and  some  of  the  wartime  savings  had  been  used  up, 
early  in  1951  about  45  out  of  100  spending  units  had  savings  accounts 
and  41  out  of  100  owned  Government  bonds.5  The  savings  of  indi- 
viduals at  the  end  of  1951,  exclusive  of  the  value  of  corporate  securities 
owned  and  equity  in  a  home,6  amounted  to  about  $340  billion,  which 
was  offset  to  the  extent  of  $61  billion  by  individual  debts.  This  total 
included  $136  billion  in  currency  and  bank  deposits,  $16  billion  in 
shares  in  savings  and  loan  associations,  $67  billion  in  United  States 
Government  securities,  $10  billion  in  State  and  local  government  se- 
curities, an  equity  of  $67  billion  in  private  life  insurance  and  annui- 
ties, $37  billion  in  the  reserves  of  public  retirement  and  social-security 
programs,  and  $7  billion  in  national  service  life  insurance  and  United 
States  Government  life  insurance.7 

There  has  also  been  a  large  increase  in  home  ownership — a  very 
significant  fact  in  the  security  of  older  persons.  In  1951,  54  percent 
of  all  nonfarm  families  owned  their  own  homes  as  compared  with  41 
percent  in  1940.  Among  the  families  headed  by  persons  55  and  over, 
67  percent  owned  their  own  homes  in  1951  as  compared  with  59  percent 
in  1940. 

In  spite  of  the  remarkable  increase  in  personal  saving,  a  survey  of 
consumer  finances  made  for  the  Federal  Reserve  Board  in  1951  throws 
some  doubt  on  the  availability  of  savings  as  a  significant  resource  in 
old  age  for  perhaps  half  or  more  of  the  people  in  the  country.  More- 
over, people  save  for  many  purposes  and  the  extent  to  which  they  save 
for  old  age  is,  of  course,  difficult  to  measure.  The  typical  reason  for 
saving  given  in  surveys  is  "a  rainy  day,"  which  may  have  reference  to 
a  drop  in  income  in  old  age,  but  may  also  mean  unforeseen  contingen- 
cies before  old  age  is  reached.  In  the  Federal  Reserve  Board  survey, 
51  percent  of  the  spending  units  experiencing  a  decrease  in  the  size  of 
their  assets  in  1950  drew  on  savings  to  meet  the  cost  of  medical  care 
alone. 

One  measure  of  the  effective  ability  of  persons  to  save  for  old  age 
is  the  amount  of  assets  held  by  those  now  aged.  There  is  some  indi- 
cation that  asset  holdings  tend  to  be  largest  in  late  middle  age,  just 
before  retirement.  When  spending  units  in  an  earlier  (1949)  Fed- 
eral Reserve  Board  survey  were  classified  by  the  age  of  the  head  of  the 
unit,  those  with  unit  heads  55  to  64  years  of  age  appeared  to  be  the 
group  with  the  highest  proportion  of  any  assets  other  than  real  estate, 
and  with  $5,000  or  more  of  assets  other  than  real  estate.  Yet,  one-third 
of  the  spending  units  in  that  Federal  Reserve  Survey  with  unit  heads 
65  years  and  over  had  no  assets  if  real-estate  holdings  were  excluded. 
One-half,  including  the  spending  units  with  no  assets,  had  asset  hold- 


5  Except  where  stated  otherwise,  these  and  following  data  on  savings  are  taken  from  the 
1951  Survey  of  Consumer  Finances,  Federal  Reserve  Bulletin,  June-September  and 
December  1951. 

8  There  is  no  accurate  information  on  the  value  of  Individuals'  holdings  of  corporate 
securities.  However,  rough,  unpublished  estimates  by  the  Securities  and  Exchange  Com- 
mission indicate  an  order  of  magnitude  of  about  $180  billion. 

7  Securities  and  Exchange  Commission,  Volume  and  Composition  of  Individual's  Savings 
in  1951,  Statistical  Series,  Release  No.  1077,  April  17,  1952,  and  unpublished  data. 
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ings  of  less  than  $500.  About  7  out  of  10  had  assets  valued  at  less  than 
$•2,000.  Approximately  the  same  proportions  were  found  among 
spending  units  with  heads  retired  from  the  labor  force  and  for  the 
most  part  consisting,  presumably,  of  persons  over  65  years  of  age.8 

The  surveys  made  by  the  Social  Security  Administration  of  the 
income,  assets,  and  living  arrangements  of  old-age  and  survivors  in- 
surance beneficiaries  suggest  that  somewhat  more  than  half  of  the 
commercial  and  industrial  workers  who  have  retired  in  recent  years 
have  some  assets  other  than  real  estate  but  that  such  assets  are 
typically  small.9  Recently  a  Nation-wide  sample  survey  of  old-age 
and  survivors  insurance  beneficiaries  showed  that  at  the  end  of  1951 
about  60  percent  of  the  old-age  beneficiaries  had  some  savings  other 
than  real  estate.  Only  13  percent,  however,  had  as  much  as  $5,000. 
Home  ownership  was  the  major  significant  asset  of  most  families  with 
assets.  About  two-thirds  of  the  married  men  owned  their  own  homes, 
SO  percent  free  of  mortgage.  Generally,  those  who  owned  homes  were 
also  the  ones  who  had  some  additional  savings.  One-fourth  of  the 
old-age  beneficiaries,  however,  had  no  assets  whatever,  and  about  two- 
thirds  had  no  assets  other  than  real  estate,  or  had  assets  amounting  to 
less  than  $1,000.10 

Available  data,  then,  suggest  that  most  people  do  save,  in  varying 
amounts  and  for  a  variety  of  reasons,  and  that  in  recent  years  more 
than  half  the  aged  have  been  able  to  accumulate  some  savings.  Such 
savings  are  generally  small,  however,  and  for  most  persons  not  large 
enough  to  provide  an  adequate  source  of  support  in  old  age.  Saving 
enough  money  for  self-support  in  old  age  is  extremely  difficult  for  most 
wage  earners.  To  buy  from  an  insurance  company  a  modest  annuity 
of  say,  $75  a  month  beginning  with  age  65  requires  for  a  man  an 
accumulation  of  about  $11,900,  and  for  a  woman,  since  women  live 
longer  than  men,  about  $13,900.  Such  large  savings  for  this  one  pur- 
pose from  an  average  worker's  income  are  seldom  accomplished.  Old 
age  is  the  last  of  many  risks  to  which  a  worker  is  subject.  What 
savings  he  can  make  tend  to  be  used  up  during  illness  or  unemploy- 
ment, or  they  are  spent  in  bringing  up  children.  Very  frequently 
the  only  significant  savings  which  last  until  retirement  are  those  which 
are  invested  in  a  home.  If  most  workers,  their  wives  or  their  widows 
are  to  have  sufficient  money  income  in  old  age,  a  foundation  must  be 
supplied  by  some  sort  of  pension  arrangement  which  does  not  depend 
for  its  success  on  voluntary  savings.  On  the  other  hand,  pension 
arrangements  do  not,  of  course,  eliminate  the  role  of  individual  sav- 
ings. Rather  they  serve  as  a  base  upon  which  the  individual  will  be 
encouraged  to  build,  through  savings,  toward  greater  retirement 
security. 

Employer  and  community  interest  in  pensions 

An  important  part  of  the  demand  for  pensions  has  arisen  because 
many  employers  have  felt  that  it  is  good  business  to  have  an  orderly 
method  of  retiring  older  employees  who  have  passed  peak  efficiency. 
Until  recently,  pension  plans  have  been  established  primarily  on  the 


8  Board  of  Governors  of  the  Federal  Reserve  System,  1949  Survey  of  Consumer  Finances, 
IV,  tables  5  and  16. 

9  Social  Securitv  Bulletin,  October  1947,  p.  18. 

10  Social  Security  Bulletin.  August  1952,  pp.  3ff. 
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initiative  of  employers.  It  seemed  inhuman  to  discharge  without 
income  those  who  had  worked  long  and  well  for  a  company.  More- 
over, such  a  procedure  was  detrimental  to  the  morale  of  the  remaining 
employees  and  hurt  the  good  will  of  the  employer  in  the  community. 
The  provision  of  an  income  in  retirement  for  former  employees  has 
been  considered  so  important  to  the  company  that  it  could  not  be  left 
up  to  the  individual  initiative  of  the  employee.  If  the  employee 
failed  to  provide  himself  with  an  income  for  old  age  through  individ- 
ual savings,  the  company  as  well  as  the  individual  was  hurt. 

The  provision  of  retirement  insurance  through  Government  compul- 
sion is  also  justified  on  much  the  same  ground.  It  is  too  vital  a  matter 
and  affects  the  whole  community  too  importantly  to  be  left  entirely  up 
to  individual  discretion.  Just  as  we  insist  on  a  minimum  level  of  edu- 
cation, so  do  we  require  the  individual  to  carry  certain  minimum 
insurance  for  his  own  good  and  for  the  good  of  the  community. 

As  important  in  bringing  about  the  demand  for  pensions  as  the 
increased  need  for  money  income  in  old  age,  the  business  interest  of 
employers,  or  the  recognition  of  the  community  stake  in  adequate  re- 
tirement financing,  has  been  the  establishment  of  higher  standards  of 
what  is  desirable  and  what  is  possible  in  providing  such  income. 
The  demand  for  pensions  is  part  of  a  generally  rising  standard  of 
living  and  also  part  of  an  increased  sense  of  social  responsibility. 
We  are  more  determined  than  formerly  to  put  an  end  to  unnecessary 
suffering  by  organizing  our  social  and  economic  life  so  that  people 
have  what  they  need.  Our  increased  output  makes  this  possible,  and 
our  conscience  directs  us  to  its  accomplishment. 

CURRENT  TENSION  ARRANGEMENTS 

Coverage  of  current  workers 

Nine  out  of  ten  persons  in  the  United  States  who  work  in  civilian 
jobs  are  now  earning  retirement  protection.  Nearly  8  out  of  10  are 
under  old-age  and  survivors  insurance,  and  almost  half  of  the  remain- 
der are  protected  by  other  public  programs — those  for  civilian  em- 
ployees of  the  Federal  Government  and  employees  of  the  States  and 
localities.  The  only  major  groups  not  now  under  a  retirement  plan 
are  the  4  million  farm  operators,  perhaps  a  million  self-employed 
professional  persons,  and  those  domestic  and  agricultural  workers 
who  do  not  meet  the  tests  of  regular  employment  established  by  the 
Social  Security  Act — totaling  perhaps  2  million.  Career  servicemen 
among  the  3.5  million  persons  in  the  Armed  Forces  have  protection 
under  special  plans.  Most  of  the  remainder  will  earn  protection 
under  the  plans  covering  their  regular  jobs  and  will  receive  credit 
under  these  plans  for  the  time  spent  in  the  Armed  Forces.  At  the 
be<;innin<r  of  1952  about  one  out  of  five  of  those  who  were  covered 
by  old-age  and  survivors  insurance  were  also  covered  by  private  plans 
designed  to  supplement  the  public  system.11 

For  the  worker,  the  great  bulk  of  this  coverage  is  mandatory. 
Membership  in  a  particular  plan,  whether  public  or  private,  is 
typically  an  automatic  accompaniment  of  employment  in  an  industry 


11  The  figures  in  this  paragraph  relate  to  employment  in  January  1952  and  not  to  the 
total  numher  of  persons  who  move  in  and  out  of  these  "jobs"  over  the  course  of  a  year. 
The  coverage  figure  for  private  plans  is  a  rough  estimate.  This  is  true  of  many  of  the 
figures  relating  to  private  plans  used  in  this  report  since  accurate  data  on  various  aspects 
of  tlie  plans  are  nodavailali'e 
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or  occupation  covered  by  the  plan.  Under  a  few  State  and  local 
plans,  most  private  contributory  plans,  and  in  nonprofit  employ- 
ment under  old-age  and  survivors  insurance,  those  who  were  in  covered 
employment  at  the  time  the  plan  was  initiated  may  stay  out  of  the 
plan  if  they  wish,  but  those  who  are  hired  later  are  covered  com- 
pulsorily.  Probably  more  than  three-fourths  of  the  persons  covered 
under  private  plans  did  not  elect  coverage  on  an  individual  basis, 
and  with  the  relatively  minor  exceptions  indicated  above,  all  public 
programs  are  compulsory  for  the  employee. 

Of  the  14,000  private  plans  in  existence  in  1951,  about  90  percent 
were  underwritten  by  insurance  companies.  However,  about  two- 
thirds  of  the  9.6  million  covered  workers  were  under  the  1,000  to 
1,500  uninsured-pension  trusts.  About  55  percent  of  all  the  plans 
used  individual-annuity  policies  sold  by  insurance  companies,  but 
these  plans  were  typically  small  and  accounted  for  only  about  5  percent 
of  the  covered  workers.  Group  annuities  and  certain  other  types  of 
insured  plans  accounted  for  25  to  30  percent  of  the  coverage. 

The  history  of  coverage 

The  nearly  universal  coverage  of  current  workers  under  retire- 
ment systems  is  a  very  recent  development.  A  little  over  15  years 
ago  there  were  only  about  6  million  persons,  less  than  15  percent  of 
those  employed,  with  this  protection.  Coverage  was  very  uneven, 
ranging  from  virtually  100  percent  in  the  communications  indus- 
try to  virtually  nothing  in  retail  trade  or  agriculture.  Employer- 
sponsored  plans,  including  railroads,  covered  about  3.7  million  workers 
and  the  special  systems  for  Government  employees  about  2  million. 
Around  200,000  nonprofit  employees,  such  as  clergymen  and  univer- 
sity and  college  teachers,  also  had  protection,  and  a  few  workers  were 
covered  by  union-sponsored  plans. 

Most  employees  of  business  and  industry  were  protected  under  a 
retirement  program  for  the  first  time  in  1937  when  coverage  under 
the  Social  Security  Act  became  effective.  At  that  time  about  25 
million  were  covered.  As  the  labor  force  grew,  the  number  of  per- 
sons covered  by  old-age  and  survivors  insurance  increased  until  by 
1950,  just  before  the  further  extension  of  coverage,  there  were  about 
35  million  under  that  program  at  one  time.  There  are  now  about  47 
million  covered  under  old-age  and  survivors  insurance  at  one  time 
and  an  additional  7.5  million  are  under  other  public  systems. 

Most  supplementary  plans  of  private  industry  are  of  even  more 
recent  origin  than  the  public  programs.  Practically  all  collective- 
bargaining  plans  were  established  after  1940,  and  the  great  majority 
in  the  last  4  or  5  years;  relatively  few  of  the  existing  employer- 
sponsored  plans  were  established  before  1940. 
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Table  I. — Estimated  number  of  private  retirement  plans  and  coverage  thereunder, 

1930-51 1 


End  of  year 

Number  of 
plans 

Number  of  per- 
sons covered 

1930  _  

720 
1,090 
1,965 
7,425 
12,  330 
14,  000 

Millions 

2.4 

2.6 
3.7 
5.6 
8.6 
9.6 

1935     

1940    

1945    

1950  __  _  

1951  _._   

i  Includes  plans  of  nonprofit  organizations  (in  1950,  about  800  plans  covering  about  200,000  persons). 
Figures  include  only  employees  who  have  met  minimum  eligibility  conditions  in  those  plans  which  have 
such  requirements  for  participation.  Railroad  plans  are.  not  included  except  for  the  special  plans  of  small 
coverage  which  are  supplementary  to  the  Government-operated  Railroad  Retirement  System.  In  1930 
there  were  about  40  private  plans  covering  about  1.35  million  rersons  in  the  railroad  industry.  These 
systems  were  largely  abandoned  after  July  1,  1937,  the  date  on  which  the  pensioners  of  these  private  plans 
were  transferred  to  the  Railroad  Retirement  System.  These  estimates  were  prepared  in  the  Division  of 
the  Actuary,  Social  Security  Administration. 

A  few  private  plans  are  very  old.  The  American  Express  Co.  (now 
the  Railway  Express  Agency)  in  1875  set  up  the  first  private  pension 
plan  in  the  United  States.  The  Consolidated  Gas  Co.  of  New  York 
(a  predecessor  of  the  Consolidated  Edison  Co.  of  New  York)  set  up  its 
pension  plan  in  1892,  and  several  plans  were  established  soon  after  the 
turn  of  the  century.  The  Carnegie  Steel  pension  plan  and  the  pension 
plan  of  the  Standard  Oil  Co.  (New  Jersey),  for  example,  were  estab- 
lished in  1901  and  1903,  respectively. 

Most  of  the  early  plans  were  noncontributory  and  unfunded  and 
carefully  avoided  establishing  "rights."  The  pension  was  usually  dis- 
cretionary and  considered  a  gratuity.  Pensions  could  usually  be  ter- 
minated or  reduced  at  will.  Gradually  the  legal  character  of  pension 
plans  has  changed,  particularly  in  the  last  20  years,  until  today  prac- 
tically all  pension  plans  are  nondiscretionary  and  are  considered  a 
right  of  the  employee  who  meets  the  eligibility  conditions. 

During  the  1920's,  insurance  companies  began  to  sell  group  annui- 
ties and  following  the  establishment  of  OASI  there  was  a  considerable 
upsurge  in  the  establishment  of  insured  plans  as  supplements  to  the 
public  program.  A  second  major  growth  in  private  plans  occurred 
during  World  War  II  because  of  the  special  conditions  growing  out  of 
the  war  economy.  Cash  wages  were  frozen  and  pensions  were  one  of 
the  few  ways  left  open. to  employers  to  grant  increases  in  compensation 
and  to  compete  with  each  other  for  labor.  Moreover,  the  establish- 
ment of  pensions  was  made  relatively  inexpensive  because  of  the  opera- 
tion of  the  excess-profits  tax.  For  a  firm  in  the  higher  brackets  of  the 
tax  then  in  effect,  money  put  into  a  pension  plan  actually  cost  the  com- 
pany only  about  20  cents  on  the  dollar.  Since  1949  the,  growth  in 
coverage  under  private  pension  plans  can,  to  a  considerable  extent,  be 
traced  to  the  drive  of  the  big  unions. 

Coverage  of  the  present  aged 

Because  of  the  relative  newness  of  the  public  and  private  plans  alike, 
current  arrangements  are  less  effective  in  supplying  benefits  to  the  9 
million  persons  already  over  65  and  not  receiving  income  from  current 
work  than  they  are  in  covering  current  workers  and  providing  protec- 
tion for  the  future.  About  two-thirds  of  the  retired  workers  and  their 
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wives  ( about  5.5  million  12  of  the  9.0  million  persons  over  65  who  are  not 
living  on  current  earnings)  are  receiving  some  kind  of  a  retirement 
benefit.  Income  maintenance  in  old  age,  however,  is  a  matter  of  sur- 
vivorship protection  for  widows  as  well  as  retirement  benefits  for  the 
worker  and  his  wife.  Current  arrangements  are  not  yet  very  effective 
in  protecting  widows.  Less  than  one-fourth  of  the  3.5  million  non- 
working  widows  over  65  are  receiving  a  pension.13 

Nearly  all  of  the  retirement  benefits  currently  being  paid  come  from 
the  public  programs.  Less  than  10  percent  (probably  about  500,000) 
of  the  5.5  million  persons  referred  to  above  are  now  getting  private 
pensions  (mostly  as  supplementary  payments  to  OASI)  or  are  the 
wives  of  men  getting  pensions ;  very  few  of  the  3.5  million  non working 
widows  are  receiving  them.  Over  half  of  the  5.5  million  are  receiving 
old-age  and  survivors  insurance  and  another  800,000  to  850,000  are 
getting  retirement  pay  from  other  public  systems.  Old-age  and  sur- 
vivors insurance  is  also  paying  nearly  700,000  aged  widows  some  on 
the  basis  of  their  own  wages  and  others  on  their  husband's  wages. 

Summary  of  coverage 

To  sum  up,  coverage  against  income  loss  in  old  age  in  the  United 
States  is  nearly  90  percent  effective  for  current  workers  and  two- 
thirds  effective  for  workers  already  retired  and  for  the  wives  of  retired 
workers.  It  is  less  than  25  percent  effective  for  aged  widows.  Al- 
though about  16  percent  of  the  employed  labor  force  is  under  some 
type  of  pension  plan  providing  protection  supplementary  to  that 
offered  by  old-age  and  survivors  insurance,  relatively  few  private-plan 
benefits  are  being  paid  as  yet.  Most  of  the  current  aged  now  drawing 
retirement  benefits  are  getting  them  from  public  programs. 

Benefit  provisions 

From  the  standpoint  of  the  protection  furnished,  the  level  of  bene- 
fits provided  by  present  arrangements  is  much  less  satisfactory  than 
the  coverage  situation.  Under  OASI  for  September  1952  the  average 
monthly  benefit  for  retired  workers  without  entitled  wives  was  about 
$47;  for  married  couples  the  average  was  about  $80;  and  for  aged 
widows  $40.  These  figures  reflect  the  changes  which  were  made  in 
the  law  in  1952. 

For  those  who  come  on  the  old-age  and  survivors  insurance  rolls 
in  the  future  the  benefits  will  be  higher.  Under  the  new  benefit 
formula  (55  percent  of  the  first  $100  of  average  monthly  wage  and 
15  percent-of  the  remainder  up  to  a  maximum  of  $300),  the  worker 
with  an  average  wage  of  $100  will  receive  $55 ;  $150,  $62.50 ;  $200,  $70 ; 
$250,  $77.50 ;  and  $300,  the  maximum  of  $85.  If  the  retired  worker's 
wife  is  65  the  couple  will  receive  half  again  as  much.  The  average 
worker  with  a  wife  also  65  who  retires  in  the  last  half  of  1952  will 
receive  for  himself  and  his  wife  an  old-age  and  survivors  insurance 
monthly  payment  of  slightly  over  $100.  The  average  single  man  will 
receive  about  $65. 

Old-age  and  survivors  insurance  beneficiaries  who  receive  supple- 
mentary retirement  pay  from  private  plans  (about  15  percent  of  all 


12  This  group  is  made  up  of  about  3.6  million  men  and  1.9  million  women.  The  1.9- 
million  women  include  about  1.3  million  nonworking  wives  of  retired  men  plus  the  entire 
group  of  600,000  single  and  divorced  women  not  working,  since  it  is  impossible  to  separate 
those  who  were  workers  from  those  who  were  not.    Aged  widows  are  treated  separately. 

13  Individually  bought  annuities  and  other  periodic  payments  under  Insurance  contracts,, 
however,  go  to  from  300,000  to  400,000  widows  65  and  over. 
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old-age  beneficiaries  when  both  husband  and  wife  are  considered  to 
be  receiving  the  benefit)  are,  of  course,  much  better  off  than  those 
who  receive  old-age  and  survivors  insurance  alone.  In  the  survey  of 
aged  beneficiaries  receiving  old-age  and  survivors  insurance  con- 
ducted at  the  end  of  1951,  it  was  found  that  about  half  of  the  men 
drawing  private  pensions  got  more,  and  half  got  less,  than  $60  a  month 
from  this  source.  Three-fourths  received  less  than  $100  a  month  and 
about  10  percent  got  more  than  $125  a  month. 

Table  II  gives  examples  of  the  monthly  benefits,  OASI  plus  the 
private  plan  supplement,  payable  under  various  plans  to  a  man  with 
a  $250  average  monthly  wage  at  age  65  after  30  years'  service.  The 
percentage  of  the  combined  payment  represented  by  the  private  plan 
supplement  is  also  indicated  in  the  table. 


Table  II. — Examples  of  monthly  benefits  payable  at  age  65  after  30  years'  service 
based  on  a  $250  average  monthly  icage1 


Private  pension  plan 

Private 
plan 
alone 

Single  man 

Married  couple ' 

OASI  and 
private 
plan 

Private 
plan  as 
percent  of 
combined 
amount 

OASI  and 
private 
plan 

Private 
plan  as 
percent  of 
combined 
amount 

Aluminum  Co.  of  America   

$22.50 

$100.00 

22 

$138.  80 

16 

Amalgamated     Clothing     Workers  of 

America   (men's   and   boys'  clothing 

industry)                           ...    . 

50.00 

127.50 

39 

166. 30 

30 

American  Telephone  &  Telegraph  Co 

36.  25 

113. 75 

32 

152.  55 

24 

Bethlehem  Steel  Corp                 .  .    . 

22.50 

100.00 

22 

138.80 

16 

International  Ladies'  Garment  Workers' 

Union  (cloak  suit  joint  board)  

65.00 

142.50 

46 

181.  30 

36 

100.  oo 

177.  50 

56 

216.  30 

46 

Consolidated  Edison  Co.  of  New  York,  Inc. 

87.50 

165.  00 

53 

203.80 

43 

du  Pont  (E.  I.)  de  Nemours  &  Co  

50.00 

127.  50 

39 

166.  30 

30 

Eastman  Kodak  Co    

75.00 

152.50 

49 

191.30 

39 

International  Brotherhood  of  Electrical 

Workers   .   

50.00 

127.  50 

39 

166.  30 

30 

Ford  Motor  Co.'..  

47.50 

125.  00 

38 

163.  80 

29 

General  Electric  Co.3  

60.00 

137.  50 

44 

176.  30 

34 

General  Motors  Corp.'  

45.00 

122.  50 

37 

161.30 

28 

Grumman  Aircraft  Engineering  Corp.8  

168.  75 

246.  25 

68 

285.  05 

59 

United  States  Steel  Corp.1   

22.50 

100.  00 

22 

138.80 

16 

1  The  concept  of  average  monthly  wage  differs  among  the  plans  considered.  In  some 
instances  the  average  monthly  wage  is  computed  over  the  most  recent  or  highest  5-  or 
10-year  period,  In  other  cases  it  is  computed  over  the  entire  period  of  employment.  Basic 
figures  prepared  in  the  Division  of  the  Actuary,  Social  Security  Administration.  October 
14152. 

2  The  OASL  wife's  benefits  are  payable  only  if  the  wife  is  65  years  of  age  or  over. 

3  The  reference  is  to  the  collective-bargaining  plan  covering  production  workers. 

Under  present  arrangements,  combined  old-age  and  survivors  in- 
surance and  private-plan  benefits  will,  for  the  $250-a-month  man  with 
long  service,  generally  replace  from  40  to  60  percent  of  his  previous 
wage  if  he  is  single,  and  from  55  to  75  percent  if  he  is  married  and 
his  wife  is  65.  Private  plans  are  designed  as  supplements  to  the 
public  program  and  would,  of  course,  be  inadequate  for  the  average 
worker  if  considered  alone.  Generally  speaking,  considerably  more 
than  half  of  the  combined  retirement  benefit  will  come  from  the  Gov- 
ernment program.  For  those  with  less  than  30  years'  service,  the 
proportion  of  combined  benefits  furnished  by  the  Government  program 
is  generally  considerably  more. 

Private  plans  are  adjusted  to  OASI  in  various  ways.  Because  OASI 
pays  in  relation  to  the  first  $3,600  of  annual  earnings,  some  private 
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plans  pay  a  supplementary  benefit  only  on  compensation  in  excess  of 
this  amount.  Others  pay  on  all  compensation,  but  pay  a  higher  per- 
centage on  earnings  above  $3,600  a  year.  In  many  collective-bargain- 
ing plans  the  adjustment  is  more  direct.  A  given  level  of  combined 
OASI  and  supplementary  benefit  is  guaranteed  and  the  private  plan 
pays  whatever  is  necessary  to  bring  the  amount  up  to  the  guaranty. 
Under  these  collective-bargaining  plans,  as  OASI  is  liberalized  the 
amount  payable  by  the  private  plan  is  reduced.  This  is  true  also  of 
many  employer-sponsored  plans  as  it  is  quite  common  to  provide  for 
adjustment  of  the  private  plan  by  subtracting  the  OASI  benefit  or 
some  portion  of  the  OASI  benefit  from  the  amount  payable  by  the 
company. 

In  the  near  future,  under  a  few  plans,  combined  benefits  will  reach 
a  high  percentage  of  previous  wage.  The  United  Mine  Workers  of 
America  Welfare  and  Retirement  Fund,  for  example,  now  pays  $100 
a  month  at  age  60  after  20  years'  service  in  the  coal  industry,  regard- 
less of  the  amount  of  the  old-age  and  survivors  insurance  benefit.  The 
average  miner  retiring  after  September  1952  will  have  an  average 
monthly  wage  of  about  $270.  If  single,  he  will  receive  about  $80  from 
old-age  and  survivors  insurance  when  65,  and  if  married,  about  $120. 
If  the  retired  married  worker  receives  an  additional  $100  from  the 
miner's  fund,  his  combined  benefit  will  be  somewhat  over*  80  percent 
of  his  previous  wage. 

Plans  such  as  this  one,  which  do  not  provide  for  direct  adjustment 
to  OASI  can,  of  course,  be  modified  to  take  new  levels  of  old-age  and 
survivors  insurance  benefits  into  account  by  a  general  reduction  in  the 
supplementary  benefit.  The  miner's  fund  provisions,  for  example, 
do  not  give  an  absolute  right  to  $100  per  month  plus  old-age  and  sur- 
vivors insurance. 

Although  most  private  plans  take  into  account  the  fact  that  the  in- 
dividual will  also  be  receiving  benefits  \mder  old-age  and  survivors 
insurance  and  in  one  way  or  another  allow  for  this  fact,  the  public 
programs,  except  for  old-age  and  survivors  insurance  and  railroad 
retirement,  have  been  largely  independent  of  each  other.  A  person 
while  working  for  the  Federal  Government  in  a  civil-service  position 
on  permanent  appointment  is  covered  only  under  the  Civil  Service 
Retirement  System  and  not  under  old-age  and  survivors  insurance. 
The  same  is  true  of  those  covered  by  most  State  and  local  plans  and  of 
those  who  qualify  under  the  plans  of  the  Armed  Forces.  Thus  the 
benefits  of  those  plans  are  generally  intended  to  be  sufficient  in  them- 
selves. Even  though  large  numbers  of  persons,  by  moving  from  one 
type  of  occupation  to  another,  may  become  eligible  for  old-age  and 
survivors  insurance  and  one  of  these  retirement  benefits  in  addition, 
the  benefit  structures  of  those  plans  are  based  on  the  idea  that  the 
benefit  which  they  provide  is  the  only  one  which  the  individual  will 
receive. 

Under  these  special  Government  programs  the  benefits  tend  to  be 
considerably  higher  than  those  under  old-age  and  survivors  insurance. 
Currently,  for  instance,  a  retired  railroad  worker  with  30  years' 
service  who  has  averaged  $250  a  month  gets  a  monthly  benefit  of 
$144.90 ;  if  married  with  a  wife  age  65  or  over,  he  gets  $184.90.  The 
$300-a-month  worker  with  the  same  length  of  service  would  get 
$165.60  a  month;  with  an  entitled  wife,  $205.60.    A  Federal  civil 
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servant  earning  $250  a  month  with  30  years'  service  would  get  $137.50 
whether  married  or  not.  If  he  earned  $300  a  month,  he  would  get 
$152.50 ;  those  who  earn  more  get  considerably  more.  Maximum  bene- 
fits under  old-age  and  survivors  insurance,  on  the  other  hand,  are 
$85  for  a  single  man  and  $127.50  for  a  couple. 

Retirement  benefits  under  old-age  and  survivors  insurance  are  half 
again  as  much  for  a  couple  as  for  a  single  person  if  the  wife  is  also  65. 
In  practically  all  other  plans,  except  the  Railroad  Retirement  System, 
the  amounts  are  the  same  regardless  of  marital  status.  Old-age  and 
survivors  insurance  also  pays  a  benefit  to  an  aged  widow  on  the  death 
of  a  covered  worker  although  she  receives  only  three- fourths  of  the 
amount  which  would  have  been  payable  to  the  worker  himself. 

In  the  public  programs  and  in  the  majority  of  private  plans  the 
amount  which  an  individual  gets  is  related  to  his  level  of  earning. 
There  are,  however,  notable  exceptions.  Benefits  payable  under  the 
plan  in  the  coal-mining  industry  and  those  in  the  auto  industry  are 
unrelated  to  compensation,  and  the  relatively  high  minima  payable 
under  the  steel  plans  will  for  many  years  result  in  the  same  pension 
amounts  for  workers  at  various  wage  levels.  The  plans  which  are 
related  to  compensation,  of  course,  automatically  pay  somewhat 
higher  benefits  as  the  general  wage  level  rises.  This  is  particularly 
true  of  the  plans  such  as  those  in  the  steel  industry,  which  generally 
relate  benefits  to  earnings  in  the  last  10  years,  or  plans  such  as  those 
of  United  States  Rubber,  American  Telephone  &  Telegraph,  and 
many  systems  covering  public  employees,  which  relate  benefits  to  a 
high  5-  or  10-year  period. 

Under  the  OASI  formula,  on  the  other  hand,  benefit  levels  respond 
quite  slowly  to  rising  rates  of  compensation.  Benefits  are  based  on  a 
lifetime  average,  and  wage  increases  above  $3,600  a  year  have  no  effect 
on  benefit  amount.  In  OASI,  adjustment  to  changing  wage  levels 
requires  legislative  action. 

In  practically  all  of  the  programs  there  is  variation  in  benefit 
amount  according  to  length  of  service,  but  in  most  cases  the  plans  give 
workers  in  the  older  age  group  at  the  time  the  plan  goes  into  effect  full 
or  nearly  full  rate  benefits,  regardless  of  the  short  period  of  their 
employment  after  the  inauguration  of  the  plan.  The  old-age  and  sur- 
vivors insurance  program  does  this  through  the  eligibility  require- 
ments and  the  benefit  formula,  the  other  plans  through  the  device 
of  past  service  credits. 

Service  requirements  for  benefits 

All  of  the  retirement  programs,  both  public  and  private,  pay  bene- 
fits only  after  a  period  of  work  under  the  system.  This  is  the  reason 
many  of  the  present  aged  are  ineligible  for  benefits;  they  or  the 
persons  they  were  dependent  on  became  disabled,  retired,  or  died  with- 
out meeting  the  service  requirements. 

In  the  long  run  a  person  must  have  been  in  covered  employment 
10  years  to  be  eligible  for  a  retirement  benefit  under  old-age  and 
survivors  insurance.  For  the  early  years  of  the  program,  howeverr 
in  order  to  make  the  program  effective  for  those  already  near  age  65, 
a  shorter  period  of  work  is  sufficient.  Before  the  OASI  amendments 
of  1950,  an  individual  was  eligible  if  he  worked  in  covered  employ- 
ment at  least  half  the  time  after  1936  and  before  reaching  age  65. 
All  workers  were  required  to  have  at  least  iy2  years  of  service  in 
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covered  employment.  The  minimum  service  requirements  are  still 
generally  the  same  except  that  the  starting  point  is  now  1950  rather 
than  1936;  wage  credits  earned  any  time  after  1936  continue  to  count 
toward  meeting  the  new  requirements.  Since  work  in  nearly  8  out 
of  10  jobs  counts  toward  old-age  and  survivors  insurance  eligibility, 
most  people  now  working,  young  as  well  as  old,  will  find  those  require- 
ments easy  to  meet. 

Service  requirements  under  private  plans  are  much  more  difficult  to 
fulfill  because  the  employment  must  all  be  with  the  same  employer 
or,  in  some  plans,  in  the  same  industry.  Collective-bargaining  plans 
frequently  require  as  much  as  15  or  20  years'  service  before  making 
any  payment.  Long  service  requirements  are  also  typical  of  the  un- 
insured noncontributory  employer-sponsored  plans.  The  group  an- 
nuity plans,  on  the  other  hand,  may  not  have  service  requirements  as 
such  but  the  waiting  period  before  a  worker  is  covered  under  the  plan 
amounts  to  a  service  requirement.  (This  requirement,  though,  is 
usually  a  short  one — typically  1  to  5  years  and  often  attainment  of  a 
certain  age  such  as  25  or  30.)  In  addition,  some  such  plans  do  not 
permit  new  employees  past  55  or  60  to  be  covered. 

Those  plans,  and  they  are  frequently  the  large  ones,  which  require 
relatively  long  employment  with  the  same  employer  or  industry  do 
not  protect  the  worker  who  changes  jobs  after,  say,  45  or  50.  This  is 
one  reason  why  it  is  very  difficult  to  say  just  how  much  protection 
these  plans  afford.  There  are  more  than  10  million  persons  working 
in  jobs  which  would  provide  them  with  benefits  supplementary  to 
old-age  and  survivors  insurance  if  they  stayed  in  those  jobs  long 
enough.14    But  how  many  will  ? 

American  workers  change  jobs  frequently  and  even  move  from  in- 
dustry to  industry  in  substantial  numbers.  The  wage  records  of  the 
Bureau  of  Old- Age  and  Survivors  Insurance  show  that  in  1948,  25  per- 
cent of  all  covered  workers  were  employed  in  more  than  one  industry. 
In  most  cases  these  workers  actually  changed  jobs,  although  some 
held  two  jobs  at  the  same  time  or  took  on  new  work  during  temporary 
lay-offs.  In  1944,  30  percent  were  employed  in  more  than  one  indus- 
try; in  1945,  32  percent;  in  1946,  31  percent;  and  in  1947,  26  percent. 

In  the  steel  industry  in  1947,  38  percent  of  all  workers  worked  for 
at  least  two  different  employers  during  the  course  of  the  year,  and 
36  percent  of  all  steel  employees  worked  in  at  least  one  other  industry 
as  well.  In  the  automobile  industry,  the  corresponding  proportions 
were  slightly  higher — 40  percent  of  all  workers  earned  wage  credits 
with  at  least  two  different  employers,  and  39  percent  were  employed 
in  at  least  one  other  industry.  The  movement  from  employer  to  em- 
ployer and  industry  to  industry  is  by  no  means  confined  to  younger 
workers.  In  the  20-year  age  interval  where  job  mobility  is  lowest — 
age  45  to  65 — the  movement  from  employer  to  employer  for  1948  was 
23.4  percent.15 


14  This  figure  is  larger  than  the  9.6  million  covered  in  1951  because  It  includes  an  allow- 
ance for  those  who  have  not  yet  met  the  eligibility  requirements  under  contributory  plans. 

18  Some  allowance  must  be  made  in  considering  these  figures  for  those  who  hold  two 
jobs  and  work  in  more  than  one  industry  at  the  same  time,  and  for  those  who  change 
Industry  hut  not  employers.  On  the  other  hand,  these  data  probably  understate  the  total 
volume  of  employer  and  industry  change,  because  they  measure  the  changes  only  within 
employments  covered  by  the  old-age  and  survivors  Insurance  program  prior  to  the  1950 
amendments. 
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It  is  not  known  to  what  extent  the  workers  who  move  one  year  are 
the  same  workers  who  moved  the  preceding  year.  In  spite  of  these 
high  annual  mobility  rates,  it  is  still  possible  that  a  large  proportion 
of  workers  stay  with  the  same  employer  between  the  ages  of  45  to  65. 
This  may  be  particularly  true  of  the  employees  of  firms  with  pensions. 
The  current  population  survey  of  the  Bureau  of  the  Census  shows 
that  in  January  1951,  half  the  men  65  and  over  who  were  still  working 
had  held  their  present  jobs  10  years  or  more.  In  the  age  group  55 
to  64,  44  percent*had  held  their  present  jobs  10  years  or  more.  These 
percentages  would  be  much  higher  for  pension  firms  alone,  since  the 
over-all  figures  include  farm  labor,  construction  workers,  and  others 
who  change  jobs  frequently.  More  information  is  needed  on  the  mo- 
bility of  workers  in  these  older  age  groups  before  we  can  be  sure 
of  the  extent  to  which  long  service  requirements  limit  the  protection 
offered  by  private  plans.  This  is  a  significant  area  for  further 
exploration. 

Vested  rights 

Many  private  plans,  including  most  collective-bargaining  plans, 
require  the  individual  to  be  working  for  the  particular  employer  or 
industry  or  to  be  on  some  kind  of  leave  status  at  the  time  of  retirement 
in  order  to  receive  any  benefit  at  all.  Other  plans  give  certain  rights 
on  termination  of  employment  before  retirement  age.  In  private 
contributory  plans,  an  employee  whose  service  is  terminated  before 
retirement  is  always  entitled  to  a  refund  of  his  contributions,  usually 
with  interest. 

In  many  employer-sponsored  plans  an  employee  who  meets  certain 
requirements  with  respect  to  length  of  service,  age,  or  both,  is  given 
an  equity  in  the  pension  rights  accumulated  for  him  out  of  his  em- 
ployer's contributions.  This  is  known  as  "vesting"  and  is  usually  in 
the  form  of  a  paid-up  annuity  deferred  to  retirement  age.  Thus,  an 
employee  leaving  a  firm  at  age  45,  for  example,  may  be  given  a  paid-up 
annuity  maturing  at  age  65  for  an  amount  purchasable  by  both  his  own 
and  the  employer's  contribution.  Vesting  may  be  complete;  that  is, 
the  employee  is  entitled  to  the  full  value  of  the  deferred  annuity 
to  his  credit,  or  it  may  be  graded,  in  which  case  partial  vesting 
is  established  after  an  initial  number  of  years  of  coverage,  with  the 
proportion  vested  increasing  gradually  to  full  vesting  after  an  addi- 
tional number  of  years.  A  combination  eligibility  requirement  for 
vesting  of  both  a  specified  age  at  termination  of  employment  (45  to 
55)  and  of  service  (10  to  20  years)  is  quite  common.  Service  alone, 
usually  5  to  15  years,  is  required  more  frequently  than  age  alone,  which 
is  usually  age  55. 

The  Federal  programs  tend  to  have  liberal  vesting  provisions.  The 
Railroad  Retirement  System  has  vesting  after  10  years  and  civil  service 
after  5  years.  The  right  to  retirement  benefits  under  old-age  and 
survivors  insurance  is  vested  after  meeting  the  minimum  service  re- 
quirements previously  described.  As  of  the  beginning  of  1952,  22.6 
million  persons  had  such  rights  under  old-age  and  survivors  insurance 
and  will  be  entitled  to  benefits  whether  they  work  longer  or  not. 

Contributions 

Although  benefits  under  retirement  plans  are  given  only  to  those 
who  have  earned  a  right  to  them  through  a  period  of  employment, 
many  plans  do  not  require  the  employee  to  make  a  direct  cash  con- 
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tribution  for  the  protection.  The  Federal  tax  situation  is  favorable 
to  plans  financed  entirely  by  the  employer.  Since  the  employer  con- 
tribution is  generally  deductible  as  a  business  expense,  a  large  part  of 
the  employer  contribution  would,  in  the  absence  of  the  plan,  be  paid 
to  the  Government.  (Since  March  1951,  of  every  dollar  paid  to  a 
pension  fund  by  a  corporation  subject  to  surtaxes,  52  cents  would  have 
oeen  paid  to  the  Federal  Treasury  in  the  absence  of  a  pension  plan.) 
On  the  other  hand,  employee  contributions  are  not  deductible  from 
personal  income  taxes  and,  moreover,  the  rate  of  tax  to  which  the  em- 
ployee is  subject  is  generally  lower  than  the  corporation  rate. 

Statistics  on  the  extent  to  which  plans  are  contributory  are  very 
limited.  The  early  plans  in  industry  were  largely  noncontributory. 
Probably  a  majority  of  those  established  between  World  War  I  and 
World  War  II  required  employee  contributions,  especially  those  estab- 
lished by  smaller  firms,  but  during  World  War  II  noncontributory 
plans  became  popular  again.  The  Bankers  Trust  Co.  studies  show 
that  the  plans  adopted  between  1943  and  1947  were  about  evenly  di- 
vided between  contributory  and  noncontributory.16  Many  manage- 
ment-sponsored plans  established  since  the  end  of  the  war  have  been 
contributory ;  but,  with  very  few  exceptions,  plans  resulting  from  col- 
lective-bargaining agreements  have  been  noncontributory.  Noncon- 
tributory plans  have  always  covered  more  workers  than  contributory 
plans,  and  probably  less  than  one-fourth  of  the  workers  now  covered 
By  private  plans  make  contributions  to  them. 

Contribution  formulas  under  private  plans  vary  greatly.  The  con- 
tribution and  retirement  credit  for  the  first  $3,000  of  annual  earnings 
is  generally  less  than  for  earnings  over  this  amount,  since  the  em- 
ployee is  also  receiving  credit  for  these  earnings  and  paying  a  con- 
tribution on  them  under  old-age  and  survivors  insurance.17  In  con- 
tributory plans,  the  employee's  contribution  is  generally  expressed 
as  a  percent  of  earnings — ranging  from  1  to  5  percent  (generally  2 
to  3  percent)  of  the  first  $3,000  of  annual  earnings,  and  from  1  to  7 
percent  (generally  4  to  5  percent)  of  the  remainder.  The  employer 
contributes  the  balance  necessary  to  provide  the  benefits  contemplated. 
Employer  contributions  nearly  always  at  least  equal  the  employee 
contribution  and  are  often  iy2  to  2  times  as  large.  In  addition,  the 
employer  finances  entirely  benefits  based  on  service  prior  to  the  adop- 
tion of  the  pension  plan. 

In  the  negotiated  plans,  the  agreement  may  specify  the  exact  amount 
the  employer  is  to  contribute  to  the  pension  plan.  Thus,  in  the  re- 
tirement plan  for  the  men's  clothing  industry,  the  employers  contrib- 
ute 3  percent  of  the  payroll.  In  the  bituminous-coal  industry,  the 
•employers  contribute  for  welfare  purposes  40  cents  for  each  ton  of 
■coal  mined  for  sale  or  use ;  the  trustees  of  the  pension  fund  then  allo- 
cate an  amount  to  be  used  for  retirement  benefits.  The  contract  be- 
tween the  United  Automobile  Workers  (CIO)  and  the  Ford  Motor 
Co.  at  first  called  for  employer  contributions  of  8.75  cents  per  hour 
worked.  This  has  now  been  changed  to  an  unspecified  amount  cal- 
culated to  provide  the  benefits  agreed  upon. 


■"The  Bankers  Trust  Co.,  289  Retirement  Plans,  New  York,  1948,  p.  9. 

"  Beginning  with  1951  the  old-age  and  survivors  insurance  contribution  has  applied  to 
the  first  $3,600  of  annual  earnlngp,  but  many  of  the  private  plans  have  not  been  changed 
to  take  this  into  account.  Some  plans  use  a  break  point  of  $1,200,  since  this  Is  the 
amount  to  which  the  higher  percentage  of  the  OASI  formula  applies.  Prior  to  the  1950 
amendments  the  higher  percentage  applied  to  earnings  under  $600,  and  some  private  plans 
are  still  based  on  this  figure. 
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Hie  cost  of  old-age  and  survivors  insurance  is  borne  equally  by 
■employers  and  employees.  Contributions  are  a  percentage  of  the 
first  $3,600  earned  in  a  year.  The  rate,  currently  1.5  percent  each 
for  employer  and  employee,  is  scheduled  to  increase  to  2  percent  each 
at  the  beginning  of  1954  and  then  in  a  series  of  step-ups  to  3.25  percent 
each  in  1970.  The  self-employed  pay  a  rate  equal  to  iy2  times  the 
employee  rate.  Although  only  about  47  million  persons  are  covered 
under  old-age  survivors  insurance  at  any  one  time,  about  60  million 
-contribute  to  the  program  during  the  course  of  a  year. 

The  Armed  Forces  plan  is  noncontributory,  few  State  and 

local  plans,  but  the  other  Government  programs  require  employee 
contributions  (e.  g.,  Railroad  Retirement,  6.25  percent;  and  Civil 
Service,  6  percent) . 

Funding 

In  all  pension  plans,  benefit  expenditures  are  low  at  first  and  increase 

fxadually  as  the  pension  rolls  build  up  over  the  years.  Arrangements 
or  currently  setting  aside  amounts  to  cover  part  or  all  of  the  accruing 
liabilities  before  benefits  have  to  be  paid  is  called  "funding." 

What  constitutes  an  "actuarially  sound"  funding  plan  is  a  matter  of 
•debate.  A  very  strict  definition  of  a  fully  funded  plan  would  be  a  plan 
which  had  deposits  in  sufficient  amounts  so  that,  if  at  any  given  cut-off 
•date  no  further  deposits  were  made,  the  plan  could  continue  in  opera- 
tion, fully  honoring  all  obligations  based  on  service  up  to  such  date. 
Thus  all  those  who  had  retired  would  continue  to  get  their  benefits, 
and  many  of  those  who  had  not  yet  retired  would  get  benefits  as  they 
became  eligible.  This  definition  of  actuarial  soundness  would  require 
deposits  to  have  been  made  for  all  past-service  credits  and  to  be  made 
currently  for  all  present  service. 

Relatively  few  workers  today  are  covered  by  plans  which  would 
meet  such  a  test  of  liquidation.  Many  plans  do  not  contemplate  ever 
being  in  this  position,  while  others  that  do,  by  and  large,  have  not  yet 
accumulated  the  sums  necessary  to  fund  all  past-service  credits.  One 
practical  consideration — at  least  in  the  case  of  private  plans  approved 
by  the  Bureau  of  Internal  Revenue — in  funding  past-service  credits 
quickly  is  a  regulation  which  denies  the  full  tax  offset  for  deposits  in 
any  one  year  which  exceed  10  percent  of  the  liability  arising  from 
service  performed  prior  to  the  adoption  of  the  plan.  This  restriction 
is  deemed  necessary  to  prevent  tax  avoidance. 

Another  possible  test  of  actuarial  soundness  is  to  fund  the  plan  in 
such  a  way  that  the  necessary  amount  has  accumulated  by  the  time  of 
retirement  to  provide  each  participant  with  the  contemplated  life 
retirement  income.  This  test  can  be  met  even  though  past-service 
credits  have  not  been  fully  funded.  Under  this  test,  the  continued 
operation  of  the  plan  may  be  necessary  to  meet  the  obligations  to  those 
who  have  not  yet  retired,  but  in  the  event  of  liquidation  those  already 
on  the  rolls  would  continue  to  get  their  benefits. 

Another  test,  somewhat  less  stringent,  which  depends  even  more  on 
the  continued  operation  of  the  plan,  is  the  test  usually  applied  to  old- 
age  and  survivors  insurance  and  other  Government  plans;  that  is, 
will  the  income  to  the  fund  over  all  future  years  be  sufficient  to  meet 
the  benefit  obligations  as  they  arise?  Thus  the  tax  schedule  in  the 
old-age  survivors  insurance  program  is  designed  to  make  the  system 
entirely  self-supporting  but  does  not  contemplate  full  funding.  This 
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test,  which  is  also  the  one  used  in  the  United  States  Steel  plan,  can  be 
met  even  though  past-service  credits  are  never  funded,  if  in  the  future, 
instead  of  such  funding,  amounts  are  made  available  equivalent  to  the 
interest  which  would  nave  been  earned  by  deposits  for  past-service 
credits.  Liquidation  under  such  a  plan  of  financing  and  the  failure  to 
make  such  payments  in  lieu  of  interest  could  mean  the  termination 
or  reduction  of  payments  to  retired  persons  as  well  as  the  failure  to 
honor  obligations  to  those  not  yet  retired.  Although  appropriate  for  a 
public  program  continuance  of  which  may  be  assumed,  this  test  of 
actuarial  soundness  is  certainly  not  appropriate  for  any  but  the  largest 
and  most  stable  private  companies. 

Most  plans  have  some  sort  of  funding  arrangement,  although  many 
would  not  meet  any  of  the  tests  of  actuarial  soundness  suggested  above. 
Those  plans  which  have  no  funding  and  meet  all  benefit  payments  out 
of  current  revenues  are  often  called  pay-as-you-go  plans. 

Whether  a  plan  is  in  fact  actuarially  sound  depends  not  only  on  the 
test  adopted  but  on  the  assumptions  used  in  the  estimates,  for  wide 
variations  in  cost  estimates  result  from  different  assumptions  on  turn- 
over, mortality,  retirement  rate,  interest  rate,  and  other  cost  factors. 

Some  reserve  funds  are  already  very  large.  At  the  end  of  1951 
there  was  over  $15  billion  in  the  old-age  and  survivors  insurance  fund. 
$2.5  billion  in  the  Railroad  Retirement  Fund,  and  $5  billion  in  the  Civil 
Service  Retirement  Fund.  None  of  these  amounts,  however,  repre- 
sented more  than  a  fraction  of  the  accumulated  liability  of  the  plans. 
The  reserves  of  all  private  plans  together  amount  to  about  $12  billion.18 
(The  American  Telephone  &  Telegraph  Co.  plan  alone  has  reserves  of 
over  $1  billion.) 

These  reserves  are  growing  rapidly.  Contributions  under  old-age 
and  survivors  insurance  during  1951  were  $3.4  billion  and  benefit  pay- 
ments (including  those  to  survivors  under  age  65)  totaled  $1.9  billion. 
The  net  increase  in  the  old-age  and  survivors  insurance  trust  fund  in 
1952,  including  interest  earned,  will  amount  to  about  $2  billion. 

Information  on  the  fiscal  operations  of  private  plans  is  extremely 
limited,  but  perhaps  $300  million  was  paid  out  in  monthly  benefits  (in- 
cluding a  relatively  small  amount  for  persons  under  65)  in  1951,  while 
employers  and  employees  together  contributed  over  $2  billion. 

Contributions  under  Government  programs  other  than  old-age  and 
survivors  insurance  and  excluding  the  programs  for  the  armed  services, 
which  are  not  operated  on  a  reserve  basis,  amounted  to  $2.1  billion  in 
1951,  with  benefit  payments  (including  benefits  for  persons  under  65) 
of  approximately  $1  billion. 

Taxation  of  industrial  plans 

Since  the  establishment  of  pension  funds,  employer  contributions 
have  generally  been  considered  an  expense  of  doing  business  and  as 
such  deductible  from  income  for  income-tax  purposes.  Partly  to 
clarify  the  conditions  under  which  the  deduction  was  proper  and  to 
define  the  conditions  under  which  pension  trusts  may  be  exempt  from 
taxation,  and  partly  to  encourage  the  establishment  of  pension  plans, 
the  Congress  in  1942  revised  the  standards  in  the  tax  law.  Section 
165  (a)  of  the  Internal  Revenue  Code  provides  that  the  income  to  pen- 
sion trusts  that  meet  certain  requirements  is  tax-exempt.    It  also  pro- 


18  Estimate  by  Division  of  the  Actuary,  Social  Security  Administration. 
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vides  in  section  23  (p)  that  employer  contributions  to  an  annuity  con- 
tract or  a  pension  trust  that  is  part  of  a  plan  that  meets  the  require- 
ments under  section  165  (a)  may  be  deducted  from  income  as  ft  current 
expense  of  doing  business  provided  the  contributions  are  ordinary  and 
necessary  expenses  and  are  compensation  for  services  actually  rendered. 
The  most  important  provisions  under  section  165  (a)  are : 

1.  The  plan  must  be  for  the  exclusive  benefit  of  employees  and  their 
beneficiaries,  and  neither  its  principal  nor  income  can  be  diverted 
to  other  purposes. 

2.  It  must  be  formal  and  communicated  to  the  employees. 

3.  It  must  be  intended  as  a  permanent  plan. 

4.  It  must  be  bona  fide  and  not  a  subterfuge  for  distributing  profits 
to  stockholders. 

5.  It  must  not  discriminate  in  favor  of  officers  and  highly  paid  or 
supervisory  employees. 

Since 'the  advantages  are  great,  practically  all  reserve  plans  are 
designed  to  meet  these  requirements. 

Permanent  and  total  disability 

Many  individuals  are  retired  prematurely  because  of  disability,  and 
benefits  in  the  event  of  permanent  and  total  disability  are  specifically 
provided  for  in  some  private  plans,  generally  in  the  self-insured  plans 
of  large  firms.  In  a  recent  study  of  275  plans,  80  were  found  to  make 
specific  provisions  for  such  benefits.19  In  most  plans,  however,  a  dis- 
abled employee  must  rely  on  the  early  retirement  provisions  of  the 
plans.  In  plans  making  special  provisions  for  disabled  employees, 
benefits  are  almost  always  conditioned  upon  long  service  (15  years  or 
more),  the  attainment  of  a  specified  age  (usually  55),  or  both.  Re- 
tirement plans  which  have  been  recently  negotiated  in  the  mass  pro- 
duction industries  usually  make  special  provisions  in  the  event  of 
permanent  and  total  disability. 

Old-age  and  survivors  insurance  makes  no  provision  for  permanent 
and  total  disability  and  has  no  early  retirement  provisions  of  any 
kind.  All  other  retirement  programs  of  the  Federal  Government  and 
most  State  and  local  plans  make  special  provisions  for  permanent 
and  total  disability. 

Deferred  profit-sharing  plans 

Profit-sharing  plans  under  which  the  benefits  are  deferred  until  re- 
tirement or  the  attainment  of  a  given  age  are  a  form  of  pension. 
These  plans  do  not,  of  course,  guarantee  any  particular  benefit  amount ; 
the  payment  is  based  on  the  profit  experience  of  the  company,  length 
of  service,  and  wage  or  salary  level  of  the  individual.  Because  there 
is  no  guaranty  of  benefit  amount  and  because  they  do  little  for  those 
who  are  in  the  older  age  groups  at  the  time  the  plans  are  inaugurated 
(there  is  no  recognition  for  past  service),  deferred  profit-sharing 
is  an  unsatisfactory  substitute  for  a  regular  pension  plan.  Yet,  from 
the  company's  viewpoint  there  are  real  advantages  in  the  profit-shar- 
ing approach  to  pensions;  commitments  are  automatically  tailored 
to  what  the  individual  company  can  afford.  A  combination  retire- 
ment system  and  deferred  profit-sharing  plan  has  considerable  attrac- 


19  Permanent  and  Total  Disability  Benefit  Provisions  In  Industrial  Retirement  Plans. 
Division  of  Research  and  Statistics  and  Bureau  of  Old-Age  and  Survivors  Insurance,  Social 
Security  Administration.    June  1950. 
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tion.  A  pension  can  be  guaranteed  and  past  service  credits  granted 
through  the  regular  retirement  system,  while  more  liberal  benefits  for 
the  people  now  young  can  be  made  to  depend  on  the  success  of  the 
individual  enterprise.  Some  of  the  smaller,  less  stable  companies- 
which  hesitate  to  take  on  the  long-term  commitments  and  past  serv- 
ice liabilities  of  a  regular  pension  plan,  find  deferred  profit-sharing 
the  most  feasible  way  to  supplement  the  public  pension  program.  In 
addition  to  the  14,000  retirement  plans  in  operation,  there  were  in  1951 
over  3,000  deferred  profit-sharing  plans  in  the  United  States. 

OTHER  GROUP  METHODS  FOR  SUPPLYING  INCOME  TO  THE  AGED 

This  report  is  primarily  concerned  with  retirement  plans,  but  it  is 
necessary  in  considering  them  to  have  in  mind  not  only  individual 
savings  as  previously  discussed  but  also  the  contribution  which  is  made 
to  the  support  of  the  aged  by  other  group  methods  of  income  main- 
tenance, notably  public  assistance  and  veterans  programs. 

Public  assistance 

The  purpose  of  public  assistance  is  to  provide  income  to  needy  per- 
sons to  enaole  them  to  obtain  the  essentials  of  living.  Old-age  assist- 
ance is  the  principal  type  of  assistance  available  to  older  persons  in 
want,  but  some  persons  of  advanced  age  receive  aid  to  the  permanently 
and  totally  disabled,  aid  to  the  blind,  or  general  assistance.  The  Fed- 
eral Government  makes  grants  to  States  to  help  them  finance  the  cate- 
gorical assistance  programs  but  general  assistance  is  solely  the  respon- 
sibility of  the  States  and  localities.  The  States  generally  require  a 
period  of  residence  before  a  person  is  eligible  for  assistance  in  any  of 
the  categories.  For  old-age  assistance  under  the  provisions  of  the  So- 
cial Security  Act  these  residence  requirements  must  be  limited  to  5 
years  during  the  9  years  preceding  the  application,  including  the  year 
immediately  preceding. 

In  determining  whether  a  person  is  eligible  for  assistance  and  how 
much  assistance  he  is  to  get,  the  State  establishes  a  standard  by  which 
need  is  determined.  This  standard  includes  such  basic  requirements- 
as  food,  shelter,  clothing,  utilities,  household  operating  expenses,  and 
such  special  requirements  as  nursing,  home  care,  or  medical  services. 
The  difference  between  the  individual's  income  and  the  total  cost  of 
the  items  considered  essential  for  him  is  commonly  taken  to  represent 
the  amount  of  need.  In  some  States,  the  assistance  payment  may  equal 
the  amount  needed ;  others  limit  by  law  or  administrative  ruling  the 
maximum  monthly  amount  that  a  recipient  may  get.  Where  appro- 
priations are  insufficient  to  cover  payments  to  all  eligible  persons,  the 
States  usually  make  percentage  cuts  in  the  amounts.  In  old-age  assis- 
tance, a  few  States  do  not  use  an  individualized  budget  in  arriving  at 
the  grant,  but  subtract  any  income  the  recipient  may  have  from  a  flat 
figure  assumed  to  be  the  minimum  needed  by  all  aged  persons. 

Except  for  the  aid-to-the-blind  category,  in  determining  eligibility 
or  the  amount  of  payment,  States  are  required  by  Federal  law  to  take 
all  income  and  resources  of  the  individual  into  account.  He  may  be 
found  eligible,  however,  even  though  he  owns  certain  minimum 
amounts  of  real  and  personal  property.  State  policies  commonly 
allow  recipients  to  own  their  homes,  have  small  life-insurance  policies, 
and  maintain  small  cash  reserves.  The  amounts  and  kinds  of  property 
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that  a  recipient  may  have,  and  the  circumstances  under  which  he  may 
retain  it,  differ  from  State  to  State.  In  some  States,  automatic  liens 
are  placed  on  the  real  property  of  a  recipient  so  that  at  his  death,  or 
that  of  his  surviving  spouse,  the  State  may  recover  for  assistance 
granted.  Some  States  require  a  recipient  to  surrender  title  to  his 
property  as  a  condition  to  receiving  aid. 

States  must  also  measure  how  far  the  individual's  resources  will  go 
in  meeting  his  current  living  costs.  Policies  governing  the  evaluation 
of  resources  relate  to  the  use- value  of  property,  net  income  from  earn- 
ings and  other  sources,  and  the  value  of  home-grown  produce.  Poli- 
cies relating  to  possible  contributions  from  relatives  are  widely  diver- 
gent. Some  States,  in  determining  the  extent  of  an  individual's  re- 
sources, include  specified  amounts  because  of  the  existence  of  legally 
responsible  relatives  able  to  contribute  to  the  support  of  the  assistance- 
recipient  whether  or  not  such  relatives  actually  do  contribute.  At 
the  other  extreme,  Texas  has  a  provision  barring  the  assistance  agency 
from  making  any  inquiry  of  relatives  concerning  their  ability  or 
willingness  to  contribute  to  the  support  of  needy  individuals.  In  all 
States,  when  relatives  do  contribute  the  income  from  this  source  must 
be  taken  into  account. 

Federal  -financial  participation.- — Since  October  1952  the  Federal 
share  of  old-age  assistance  costs  has  been  four-fifths  of  the  first  $25 
of  the  average  payment  and  one-half  the  balance  up  to  a  maximum  of 
$55  monthly  for  an  individual.  The  $55  limit  applies  to  the  sum  of 
the  money  paid  to  the  individual  and  any  payments  that  may  be  made 
to  persons,  agencies,  or  organizations  supplying  him  with  medical  or 
other  remedial  care. 

Volume  of  old-age  assistance.- — Great  variations  are  to  be  found 
among  the  States  in  the  number  of  recipients  of  old-age  assistance  in 
relation  to  the  aged  population.  In  December  1951  the  recipient  rate 
ranged  from  49  per  1,000  in  the  District  of  Columbia  to  674  per  1,000- 
in  Louisiana.  Assistance  standards,  and  policies  relating  to  the  re- 
sponsibility of  relatives  for  support,  the  ownership  of  property  by 
recipients,  liens  on  property,  and  recoveries  from  the  estates  of  recipi- 
ents for  assistance  granted  during  their  lifetimes  are  important  factors- 
affecting  the  size  of  the  recipient  load  in  a  given  State.  However,  in 
general,  the  States  that  are  predominantly  rural — and  consequently 
have  least  protection  from  the  old-age  and  survivors  insurance  sys- 
tem— have  the  highest  recipient  rates.  These  are  for  the  most  part 
States  with  low  fiscal  resources  and  with  a  relatively  large  amount  of" 
need.  About  2.7  million  persons  were  receiving  old-age  assistance  at 
the  beginning  of  1952. 

Average  old-age  assistance  payments  in  December  1951  ranged  from 
$70.91  in  Colorado  to  $18.68  in  Mississippi.  The  national  average  was 
$44.54.  In  16  States  the  averages  exceeded  $50,  the  maximum  monthly 
amount  in  which  the  Federal  Government  would  share  at  that  time. 
In  eight  States — all  of  which  are  in  the  South— the  averages  were 
under  $30. 

Expenditures  for  old-age  assistance  in  the  fiscal  year  1951,  prior  to 
the  adoption  of  the  present  matching  formula,  were  $1.5  billion,  of 
which  the  Federal  Government  paid  $800  million. 

Veterans'  payments 

At  present  there  are  only  about  300,000  persons  over  65  receiving 
payments  under  the  various  veterans'  programs.   It  is  not  unlikely,. 
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however,  that  in  the  future  these  programs  will  become  a  very  signifi- 
cant source  of  income  for  the  aged. 

Virtually  all  surviving  veterans  who  served  in  World  War  I  will 
become  65  in  the  next  5  to  15  years.  At  age  65  a  veteran  is  considered 
disabled  for  purposes  of  pension  if  he  has  a  10-percent  disability. 
Since  the  disability  does  not  have  to  be  service-connected,  practically 
all  aged  veterans  can  meet  this  test.  The  veteran  will  then  receive 
the  full  pension  of  $75  a  month  for  any  year  in  which  his  income  is 
$1,400  or  less  if  single,  and  $2,700  or  less  if  married.  Government  life 
insurance  and  certain  other  payments  to  veterans  are  not  taken  into 
account  in  determining  this  income  limitation,  but  other  sources  of 
income,  including  retirement  pay,  are. 

Non-service-connected  pensions  are  also  paid  to  permanently  and 
totally  disabled  veterans  under  65  and  to  the  widows  and  children  of 
deceased  veterans.  (In  the  case  of  World  War  II  veterans  there  must 
be  a  service-connected  disability  at  the  time  of  death.)  The  widow's 
benefit  is  $48  per  month  and  the  child's  benefit  is  $12  for  the  first  child 
and  $7.20  for  each  additional  child.  Income  limitations  are  similar  to 
those  described  above. 

Except  for  dependent  parents,  a  comparatively  minor  benefit  cate- 
gory, the  income  or  resources  for  the  veteran  or  his  survivors  are  not 
considered  in  determining  eligibility  for  benefits  based  on  service- 
connected  disabilities.  The  amount  of  compensation  for  service- 
connected  disabilities  is  generally  determined  by  the  degree  of 
disability  and  the  presence  of  dependents. 
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AN  AREA  OF  AGREEMENT 

In  part  I  of  this  report  we  have  indicated  the  nature  of  the  pension 
problem  and  described  existing  arrangements  for  the  income  main- 
tenance of  retired  persons.  In  part  II  we  shall  consider  the  area  of 
substantial  agreement  on  some  of  the  major  policy  questions. 

A  first  reaction  to  a  description  of  the  various  retirement  systems, 
public  assistance  programs,  and  veterans'  programs  directed  to  the 
income-maintenance  needs  of  the  aged  may  be  that  the  present  situa- 
tion is  chaotic  and  that  it  would  be  desirable  to  select  one  approach, 
one  system,  and  do  everything  through  it.  There  is  an  emotional  ap- 
peal in  the  simplicity  of  the  single  principle.  Our  goals,  however, 
are  legitimately  somewhat  different  in  each  of  the  various  programs 
of  income  maintenance  for  the  aged,  and  a  diversity  of  approaches  is 
necessary  for  meeting  these  goals.  The  weakness  of  American  plan- 
ning for  the  income  maintenance  of  the  aged  to  date  is  not  that  we 
have  a  diversity  of  systems  but  that  we  have  not  sufficiently  coordi- 
nated those  we  have  or  related  the  whole  to  the  underlying  problem 
of  maintaining  employment  opportunities  for  the  aged.  Although 
there  is  no  necessary  virtue  in  reliance  on  a  single  system  of  income 
maintenance  for  the  aged,  there  is  virtue  in  a  method  of  planning 
which  takes  into  account  the  whole  area  and  which  attempts  to  make 
the  parts  fit. 

That  is  what  we  are  beginning  to  do  in  this  country.  A  constructive 
pattern  for  meeting  the  income  needs  of  the  aged  has  been  emerging 
in  the  United  States — a  pattern  which  in  broad  outline  has  the  sup- 
port of  responsible  spokesmen  for  industry,  labor,  and  Government, 
and  of  professional  and  expert  opinion.  The  emerging  pattern  is 
this — employment  for  those  aged  who  can  and  want  to  work,  and  for 
those  who  retire  a  universally  available  system  of  publicly  admin- 
istered old-age  and  survivors  insurance,  contributory  in  nature  and 
wage  related,  plus  supplementary  retirement  systems  which  take  into 
account  the  protection  afforded  by  old-age  and  survivors  insurance  but 
give  additional  benefits.  The  desirability  of  additional  saving  which 
the  individual  accomplishes  on  his  own  according  to  his  ability  and 
inclination  is  taken  for  granted.  There  is  also  support  for  old-age 
assistance  for  those  who,  even  with  full  coverage  by  retirement  systems, 
will  not  have  income  sufficient  to  meet  their  minimum  needs  in  old  age. 
This  pattern  has  not  been  completely  realized  but,  in  broad  outline  and 
as  an  objective,  it  now  commands  wide  allegiance. 

Because  this  broad  area  of  agreement  is  frequently  obscured  by 
differences  on  some  particular  aspects  of  the  pension  problem,  this 
section  discusses  the  principles  underlying  this  emerging  pattern 
of  pension  planning — principles  which  we  oelieve  are  supported  by 
most  informed  opinion  in  the  United  States.1 

1  This  does  not  mean,  of  course,  that  there  Is  unanimity.  It  la  possible  to  find  indi- 
viduals who  disagree,  some  with  one  principle,  others  with  another.  Such  disagreement 
will  be  pointed  out.  The  recommendations  of  business  and  labor  committees  and  the 
published  material  of  a  host  of  experts,  however,  support  the  conclusion  of  a  broad  area 
of  substantial  agreement. 
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I.  The  first  principle  of  a  constructive  approach  to  the  income 
maintenance  needs  of  the  aged  is  that  there  should  be  opportunity  for 
productive  employment  for  those  who  are  able  to  and  want  to  work. 

II.  There  is  widespread  agreement  that  underlying  anything  the 
individual  may  do  for  himself  or  any  arrangements  made  through 
collective  bargaining  or  by  an  employer  there  should  be  a  universally 
available  public  program  directed  to  income  maintenance  for  the 
aged. 

III.  There  is  widespread  agreement  that  the  means-test  method 
is  a  less  satisfactory  way  of  providing  income  for  retired  persons 
than  a  non-means-test  program,  and  that  the  basic  public  program 
should,  therefore,  not  include  a  test  of  need.  There  is  also  recogni- 
tion, however,  that  assistance  to  the  aged  will  continue  to  be  required 
to  meet  needs  not  otherwise  met. 

IV.  There  is  considerable  agreement  in  this  country  on  the  desira- 
bility of  relating  retirement  pay  to  previous  earnings  and  on  the 
desirability  of  having  the  fundamental  public  program  contributory. 

V.  There  is  widespread  acceptance  of  the  idea  that  private  pension 
plans  are  desirable  as  supplements  to  the  public  program. 

/.  The  -first  principle  of  a  constructive  approach  to  the  income  main- 
tenance needs  of  the  aged  is  that  there  should  be  opportunity 
for  productive  employment  for  those  who  are  able  to  and  want 
to  work. 

We  have  already  discussed  in  part  I  the  reasons  for  agreement  on 
this  principle  among  a  large  part  of  business  and  labor.2  Employment 
for  those  of  retirement  age  who  are  able  and  want  to  work  will  reduce 
the  cost  of  pensions  and  in  periods  of  relatively  full  employment  will 
increase  the  total  product  of  the  economy.  There  is  major  disagree- 
ment, however,  concerning  the  application  of  this  principle,  most  of 
the  disagreement  centering  around  the  question  of  whether  retire- 
ment from  a  particular  organization  should  be  compulsory  at  a  fixed 
age  or  whether  compulsory  retirement  should  be  based  on  a  determina- 
tion of  fitness  for  the  job. 

The  argument  against  compulsory  retirement  at  a  fixed  age,  usually 
65,  rests  on  the  rather  obvious  fact  that  people  do  not  all  become  "old'' 
at  the  same'age.  Other  things  being  equal,  a  company  would  gain  the 
most  in  efficiency  if  it  could  retire  some  workers  at  55  and  retain  others 
until  75  or  more.  On  the  other  hand,  there  are  real  problems  connected 
with  a  flexible  retirement  age  based  on  a  determination  of  fitness  for 
the  job.  The  objections  are  both  psychological  and  administrative. 
With  a  fixed  retirement  age,  workers  can  anticipate  retirement  from 
their  organization  and  plan  suitable  activities  or  employment  some- 
where else.  Most  important,  all  are  treated  alike  according  to  an  ob- 
jective test — age.  There  is  concern  about  the  psychological  effects  of 
an  indefinite  retirement  age  on  those  who,  with  the  abandonment  of  a 
fixed  retirement  age,  each  year  must  meet  a  test  of  fitness,  and  are 
finally  retired  after  a  specific  determination  of  unfitness.  There  is 
concern,  too,  about  the  invidious  comparisons  with  those  of  like  age 
who  are  allowed  to  stay  on  and  about  the  possibility  of  favoritism 
and  charges  of  favoritism. 


3  It  is  interesting  to  note,  however,  that  the  Townsend  movement  argues  today,  as  it 
did  in  the  thirties,  for  adopting  the  Townsend  plan  in  order  to  get  older  workers  out  of  the 
labor  market  to  make  jobs  for  the  young. 
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In  order  to  increase  employment  opportunities  for  those  past  65  it  is 
not  necessary  to  abandon  completely  the  idea  of  a  fixed  retirement  age. 
One  possible  line  of  development  in  the  near  future  would  be  for  the 
major-  companies  that  have  not  done  so  to  raise  the  compulsory  age 
somewhat  above  65 — to,  say,  68  or  70— but  to  keep  the  voluntary  age  at 
which  one  can  receive  full  pension  at  65.  Between  the  voluntary  and 
compulsory  age  there  would  be  room  for  experimentation  with  criteria 
of  fitness  and  the  exercise  of  individual  choice. 

Some  recent  collective-bargaining  agreements  contain  provisions 
introducing  greater  flexibility  with  regard  to  retirement  age.  The 
Ford  contract,  for  example,  provides  for  compulsory  retirement  at  68 
but  voluntary  retirement  at  65.  A  contract  in  the  rug  industry  pro- 
vides that  a  full  pension  is  payable  at  the  age  of  65  and  in  a  reduced 
amount  at  the  age  of  60;  between  the  ages  of  60  and  68  retirement  is 
entirely  at  the  option  of  the  employee ;  between  68  and  72  it  is  by  agree- 
ment between  management  and  the  union;  from  72  on,  the  option  is 
with  the  employer.  Government,  too,  has  room  for  experimentation. 
In  general,  the  age  for  compulsory  retirement  under  the  Federal  Civil 
Service  Retirement  System  is  70,  but  an  unreduced  annuity  is  payable 
at  62  after  5  years  of  service  and  at  60  after  30  years  of  service. 

Many  companies,  of  course,  do  not  have  a  policy  of  compulsory 
retirement  at  a  fixed  age.  Such  a  policy  is  generally  limited  to  firms 
which  provide  pensions,  and  even  among  the  pension  firms  the  practice 
is  by  no  means-  universal. 

Retirement  at  a  fixed  age  from  one's  regular  job  is  not  necessarily  a 
bar  to  all  employment.  In  maintaining  employment  opportunities  for 
workers  of  retirement  age  much  experimentation  and  research  needs 
to  be  conducted  on  reassignment  of  older  workers  to  lighter  jobs  and 
to  part-time  work.  As  the  population  continues  to  age  it  may  prove 
desirable  to  organize  industry  so  that  the  economy  can  take  advan- 
tage of  the  contributions  of  those  no  longer  able  to  continue  in  their 
former  jobs,  but  still  ready  and  able  to  do  something  else. 

For  many  persons  the  best  solution  of  the  problem  of  employment 
in  old  age  will  involve  not  only  a  shift  in  jobs  but  in  employers.  For 
executives,  particularly,  organizations  may  wish  to  adhere  to  quite 
rigid  policies  of  compulsory  retirement  at  a  fixed  age.  Determination 
or  continued  fitness  for  executive  jobs  is  extremely  difficult  and  in- 
volves such  imponderables  as  the  retention  of  the  qualities  making 
for  aggressive  leadership.  Equally  important  is  the  fact  that  the 
policy-making  executive  has  so  many  connections  in  the  plant  man- 
agement that  individualized  decisions  regarding  retirement  easily  take 
on  the  appearance  of  favoritism.  Moreover,  if  a  company  is  to  retain 
its  best  men,  it  is  important  to  provide  promotional  opportunities  for 
the  younger  executives. 

Yet  the  retired  executive  may  want  work  in  another  organization 
and  be  able  to  perform  it  adequately.  We  need  to  make  a  place  for 
the  employment  of  such  persons  and  for  all  older  workers  who  need 
to  shift  to  a  different  type  of  work.  At  present  it  is  difficult  for  older 
pei-sons  to  get  new  jobs.  Employers  generally  prefer  younger  work- 
ers of  equal  skill  or  ability  whenever  there  is.  a  choice.  This  is  a  rea- 
sonable preference  based  on  the  fact  that  the  younger  person  is  more 
likely  to  become  a  long-service  employee.  Moreover,  in  part,  em- 
ployer preference  for  younger  workers  is  based  on  employer  expe- 
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rience  with  the  failure  of  some  older  workers  to  adjust  readily  to  new 
conditions.  This  is  not  only  a  question  of  learning  a  new  skill.  Older 
workers  are  frequently  faced  with  the  emotional  problems  involved 
in  taking  jobs  which  for  them  mean  a  decline  in  earning  power  and 
in  responsibility.  From  being  an  important  person  with  seniority 
rights  and  having  the  prestige  of  an  "old  hand,"  the  newly  placed  older 
person  frequently  has  to  adjust  not  only  to  a  different  way  of  doing 
things  but  to  taking  orders  from  a  "youngster."  Some  are  able  to 
make  these  adjustments  and  some  are  not. 

Employer  preference  for  younger  workers,  on  the  other  hand,  is 
based  partly  on  prejudice — a  tendency  to  rely  on  generalities  rather 
than  an  evaluation  of  the  capacity  of  a  specific  individual  for  a  specific 
job.  Recent  studies  show  that  older  workers  under  some  conditions 
may  prove  to  be  better  and  more  careful  workmen,  have  lower  accident 
rates,  and  prove  more  stable  than  younger  workers.3 

To  achieve  full  utilization  of  the  productive  capacities  of  older  per- 
sons and  a  consequent  reduction  in  the  economic  burden  arising  from 
an  aging  population  requires  conscious  effort.  It  is  necessary  to  de- 
velop special  training  projects,  more  counseling  related  both  to  place- 
ment and  emotional  adjustment,  and  research  in  the  placement  of 
older  workers.  Some  labor  unions  will  have  to  look  more  kindly  on 
the  partial  employment  of  older  persons  and  on  shifting  those  with 
seniority  privileges  to  jobs  with  less  pay.  Management  in  some  in- 
dustries, on  the  other  hand,  will  have  to  be  more  willing  to  experiment 
with  a  flexible  retirement  age.  Most  important  of  all  would  be  a  re- 
organization of  work  processes  and  jobs — the  use  of  the  split  shift 
and  other  special  adaptations  of  industry  to  the  increasing  age  of  a 
large  part  of  the  labor  force. 

On  the  other  hand,  care  must  be  taken  not  to  confuse  the  desirable 
goal  of  providing  opportunity  to  work  in  old  age  with  the  undesirable 
goal  of  forcing  continued  employment  in  jobs  beyond  the  capacity  of 
the  individual  through  the  pressure  of  economic  necessity.  It  is  a  loss 
to  the  economy  to  have  an  individual  hanging  on  to  a  job  that  he  can- 
not perform  adequately.  Most  importantly,  it  is  a  bad  thing  for  people 
to  be  forced  to  work  beyond  their  strength  because  it  is  the  only  way 
they  can  adequately  maintain  themselves.  The  alternative  to  work  in 
old  age  should  be  retirement  at  a  level  of  living  acceptable  to  the  in- 
dividual so  that  the  freedom  to  choose  work  or  retirement  is  a  mean- 
ingful one.  It  is  not  necessary  that  as  a  nation  we  decide  that  work 
after  65  is  always  either  good  or  bad.  What  we  need  is  more  flexibility 
in  our  institutions  dealing  with  retirement  so  that  the  individual  can 
make  his  own  choice.  We  want  neither  forced  work  in  old  age  nor 
forced  idleness. 

Concern  for  increasing  the  employment  opportunities  of  older  per- 
sons does  not  mean  an  abandonment  of  leisure  as  one  of  the  goals  of 
our  civilization.  Some  among  those  who  can  afford  it  will  prefer 
complete  retirement  in  later  life  to  even  part  time  work.  For  a  few 
people,  retirement  means  an  opportunity  to  be  active  in  areas  of  life 
where  they  find  greater  satisfaction  than  in  paid  employment.  It  is 
not  unlikely,  however,  that  most  will  prefer  the  opportunity  to  par- 
ticipate in  paid  work  as  long  as  they  are  able  but  that  they  will  also 


*  As  documented,  for  Instance,  in  several  of  the  more  recent  references  cited  by  Richard 
C.  Wllcock  In  Who's  Too  Old  To  Work?  Institute  of  Labor  and  Industrial  Relations,. 
University  of  Illinois,  September  1050. 
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want  considerable  leisure  throughout  life.  In  the  United  States,  as 
productivity  has  increased,  we  have  steadily  cut  down  our  hours  of 
work  per  week  and  have  chosen  leisure  in  preference  to  an  even  greater 
increase  in  goods  and  services.  In  1890,  the  average  workweek  in  the 
United  States  was  58  hours ;  in  1920  it  was  50  hours ;  now  it  is  42  hours. 
This  trend  will  undoubtedly  continue  over  the  long  run  future.  The 
hope  is  that  we  can  organize  industry  so  that  there  is  time  for  both 
work  and  leisure  throughout  life  for  those  who  want  it  instead  of  a 
concentration  of  work  at  certain  periods  of  life  and  a  concentration  of 
leisure,  often  unwanted,  at  other  periods. 

//.  There  is  widespread  agreement  that  underlying  anything  the  in- 
dividual may  do  for  himself  or  any  arrangements  made  through 
collective  bargaining  or  by  an  employer  there  should  be  a  uni- 
versally available  public  program  directed  to  income  mainte- 
nance for  the  aged. 
It  is  extremely  difficult  to  find  disagreement  with  this  proposition. 
It  is  supported  by  the  critics  of  the  present  public  programs  as  well 
as  their  defenders.    It  is  supported  by  those  who  want  a  program 
which  pays  the  same  to  all  older  persons,  those  who  want  a  program 
which  pays  in  relation  to  the  needs  of  the  individual,  those  who  favor 
an  approach  much  like  the  present,  and  those  who  want  to  make 
modifications  of  a  greater  or  lesser  extent  in  the  present  program.  It 
is  almost  universally  true,  for  example,  that  those  who  would  do  away 
with  our  present  social  security  program  or  make  extensive  modifica- 
tions in  it,  nevertheless,  have  a  plan  of  their  own  which  uses  govern- 
ment for  the  same  ends.   Recognition,  then,  that  society  must  take  a 
fundamental  responsibility  in  this  matter  is  nearly  universal  and  the 
impracticality  of  relying  solely  on  private  pension  plans  or  individual 
savings  is  generally  conceded. 

The  significance  of  this  agreement  lies  in  the  backing  for  public 
responsibility.  Underlying  and  supporting  the  economic  responsi- 
bility of  the  individual  family  is  the  guaranty  of  income  maintenance 
in  old  age  which  we  have  given  each  other  through  our  government. 
Transcending  in  importance  particular  programs  or  provisions  of  law 
is  the  establishment,  in  practice,  of  this  moral  concept  of  mutual 
responsibility. 

The  establishment  of  agreement  on  this  principle  is  an  ethical 
accomplishment  of  great  proportions  and  it  is  a  very  recent  accom- 
plishment. In  western  society  the  belief  in  the  organization  of  society 
for  the  benefit  of  all  is  now  widely  held.  Our  success  in  moving  toward 
this  goal  separates  the  twentieth  century  from  the  centuries  which 
have  preceded  it  just  as  surely  as  the  threat  of  atomic  war  separates 
this  century  from  earlier  ones.  Our  democracy  proclaims  the  sacred- 
ness  of  human  personality  and  makes  the  welfare  of  the  individual 
its  reason  for  existence.  It  is  impossible  to  understand  the  universal 
backing  for  Government  action  in  the  pension  field  in  terms  which 
do  not  take  account  of  this  moral  climate. 

The  drive  to  make  universal  the  protection  furnished  through  Gov- 
ernment is  very  strong.  There  is  probably  more  agreement  among 
industry,  labor,  and  experts  on  the  desirability  of  further  extension 
of  old-age  and  survivors  insurance  coverage  than  on  any  other  single 
issue  connected  with  the  system.  One  of  the  most  significant  conclu- 
sions to  be  drawn  from  the  hearings  and  debates  on  the  1950  amend- 
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m.ents  is  the  interest  of  the  congressional  committees  in  extending  the 
system  to  those  still  without  protection,  mainly  farm  operatoi'S,  pro- 
fessional self-employed  persons,  and  certain  agricultural  and  domestic 
workers. 

By  and  large,  the  principle  upon  which  the  committees  worked  in 
1950  was  to  extend  the  program  as  far  as  they  thought  practicable 
and  workable,  and  to  do  so,  with  the  proviso  that  only  those  should 
be  brought  in  whose  spokesmen  were  willing  to  have  them  come  in 
and  that  those  whose  spokesmen  objected  should  be  excluded.  The 
largest  single  group  still  remaining  outside  old-age  and  survivors 
insurance  coverage  are  the  farm  operators.  This  group  was  not 
brought  in  under  the  1950  amendments  mainly  because  few  individual 
farmers  expressed  a  desire  for  coverage  to  their  Congressmen  and 
because  the  farm  organizations  were  split  on  the  question.  The  Na- 
tional Grange  and  the  National  Farmers  Union  recommended  the 
coverage  of  farmers,  but  the  American  Farm  Bureau  suggested  that 
it  would  be  desirable  to  get  some  experience  with  the  coverage  of 
nonfarm  self-employed  before  attempting  to  include  farmers  in  the 
program. 

Apparently  Congress  would  be  glad  to  bring  in  the  self-employed 
groups  still  excluded — the  farmers  and  the  professional  groups — 
whenever  they  indicate  a  strong  desire  to  come  in.  The  system  could 
easily  be  extended  to  them  under  the  same  arrangements  as  those 
now  in  effect  for  some  4.5  million  urban  self-employed  persons —  small- 
business  men,  shopkeepers,  and  so  forth.  Only  those  with  net  incomes 
of  $400  or  more  within  a  year  would  be  covered  and  they  would  report 
once  a  year  when  filing  their  regular  income-tax  returns. 

The  reaction  of  employers,  so  far,  to  the  present  limited  coverage 
of  agricultural  and  domestic  workers  seems  to  be  such  as  to  argue  for 
further  extensions  in  these  areas  as  well.  The  Government  agencies 
involved  report  that  employers  of  household  workers  have  done  a 
conscientious,  thorough  job.  It  is  not  unlikely  that  household  em- 
ployers would  welcome  further  coverage  extensions  which  would  at 
the  same  time  simplify  the  provisions  of  the  law.  Domestic  workers 
are  now  covered  only  if  they  are  paid  $50  in  cash  wages  in  a  calendar 
quarter  and  in  addition  work  on  each  one  of  24  days  in  the  quarter. 
There  would  probably  be  considerable  support  among  women's  groups 
and  among  household  workers  themselves  for  a  change  to  the  $50 
test  only. 

Extension  of  coverage  in  the  agricultural  area  would  also  result  in 
a  simplification  of  the  law.  The  only  general  complaint  of  farmer 
employers  to  the  present  coverage  provision,  as  reported  by  the  Gov- 
ernment agencies  involved,  is  that  it  is  complicated.  Before  an  agri- 
cultural worker  is  covered  he  must  be  continuously  employed  by  one 
employer  for  a  calendar  quarter.  He  is  then  covered  in  the  following 
quarter  if  he  works  60  full  days  for  the  same  employer  and  is  paid 
at  least  $50  in  cash  wages.  Many  farm  employers  are  opposed  to 
covering  all  seasonal  and  casual  farm  labor,  but  in  this  c.rea  too  there 
would  probably  be  considerable  support  for  relying  solely  on  a  cash 
test  of  $50  in  a  quarter. 

There  is  also  growing  interest  in  the  coverage  of  clergymen.  .  With 
coverage  of  nonprofit  organizations  on  a  voluntary  basis,  there  is 
good  reason  to  reexamine  the  mandatory  exclusion  of  the  clergy. 
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It  would  be  very  desirable  to  extend  coverage  of  the  system  to  these 
excluded  groups  at  one  time.  As  a  new  group  is  brought  in  there  is 
pressure  to  grant  either  retroactive  coverage  or,  to  the  older  workers 
in  the  new  group,  the  same  liberal  eligibility  and  benefit  conditions 
which  were  given  to  other  older  workers  at  the  time  of  the  inaugura- 
tion of  the  system.  The  absence  of  past  earnings  records  makes  re- 
troactive coverage  impractical  for  most  of  these  groups.  On  the  other 
hand,  it  seems  unfair  as  well  as  impracticable  to  grant  more  liberal 
conditions  to  older  workers  in  the  new  group  than  to  those  of  the 
same  age  who  have  had  some  coverage.  Usually,  therefore,  any  such 
liberalization  must  be  generally  applied.  It  is  desirable  to  keep  these 
general  liberalizations  to  a  minimum  in  order  to  protect  the  integrity 
of  the  system. 

Extension  of  coverage  to  additional  Government  employment  could 
more  readily  be  accomplished  piecemeal  since  the  availability  of  earn- 
ings records  makes  at  least  short-term  retroactive  coverage  feasible. 
Old-age  and  survivors  insurance  can  now  cover  civilian  employment 
in  Government  if  such  employment  is  not  under  a  retirement  system, 
while  railroad  employment  is  covered,  in  effect,  under  both  old-age 
and  survivors  insurance  and  the  Railroad  Retirement  System.  Until 
January  1,  1954,  service  in  the  Armed  Forces  also  results  in  credit 
under  OASI.  There  remain,  however,  many  problems  of  coordination 
between  the  old-age  and  survivors  insurance  system  and  the  state  and 
local  systems,  the  Federal  Civil  Service  System,  the  systems  of  the 
Armed  Forces,  and  the  Railroad  Retirement  plan. 

///.  There  is  widespread  agreement  that  the  means-test  method  is  a 
less  satisfactory  way  of  providing  income  for  retired  persons 
than  a  non-means-test  program  and  that  the  basic  public  pro- 
gram should,  therefore,  not  include  a  test  of  need.    There  is 
also  recognition,  hair  ever,  that  assistance  to  the  aged  will  con- 
tinue to  be  required  to  meet  needs  not  otherwise  met. 
Although  agreement  on  this  point  is  widespread,  a  few  have  sup- 
ported a  means-test  program  as  a  substitute  for  the  present  OASI 
system.4    It  is,  therefore,  perhaps  worth  examining  why  most  in- 
formed opinion  has  favored  using  a  non-means-test  program  to  the 
extent  feasible,  relying  on  assistance  or  relief  to  supplement  but  not 
supplant  a  basic  non-means-test  program. 

First  of  all,  why  is  it  that  the  great  majority  of  people  prefer  to 
receive  retirement  pay  rather  than  public  assistance  or  income  from 
any  kind  of  means-test  program?  One  reason  is  that  assistance  pays 
only  enough  to  bring  each  individual  up  to  a  minimum  level  of  living 
as  defined  in  the  particular  program.  The  recipient  is  not  allowed 
to  combine  other  income  of  substantial  amounts  with  the  assistance 
payment  and  in  this  way  secure  a  higher  level  of  living.  The  mini- 
mum is  his  maximum  as  long  as  he  remains  under  the  program.  Since 
the  reason  for  the  assistance  payment  is  need — however  this  need  may 
defined  in  a  given  place  at  a  given  time — its  goal  is  the  prevention  of 
want  at  the  lowest  level  applicable  to  all.  In  a  society  where  varying 
living  standards  are  the  rule  and  not  only  comfort  but  security  is 
conceived  of  in  different  terms  at  various  income  levels,  it  is  not  possi- 


4  See  Lewis  Meriiim,  Relief  and  Social  Security,  the  Rrookings  Institution,  Washington, 
D.  C,  1946. 
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ble  for  a  means-test  program  with  its  ceiling  on  income  to  promote  a 
standard  of  real  security. 

Retirement  systems,  on  the  other  hand,  have  as  their  purpose  not 
only  the  maintenance  of  a  minimum  standard  of  living  as  set  by  the 
community,  but  the  underpinning  of  a  higher-than-minimum  standard 
of  living  for  many  of  the  workers  under  the  program.  This  is  in- 
herent in  the  fact  that  the  retirement  benefit  is  paid  without  regard 
to  other  resources,  whether  or  not  the  benefit  alone  would  allow  a 
higher-than-minimum  standard.  A  retirement  program  is  not  only 
for  the  poor  but  for  whoever  suffers  a  loss  of  earnings  through  retire- 
ment. Old-age  and  survivors  insurance,  for  example,  is  now  used  by 
practically  everyone  as  the  base  on  which  to  plan  his  own  retirement. 
This  is  much  more  than  a  cure  for  destitution. 

Moreover,  people  feel  differently  about  payments  which  are  service- 
connected — those  which  grow  out  of  work — and  payments  which  are 
made  because  one  has  demonstrated  that  he  has  insufficient  income  to 
live  o*n.  Both  private  and  public  retirement  systems  belong,  along 
with  wages  and  salaries,  to  the  group  of  work-connected  payments,  and 
it  is  this  work  connection,  the  fact  that  it  is  earned,  which  gives  retire- 
ment pay  its  basic  character. 

As  an  earned  right,  retirement  pay,  unlike  public  assistance,  is  an 
integral  part  of  the  economic  incentive  system.  Under  retirement 
systems,  security  is  earned  through  work  and  is  additional  remunera- 
tion for  working,  while  public  assistance  provides  payments  without 
reference,  to  work.  Equally  important  is  the  fact  that  in  retirement 
systems  the  incentive  to  earn  and  save  throughout  one's  working  life  is 
protected.  Although  incentives  are  a  complex  of  many  powerful 
motives  in  addition  to  the  economic,  no  system  of  production  can 
afford  to  ignore  the  relation  of  money  payments  to  economic  contribu- 
tion. Some  benefits  must  be  paid  on  a  means-test  basis,  but  it  is  im- 
portant from  the  standpoint  of  economic  incentives  that  primary 
reliance  be  placed  on  work-connected  payments  made  without  regard 
to  need. 

Another  important  reason  why  there  is  a  general  preference  for  the 
non-means-test  program  is  that  the  retirement  programs  do  not  divide 
the  community  into  two  groups.  Individuals  of  varying  wage  levels 
and  varying  standards  of  living  receive  payments  from  the  same  pro- 
gram. The  low-paid  wage  earner,  the  poor  man  without  possessions, 
receives  payments  through  the  same  mechanism  as  the  highly  paid 
salary  worker  or  executive.  There  is  none  of  the  feeling  in  either 
the  public  or  private  retirement  programs,  as  there  tends  to  be  in 
assistance,  that  the  payments  are  for  the  "poor"  or  the  "unfortunate." 
It  is  not  one  part  of  the  community  caring  for  another,  but  the  com- 
munity meeting  a  universal  need.  Everyone  has  a  stake  in  his  earned 
pension  or  insurance  benefits. 

This  attitude  prevails  even  though  the  lower  paid  worker  receives 
benefits  which  are  a  larger  proportion  of  his  wage  than  those  of 
the  higher  paid  worker.  The  ethics  of  our  system  of  economics 
demand  that  some  contribution  in  work  or  money  be  made  for  what 
we  get,  but  most  of  us  do  not  believe  that  the  payments  which  result 
from  the  automatic  functioning  of  the  system  are  necessarily  a 
correct  evaluation  of  the  service  nor  that  additional  payments  for 
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that  service  resulting  from  economic  regulation  are  in  any  sense 
unearned.  The  farmer  feels  he  has  earned  his  income  even  when 
the  price  of  farm  products  is  artificially  maintained,  and  the  worker 
who  gets  the  minimum  wage  under  the  wage-and-hour  law  is  not  con- 
cerned because  his  income  is  higher  than  the  evaluation  which  would 
be  put  on  his  services  by  a  free  market.  The  minimum  wage  and 
the  weighted-insurance  benefit  are  earned  payments  even  though  the 
amount  is  not  the  same  as  would  have  resulted  in  the  absence  of 
regulation. 

These  three  points — that  assistance  is  limited  to  bringing  people  up 
to  a  community  minimum ;  that  the  assistance  payment  is  categorically 
different  from  other  money  paid  as  a  right  because  it  is  not  a  reward 
for  services;  and  that  the  means-test  emphasizes  the  division  of  the 
community  into  two  groups,  those  who  have  and  those  who  have  not — 
are  limitations  inherent  in  a  means  or  income  test.  Equally  im- 
portant at  the  present  time,  and  probably  for  a  long  time  to  come, 
are  differences  in  public  attitudes  toward  a  means-test  and  a  non- 
means-test  program  which  grow  out  of  the  history  of  the  two  ap- 
proaches. In  attempting  to  administer  assistance  decently  and  with 
respect  for  human  beings,  the  present  generation  of  administrators 
must  continually  fight  to  make  clear  the  distinction  between  assistance 
and  the  paternalistic  and  punitive  traditions  of  the  poor  law.  Retire- 
ment systems  bypass  this  tradition. 

Yet  there  is  general  agreement  that  any  program  which  does  not 
pay  benefits  according  to  need  will  require  some  supplementation 
through  assistance.  Whether  the  benefit  is  the  same  for  all  or  related 
to  wages,  it  will  not  be  enough  in  some  cases  of  extraordinary  need. 
The  flexibility  of  the  assistance  method  in  meeting  large  expenses, 
such  as  medical  bills,  makes  it  a  necessary  supplement  to  retirement 
systems.  With  the  present  level  of  benefits  payable  under  OASI, 
supplementation  is  necessary  in  many  cases  even  when  need  is  not 
extraordinary.  There  is  disagreement,  however,  over  whether  it 
is  desirable  or  not  to  continue  the  present  Federal-State  old-age 
assistance  program  indefinitely.  Even  those  who  favor  its  early 
abandonment  recognize  that  assistance  would  have  to  be  continued 
as  a  supplementary  program  on  a  State  or  local  level. 

Because  of  this  widespread  preference  for  the  non-means-test  pro- 
gram, Congress  has  attempted  to  make  social  insurance  more  effective 
and  to  reduce  the  need  for  assistance.  The  provisions  in  the  1950 
old-age  and  survivors  insurance  amendments  for  extension  of  cover- 
age to  10  million  more  persons  and  the  liberalization  of  eligibility  re- 
quirements and  the  benefit  formula  were  motivated  to  a  considerable 
extent  by  this  desire.  These  changes  will  considerably  reduce  the 
number  of  people  who  will  need  assistance  in  the  future. 

Although  prior  to  the  1950  amendments  many  more  people  past  65 
received  old-age  assistance  than  received  old-age  and  survivors  in- 
surance, the  reverse  is  now  true.  As  of  September  1952,  insurance 
was  paying  1  million  more  persons — 3.6  million  receiving  insurance 
as  compared  with  2.6  million  receiving  assistance.  About  14  percent 
of  the  aged  old-age  and  survivors  insurance  beneficiaries  also  receive 
assistance. 
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IV.  There  is  considerable  agreement  in  this  country  on  the  desirability 
of  relating  retirement  pay  to  previous  earnings  and  on  the 
desirability  of  having  the  fundamental  public  program  con- 
tributory. 

There  is  more  agreement  on  the  desirability  of  relating  benefits  to 
earnings  in  the  basic  public  program  than  in  certain  kinds  of  private 
plans,  since  old-age  and  survivors  insurance  covers  persons  of  widely 
differing  incomes.  In  those  private  plans,  particularly  collective- 
bargaining  plans,  which  cover  individuals  earning  about  the  same 
amount,  there  is  not  the  same  need  for  variable  benefits.  Although 
there  are  strong  differences  of  opinion  about  the  desirability  of  an 
employee  contribution  in  private  plans,  such  a  contribution  in  the 
public  program  has  the  support  of  both  management  and  labor. 

It  is  perhaps  desirable  to  examine  why  practically  all  spokesmen 
for  industry  and  labor  are  agreed  upon  the  desirability  of  a  wage- 
related  contributory  public  program,  for  there  is  support  in  a  variety 
of  quarters,  particularly  among  the  old-age  movements  such  as  Town- 
sendism,  for  flat  payments  unrelated  to  previous  wages  or  earnings 
and  varying  from  year  to  year  according  to  tax  yields  or  the  decision 
of  Congress.  (The  interest  in  some  quarters  in  blanketing  in  the 
present  aged  at  a  flat  amount  is  a  transitional  device  rather  than  a 
question  of  principle.    This  matter  is  discussed  in  part  IV.) 

It  is,  of  course,  possible  to  have  a  flat  benefit  program  on  a  contribu- 
tory basis.  Great  Britain,  for  example,  has  such  a  program.  There 
has,  however,  been  little  support  for  such  an  approach  in  the  United 
States.  The  problem  of  determining  the  amount  of  the  flat  benefit 
is  a  very  real  one  in  a  country  with  widespread  differences  in  standards 
of  living.  Almost  inevitably  the  flat  benefit  is  either  higher  than  what 
many  persons  in  poorer  communities  are  used  to  earning,  or  it  is  so 
low  as  to  be  relatively  meaningless  for  middle  income  and  skilled 
workers. 

•  The  noncontributory  flat  pension  has  additional  disadvantages. 
Everyone  gets  it — those  who  have  worked,  those  who  have  not — 
everyone  gets  the  same — those  who  have  made  significant  contribu- 
tions to  production  and  those  who  have  contributed  very  little.  Such 
payments  cannot  be  considered  a  reward  for  work.  Unrelated  to 
earnings  and  noncontributory,  they  are  made  solely  because  of  mem- 
bership in  a  particular  age  group.  They  are  consequently  very  diffi- 
cult to  connect  with  the  tradition  of  earned  rights.  They  operate 
much  more  on  a  bonus  principle — a  bonus  for  reaching  old  age. 

From  the  standpoint  of  the  individual  they  are  inferior  to  earned 
retirement  pay  partly  because  they  give  less  security.  Security  is 
above  all  an  attitude  toward  the  future.  It  is  not  only  freedom  from 
hunger  in  the  present,  nor  enough  to  wear,  nor  a  place  to  live  now, 
but  the  state  of  knowing  that  what  one  needs  and  values  will  be  avail- 
able tomorrow  and  the  next  day. 

Nowhere  is  the  current  value  of  protection  clearer  than  in  the  case 
of  retirement.  The  middle-aged  worker  who  has  his  old  age  provided 
for  through  a  retirement  plan  is  not  merely  better  off  in  old  age  but 
also  better  off  in  middle  age.  The  security  which  he  has  is  a  value  to 
him  every  day  of  his  working  life,  affecting  importantly  his  current 
capacity  for  happiness.  The  attitude  which  people  have  toward  the 
payment  which  they  will  receive  and  the  conditions  under  which  they 
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will  receive  it  is  a  matter  of  the  first  importance;  a  security  system 
does  not  give  security,  even  if  physical  needs  are  met,  unless  people 
know  they  can  count  on  the  payment  and  feel  good  about  the  condi- 
tions under  which  the  payment  is  made. 

Under  the  various  noncontributory  flat-benefit  proposals  which  have 
been  made  in  this  country,  the  amount  of  the  payments  would  depend 
on  the  ease  with  which  money  can  be  raised  in  a  given  year  and  on 
current  political  considerations.  There  would  be  nothing  definite  for 
the  individual  to  depend  on  as  part  of  his  own  planning  for  security. 
In  fact,  the  lack  of  a  proprietary  right  to  a  benefit  based  on  contribu- 
tion and  work  carries  with  it  the  possibility  that  in  time  of  financial 
distress  an  income  or  means-test  might  be  introduced.  After  all,  no 
one  would  have  earned  or  paid  for  his  benefits  directly,  and  a  cogent 
argument  could  be  made'  against  paying  from  general  sources  benefits 
to  those  able  to  maintain  themselves  on  their  own.  The  amount  of  the 
benefit,  the  conditions  under  which  it  would  be  paid,  and,  in  fact, 
whether  one  would  receive  a  benefit  at  all  would  be  in  continual  doubt 
under  these  proposals.  This  uncertainty  has  even  been  put  forward 
as  a  virtue  by  some  advocates  of  this  approach  on  the  grounds  that 
their  proposal  avoids  commitments  for  the  future.  Quite  obviously, 
no  commitments,  no  security. 

The  contribution  in  the  public  program  is  an  important  factor  in 
backing  up  the  concept  of  an  earned  right.  The  contribution  drama- 
tizes the  worker's  direct  interest  in  the  fund.  It  makes  clear  to  him, 
and  to  other  people  as  well,  that  he  should  have  a  say  in  the  planning 
and  protection  of  the  system  from  either  undue  liberalization  or  re- 
striction. In  the  public  program  a  direct  earmarked  contribution 
paid  by  the  worker,  or  on  his  behalf,  is  probably  an  essential  accom- 
paniment of  a  benefit  related  to  past  wages  or  standards  of  living.  A 
noncontributory  program  would  in  all  probability  have  to  pay  either 
flat  benefits  or  benefits  varying  according  to  the  need  of  the  individual. 

The  basic  character  of  a  retirement  system,  however,  is  not  depend- 
ent on  having  the  contribution  of  any  given  worker  cover  the  value 
of  the  protection  which  he  receives.  Although,  in  the  long  run,  most 
workers  under  old-age  and  survivors  insurance,  for  example,  will 
have  paid  a  very  substantial  part  of  the  cost  of  their  own  benefits, 
this  is  not  true  of  those  now  on  the  rolls  or  of  those  retiring  in  the 
near  future.  As  in  private  contributory  plans,  these  older  workers 
are  in  effect  given  credit  for  past  service  and  the  past-service  part 
of  the  benefit  is  financed  from  employer  contributions.  The  system 
derives  its  basic  character  as  an  earned  payment  from  the  fact  that 
the  payment  grows  out  of  work  and  that  both  eligibility  and  benefit 
amount  are  related  to  past  earnings,  rather  than  to  whether  an  indi- 
vidual has  "paid  for"  his  protection  with  an  earmarked  contribution. 
The  fact  that  there  is  no  employee  contribution  at  all  in  the  private 
plans  covering  a  majority  of  workers  under  such  plans  does  not  make 
the  retirement  benefit,  any  less  of  an  earned  right.  The  significant 
fact  is  that  the  payment  grows  out  of  work. 

The  contributory  requirement  in  the  public  program  also  intro- 
duces a  degree  of  responsibility  on  the  part  of  the  potential  beneficiary. 
As,  in  the  future,  the  proportion  of  the  aged  in  the  population  in- 
creases, it  is  of  great  importance  that  those  covered  by  the  program 
see  the  relationship  between  benefit  and  contribution.    The  best  way 
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to  make  this  clear  is  through  an  earmarked  tax  on  the  potential  bene- 
ficiaries of  the  program  designed  to  meet  a  substantial  part  of  the 
cost  of  the  system.  The  concept  of  actuarial  soundness  acts  as  an 
effective  brake  on  pressures  for  higher  benefits. 

In  the  private  sector  it  is  quite  possible  that  in  the  future  we  will 
find  unions  more  willing  to  accept  plans  which  provide  for  some 
worker  contribution,  particularly  if  there  were  a  change  in  the  tax 
laws  which  allowed  such  contributions  to  be  deducted  from  taxable 
income.  Where  the  employer's  responsibility  for  financing  a  mini- 
mum amount  of  security  has  been  established,  the  unions  might,  in 
seeking  improvements,  be  willing,  over  time,  to  accept  some  employee 
contribution.  Certain  types  of  improvements,  such  as  the  establish- 
ment of  vested  rights  for  the  worker  who  changes  jobs,  would  prob- 
ably be  easier  to  secure  under  a  plan  which  was  partially  contributory. 

It  is  also  possible  that,  where  a  minimum  plan  has  already  been 
agreed  to,  the  unions  will  put  somewhat  more  emphasis  on  variation 
in  benefit  amount  as  related  to  both  wage  level  and  length  of  service. 
As  the  unions  press  for  shorter  service  requirements  for  benefit  eligi- 
bility, they  will  find  it  difficult  to  win  the  benefit  amount  for  the  short- 
service  man  which  they  could  win  for  the  long-service  man.  It  is 
better  to  pay  the  short-service  man  something  than  to  insist  on  such  a 
high  flat  level  of  benefits  that  the  plan  can  afford  to  pay  only  those 
who  have  had  very  long  service. 

In  any  event,  benefit  differentials  in  the  public  program  will  con- 
tinue to  be  important.  With  a  benefit  related  to  wages,  as  contrasted 
with  general  bonus  payments  to  all  the  aged,  the  dilemma  of  security 
versus  incentives  is  to  a  large  extent  resolved.  The  worker  earns  the 
right  to  security  as  he  earns  his  wages,  through  work,  and  he  earns 
more  security  the  more  he  works  and  the  greater  his  contribution  to 
production.  As  stated  by  the  1948  Advisory  Council  on  Social  Security 
to  the  Senate  Finance  Committee : 

Differential  benefits  based  on  a  work  record  are  a  reward  for  productive  effort 
and  are  consistent  with  general  economic  incentives,  while  the  knowledge  that 
benefits  will  be  paid — irrespective  of  whether  the  individual  is  in  need — supports 
and  stimulates  his  drive  to  add  his  personal  savings  to  the  basic  security  he  has 
acquired  through  the  insurance  system.  Under  such  a  social-insurance  system, 
the  individual  earns  a  right  to  a  benefit  that  is  related  to  his  contribution  to 
production.6 

V.  There  is  widespread  acceptance  of  the  idea  that  private  pension 
plans  are  desirable  as  supplements  to  the  public  program-. 
Private  pension  plans  serve  many  specific  purposes  that  cannot  be 
adequately  served  by  a  general  public  program.  Regardless  of  the 
level  of  benefit  as  under  the  public  program,  in  some  occupations  and 
some  industries  it  will  continue  to  be  desirable  to  encourage  people  to 
stop  work  or  to  shift  to  another  occupation  at  an  earlier  age  than  65. 
For  jobs  such  as  those  of  policemen,  firemen,  and  soldiers,  for  example, 
it  would  be  desirable  to  continue  lower  retirement  ages  even  though 
these  jobs  were  to  be  covered  by  the  general  plan.  This  is  true  in 
general  for  particularly  hazardous  occupations  or  perhaps  for  a  whole 
industry  when  a  large  proportion  of  jobs  in  that  industry  require 
great  physical  stamina.  Moreover,  for  those  in  top  executive  jobs  and 


sOM-Age  and  .Survivors  Insurance,  a  Report  to»the  Senate  Committee  on  Finance  From 
the  Advisory  Council  on  Social  Security,  S.  Doc.  149,  80th  Cong.,  2d  sess.,  1948,  p.  1. 
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for  supervisory  personnel  in  certain  lines  of  work,  many  managements 
will  want  to  facilitate  retirement  or  a  shift  to  another  job  by  paying 
retirement  benefits  much  higher  than  can  be  paid  by  the  general 
system. 

Even  when  there  are  no  special  conditions  which  require  the  es- 
tablishment of  a  private  pension  plan  supplementary  to  the  public 
program,  such  a  plan  may  be  desirable.  OASI  benefits  are  low. 
At  approximately  the  average  wage  now  being  earned  in.  heavy  in- 
dustry ($250  per  month),  the  public  program  will,  in  the  near  future, 
be  paying  $77.50,  or  31  percent  of  previous  wage,  for  the  single  man; 
and,  if  he  has  a  wife  age  65,  $116.30,  or  47  percent  for  the  couple. 
For  those  with  above-average  earnings  the  replacement  of  previous 
wage  is  much  less  satisfactory.  The  $400-a-month  worker  (who  pays 
taxes  and  gets  credit  on  only  $300)  will  get  $85  if  single  and  $127.50 
with  an  eligible  wife.  This  is  21  percent  and  32  percent  of  previous 
wage,  respectively  and  falls  far  short  of  usual  retirement  pay  goals. 

Even  if  old-age  and  survivors  insurance  were  to  be  considerably 
liberalized,  it  is  extremely  doubtful  that  it  would  pay  benefits  high 
enough  to  satisfy  the  managements  of  the  more  successful  companies 
or  high  enough  that  trade-unions  would  be  willing  to  drop  pensions 
from  collective  bargaining.  Realistically,  the  question  with  which 
we  are  faced  is  more  one  of  the  extent  to  which  private  plans  should 
supplement  the  public  programs  rather  than  whether  they  should 
do  so. 

Both  management  and  labor  now  have  an  interest  in  the  continued 
existence  of  supplementary  private  plans.  Until  recently  manage- 
ment "has  been  most  concerned.  The  justification  for  the  establish- 
ment of  private  pension  plans  has  been  that  they  furthered  the  inter- 
ests of  a  particular  company  by,  on  the  one  hand,  attracting  and  hold- 
ing good  employees  and,  on  the  other,  making  it  easier  to  retire,  usually 
at  a  fixed  age,  those  who  were  most  likely  to  be  unproductive.  Above 
everything  else,  the  goal  of  private  pension  plans  was  to  assure  a 
particular  company  of  a  relatively  young  labor  force  and  young,  ag- 
gressive leadership  and  to  accomplish  this  in  a  way  which  would 
promote  rather  than  harm  public  relations. 

With  the  widespread  extension  of  coverage  to  hourly  workers  and 
with  the  development  of  union  interest,  these  traditional  objectives 
have  come  in  for  considerable  criticism.  By  and  large,  the  unions 
are  not  particularly  sympathetic  to  the  view  that  retirement  plans 
should  hold  workers  to  a  particular  employer  or  that  it  is  desirable  to 
facilitate  retirement  at  a  fixed  age.  On  the  other  hand,  some  unions 
consider  the  negotiated  pension  as  an  additional  tie  between  the  worker 
and  the  union  that  helps  to  retain  membership,  and  these  unions 
promote  pensions  for  this  reason. 

As  long  as  our  resources  make  it  possible,  there  is  little  doubt  that 

Erivate  initiative  will  continue  to  foster  plans  supplementary  to  the 
road  base  of  the  public  program.  Not  only  is  this  a  good  thing  for 
the  workers  covered,  but  pension  planning  as  a  whole  will  progress 
faster  because  of  the  existence  of  the  private  olans.  In  the  private 
sector  innovation  and  experimentation  is  possible  to  a  much  greater 
extent  than  in  the  public  sector.  It  may  well  be  true  in  the  pension 
area,  as  it  is  in  many  other  fields  of  activity,  that  ideas  first  developed 
by  relatively  small  groups  of  individuals,  acting  on  their  own,  are  later 
given  a  broad  application  through  the  programs  of  government. 
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Although  there  is  widespread  agreement  on  the  desirability  of  sup- 
plementary private  plans,  there  is  also  an  awareness  of  their  limita- 
tions and  an  awareness  of  the  possible  dangers  which  lie  in  certain 
features  of  some  plans.  Thus  the  emphasis  has  been  on  a  universal 
public  program,  with  private  plans  fillinsx  a  subsidiary  role.  Very 
few  persons  have  argued  that  private  plans  can  or  should  do  the 
whole  job. 

The  unions,  management,  and  experts  alike  have  pointed  out  the 
difficulties  which  arise  in  private  pension  planning  because  each  plan 
covers  only  a  given  employer,  industry,  or  group  of  employers  within 
a  locality.  They  have  pointed  out  that  private  plans  may  lack  the 
security  of  the  public  program  because  employers  may  go  out  of  busi- 
ness or  be  forced  to  terminate  the  plan.  They  recognize  the  diffi- 
culty of  funding  in  a  way  which  allows  for  increases  in  benefit  amount 
as  productivity  rises,  and  they  recognize  that  in  some  industries  it 
is  very  difficult,  if  not  impossible,  to  secure  adequate  pensions  through 
private  planning  alone.  Some  among  management  have  feared  the 
nature  of  the  long-range  commitments  which  they  must  make  in  bar- 
gaining on  private  pensions  and  the  fact  that  the  commitments  must 
be  met  in  bad  times  as  well  as  good,  under  unfavorable  tax  conditions 
as  well  as  favorable  conditions.  Many  have  therefoi'e  preferred  to 
keep  the  need  for  private  supplementation  relatively  low  through  de- 
pendence on  an  adequate  public  program. 

Perhaps  the  most  serious  charge  which  can  be  brought  against 
private  plans  is  that  certain  types  of  plans  can  bind  the  worker  to 
a  particular  company  or  union  and  rob  him  of  some  of  his  independ- 
ence. With  his  pension  at  stake  the  worker  may  be  afraid  to  change 
jobs  or,  if  there  are  discretionary  features  in  the  plan,  he  may  stay 
on  but  modify  his  behavior  to  suit  those  who  control  pension  policy. 
Fortunately,  most  plans  do  not  have  discretionary  features.  Pensions 
are  more  and  more  an  absolute  right  and  not  lost  because  the  worker 
does  something  of  which  management  or  the  union  disapproves. 

The  very  size  and  impersonality  of  Government  make  this  danger 
less  real  in  the  case  of  the  public  program.  It  is  nevertheless  a  poten- 
tial danger  there,  too.  A  government  which  wished  to  control  be- 
havior and  buy  allegiance  to  a  particular  code  could  use  a  discretion- 
ary pension  system  for  this  purpose.  Hitler  did. 

It  is  true  then  that  there  are  difficulties  and  dangers  in  both  private 
and  public  plans.  They  are  not  perfect  institutions.  On  balance, 
however,  they  solve  more  problems  than  they  create  and  in  all  prob- 
ability a  broad  public  retirement  system  with  supplementation  by 
private  plans  will  continue  to  command  wide  allegiance.  The  question 
for  the  future  will  be  not  so  much  whether  we  are  for  pensions  or 
against  them,  but  how  can  we  plan  for  the  security  and  protection 
of  aged  persons  in  ways  which  minimize  the  disadvantages  and  pro- 
mote freedom  and  independence  of  action. 


PART  III 


THE  ECONOMICS  OF  PENSIONS 

The  economic  security  of  the  retired  aged,  like  the  security  of  us  all, 
depends  on  the  success  of  industry  in  producing  an  increasing  flow  of 
goods  and  services.  But,  a  high  level  of  production  alone  will  not 
prevent  insecurity  for  the  individual.  It  is  necessary,  as  well,  to  have 
institutional  arrangements  such  as  pensions  to  make  sure  that  all  have 
the  continuing  right  to  share  in  consumption  after  retirement.  There 
are  thus  two  basic  factors  in  the  provision  of  economic  security — 
production  and  the  institutional  arrangements  for  income  mainte- 
nance. 

These  two  factors  are  to  a  considerable  extent  interacting.  Not 
only  does  the  production  potential  of  a  country  establish  the  outside 
limits  of  what  is  possible  in  the  provision  of  goods  and  services  to  the 
various  groups  of  consumers  but  the  nature  of  the  arrangements  for 
income  maintenance  may  themselves  have  something  to  do  with  the 
level  of  production. 

Pensions  are  a  device  for  making  sure  that  the  retired  aged  will 
have  income  when  they  need  it.  The  justification  for  pensions  lies  in 
the  security  which  they  give  the  individual.  Nevertheless,  in  consider- 
ing the  design  of  pension  arrangements  it  is  important  to  consider 
their  probable  effect  on  total  production.  They  may  be  justified  as 
security  measures  even  if  they  were  to  have  a  depressing  effect  on  the 
volume  of  production,  but  it  is  certainly  desirable  to  keep  any  factors 
which  inhibit  production  to  a  minimum  and  to  promote  factors  which 
are  favorable  to  a  large  volume  of  goods  and  services. 

This  section  of  the  report  will  consider  some  of  the  economic  effects 
of  pension  arrangements  and  will  raise  those  economic  questions  which 
seem  most  deserving  of  further  study. 

IS  OUR  STANDARD  OF  LIVING  THREATENED  BY  THE  INCREASE  IN  THE  NUMBER 

OF  THE  AGED? 

Probably  the  most  fundamental  economic  question  connected  with 
the  growth  of  the  aged  population  is  whether  the  flow  of  goods  and 
services  going  to  the  retired  aged  will  be  so  great  in  the  future,  that  the 
gainfully  employed  will  find  it  difficult  to  produce  enough  for  the  aged 
and  at  the  same  time  have  enough  for  themselves,  their  children,  and 
their  wives.  As  indicated  earlier,  it  is  extremely  unlikely  that  the  per- 
centage of  persons  working  past  the  age  of  65  can  be  very  much  in- 
creased.. There  seems  to  be  little  doubt  that  the  growing  proportion 
of  aged  in  the  population  will  mean  an  increasing  number  of  retired 
aged  in  relation  to  the  number  of  gainfully  employed.  Alarmist 
stories  of  what  this  situation  is  supposed  to  do  to  the  community  stand- 
ard of  living  are  familiar  to  all. 

It  does  not  appear,  however,  that  there  is  any  real  basis  for  alarm. 
The  relative  sizes  of  the  groups  of  those  gainfully  employed  and  those 
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not  gainfully  employed  is  one  of  the  basic  determinants  of  the  volume 
of  goods  and  services  available  per  person.  The  larger  the  number  of 
persons  not  gainfully  employed  in  comparison  with  those  who  are,  the 
greater  the  number  who  must  share  in  consumption  in  relation  to  the 
number  there  are  to  produce  what  is  to  be  consumed.  But  those  over 
65  who  are  not  working  at  present  make  up  only  a  little  over  10  percent 
of  all  persons  not  gainfully  employed.  Children  under  18  make  up 
over  half  of  those  not  in  the  labor  force,  and  housewives  nearly  one- 
third. 

The  percentage  of  retired  older  people  among  those  not  gainfully 
employed  will  almost  certainly  grow  over  the  next  25  years,  but  the 
ratio  of  all  persons  not  gainfully  employed  to  those  gainfully  em- 
ployed at  the  end  of  that  time  will  be  about  the  same  or  even  improve. 
The  trend  over  a  considerable  period  of  time,  as  shown  in  Table  III, 
has  been  in  the  direction  of  fewer  and  fewer  nonproducers  in  relation 
to  the  gainfully  employed. 

Table  III. — Non-producers  in  relation  to  the  gainfully  employed 


Year 


1870 
1880 
1890 
1000 
1910 


Persons  not 
gainful 
workers 
per  100 
gainful 
workers 


209 
189 
170 
161 
147 


Aged  persons 
not  workers 
or  wives  of 
workers  as 
percent  of  all 
persons  not 
gainful 
workers 


1.9 

2.3 
2.8 
3.2 
3.7 


Year 


1920 
1930 
1940 
1950 
1952 


Persons  not 
gainful 
workers 
per  100 
gainful 
workers 


149 
162 
140 
137 
135 


Aged  persons 
not  workers 
or  wives  of 
workers  as 
percent  of  all 
persons  not 
gainful 
workers 


4.2 
5.0 
7.9 
9.4 
10.0 


What  the  population  picture  will  be  25  years  from  now  is,  of  course, 
uncertain.  It  is  possible,  however,  to  predict  with  some  confidence 
the  approximate  numberof  persons  who  will  be  65  and  over  and  the 
approximate  number  who  will  be  of  working  age  and  under  65,  since 
most  persons  who  will  be  in  these  groups  nave  already  been  born. 
Migration  is  not  likely  to  be  an  important  factor.  What  uncertainty 
there  is  arises  primarily  from  the  possibility  of  significant  changes  in 
mortality  rates. 

There  is  considerably  greater  uncertainty  about  the  size  of  the  de- 
pendent child  population,  because  the  birth  rate  over  the  next  25  years 
is  more  difficult  to  predict  than  mortality  rates.  There  is  also  uncer- 
tainty about  the  size  of  the  gainfully  employed  group,  because  no  one 
knows  whether  the  average  age  at  retirement  will  be  higher  or  lower 
than  at  present.  Moreover,  it  is  uncertain  to  what  extent  women  will 
participate  in  gainful  employment  during  the  next  25  years  and  at 
what  age  young  people  will  begin  work.  Reasonable  assumptions  on 
these  doubtful  points,  however,  still  lead  to  the  conclusion  that  the 
total  number  of  nonworkers  per  active  worker  will  probably  not 
increase  over  the  long  range,  or  if  so  by  only  a  slight  amount,  but  it  is 
more  likely  that  there  will  be  a  further  moderate  long  term  decline. 
Over  the  next  few  years,  however,  there  may  be  some  increase  in  the 
ratio  because  of  the  very  large  number  of  births  since  1945.  The  effect 
of  these  births  on  the  labor  force  will  not  be  felt  until  about  1960-65 
but  in  the  meantime  they  tend  to  raise  the  ratio  by  increasing  the  num- 
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ber  of  nonproducers.  Any  increase  over  the  long  range  that  might 
occur  would  arise  only  if  birth  rates  are  very  high  continuously  or  if 
employment  conditions  become  very  unfavorable  so  that  many  persons 
drop  out  of  the  labor  force.  In  1975  the  ratio  of  nonworkers  to  workers 
will  probably  be  very  much  as  it  is  today  or  even  somewhat  more 
favorable,  perhaps  120  to  130  nonproducers  to  100  workers  (and 
certainly  no  more  than  140  to  100)  as  against  135  to  100  today.  By 
then,  however,  assuming  the  same  rate  of  retirement  as  today,  the 
nonworking  aged  will  probably  represent  not  10  percent  of  the  non- 
producers  as  they  do  now,  but  13  percent.1 

Since  older  persons  who  can  work  by  and  large  seem  to  prefer  to, 
it  is  highly  desirable  (assuming  full  employment  for  younger 
workers)  to  increase  production  by  giving  as  many  of  the  aged  an 
opportunity  to  work  as  possible.  The  population  picture,  however, 
is  not  such  as  to  cause  alarm  if  we  are  successful  in  continuing  to 
employ  as  large  a  proportion  of  the  aged  as  at  present.  It  would,  of 
course,  be  a  significant  loss  to  the  economy  if  in  the  future  an  even 
smaller  proportion  of  the  aged  were  to  work.  If,  for  example,  retire- 
ment at  age  65  became  general,  the  group  requiring  pensions  in  1975 
would  be  perhaps  20  million  (including  1.5  million  more  wives)  in- 
stead of  14  million  and  the  national  product  would  be  reduced  during 
periods  of  full  employment  by  the  extent  of  the  contribution  of  about 
4.5  million  workers. 

Not  only  may  there  be  somewhat  fewer  nonproducers  per  worker  in 
1975  but  almost  certainly  each  worker  will  be  able  to  produce  more. 
This  has  been  the  trend  over  the  last  100  years  and  there  is  every 
reason  to  believe  that  it  will  continue. 

The  increase  in  the  productivity  of  workers  comes  about  largely 
because  of  an  increase  in  the  amount  of  capital  equipment  which  the 
worker  can  command  and  improvements  in  management  and  the 
methods  of  using  that  equipment.  The  best  available  estimates  indi- 
cate that  over  the  past  several  decades,  the  average  increase  in  output 
per  man-hour  has  been  more  than  2  percent  per  year. 

In  the  fiscal  year  1952,  the  national  income  was  about  $285  billion. 
On  the  assumption  of  a  2  percent  per  year  increase  in  productivity 
and  a  1%  percent  per  year  increase  in  the  labor  force,  the  national 
income  in  1975  would  be  about  $600  billion  in  terms  of  1951  prices. 
This  would  mean  a  per  capita  income  of  $3,000  (1951  prices)  as  com- 
pared with  the  present  per  capita  income  of  $1,830. 

It  is  quite  clear  that  if  we  are  at  all  successful  in  continuing  eco- 
nomic progress,  our  standard  of  living  is  not  threatened  by  the  grow- 
ing number  of  retired  aged. 

WHAT  IS  THE  SIZE  OF  THE  PENSION  COMMITMENTS  WE  ARE  MAKING? 

Although  our  standard  of  living  is  not  threatened  in  absolute  terms 
by  pensions,  it  is  still  possible  that  "too  much"  of  the  future  national 
income  is  being  committed  to  retired  persons  in  comparison  with  the 
rest  of  the  population.   Are  the  pension  commitments  which  we  are 


1  Based  In  part  on  information  contained  In  Long-Term  Projections  of  the  Labor  Force, 
a  paper  by  Harold  Wool  presented  to  the  Conference  on  Income  and  Wealth  of  the  National 
Bureau  of  Economic  Research,  May  25,  1951,  and  A  Projected  Growth  of  the  Labor  Force 
in  the  D.  S.  Under  Conditions  of  High  Employment :  1950  to  1975  ;  Current  Population 
Report,  Labor  Force,  U.  S.  Bureau  of  Census,  Series  P-50,  No.  42,  December  10,  1952. 
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making  for  1075  to  the  14  million  or  so  aired  nonworking  persons 
reasonable  when  measured  against  a  $600  billion  national  income? 

In  one  sense  this  question  cannot  be  realistically  considered  in  terms 
of  present  dollar  commitments.  If  we  achieve  a  $600  billion  national 
income  in  1975  (1951  prices),  pensions  will  undoubtedly  be  more 
liberal  in  order  to  reflect  the  higher  standard  of  living. 

Although  there  have  been  occasional  sharp  ups  and  downs,  the 
general  trend  of  wages  and  the  level  of  living  has  been  upward 
throughout  the  history  of  the  United  States.  This  long-range  trend 
of  money  wages  and  the  standard  of  living  will  undoubtedly  continue 
to  be  in  this  direction  during  the  next  quarter  century.  The  future 
price  trend  is  less  certain  but  it  is  likely  to  be  upward. 

The  dynamic  character  of  these  fundamental  economic  factors  cre- 
ates serious  problems  for  pension  planning.  A  worker  and  his  em- 
ployer start  contributing  toward  a  retirement  benefit  when  the  worker 
is  a  young  man,  but  when  he  reaches  age  65  he  will  find  that  the  money 
amount  which  seemed  adequate  at  the  time  the  system  was  established 
is  now  completely  insufficient. 

There  are  two  different  factors  present  here.  If  the  price  level  has 
risen  it  means  that  the  same  money  amount  at  a  later  date  will  not  buy 
as  much  as  it  would  when  the  system  was  planned.  Even  if  prices 
did  not  rise,  however,  the  amounts  would  still  be  considered  inade- 
quate because  the  general  standard  of  living  of  the  community  will 
have  risen.  What  were  once  considered  luxuries  become  necessities 
and  a  content  of  living  which  seemed  adequate  in  1900  was  below  the 
poverty  line  in  1950.  It  is  not  enough,  therefore,  for  pensions  to 
maintain  a  constant  purchasing  power.  They  must  keep  pace  in  the 
long  run  with  the  rising  standard  of  living. 

It  is  extremely  unlikely  that  the  dollar  benefits  which  would  result 
from  present  commitments  will  keep  pace  with  a  rising  level  of  living. 
This  would  happen  only  if  there  were  a  sufficient  drop  in  the  price 
level  to  reflect  the  increases  in  productivity.  It  is  much  more  likely 
that  the  dollar  benefits  now  promised  will  have  to  be  increased. 

It  seems  best,  therefore,  to  measure  pension  commitments  for  1975 
on  two  different  bases,  (1)  assuming  as  a  minimum  the  maintenance 
of  the  purchasing  power  of  benefits,  and  (2)  assuming  liberalizations 
sufficient  to  keep  up  with  a  rise  in  real  wages.  Legal  commitments 
of  course  may  well  be  lower  than  is  shown  by  any  of  these  estimates. 
If  one  were  to  assume  a  rising  price  level  over  the  next  25  years  and 
pension  payments  were  not  increased  enough  to  maintain  their  pur- 
chasing power,  then  pension  payments  as  a  percentage  of  national 
income  would  be  lower  than  indicated  in  any  of  these  estimates. 

The  validity  of  the  dollar  estimates  which  follow  are  dependent  on 
the  achievement  of  a  $600  billion  national  income.  This  is  not  true  of 
the  percentage  figures  which  are,  perhaps,  the  more  significant.  If 
productivity  increases  less  than  has  been  assumed,  then  pensions  will 
not  be  liberalized  as  much  as  they  otherwise  would.  The  national 
income  will  also  be  smaller,  however,  and,  in  that  event,  pensions 
might  represent  about  the  same  percentage  of  the  lower  national 
income  as  liberalized  benefits  might  represent  of  a  much  higher 
national  income. 

On  the  basis  of  maintaining  the  1951  purchasing  power  promised  in 
the  present  law,  the  old-age  and  survivors  insurance  program  will  in 
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1975  be  paying  about  10  million  persons  past  65  approximately  $8 
billion  (1951  prices)  or  1,2  percent  of  a  $600  billion  national  income.2 
Assuming  that  the  program  is  constantly  liberalized  to  keep  up  with 
a  rising  level  of  living  and  that  its  coverage  is  extended  to  include  all 
employments  not  now  covered  under  any  Government  plan,  it  will  be 
paying  in  1975  about  $14  billion,  or  2.3  percent  of  the  estimated 
national  income. 

All  other  Government  retirement  plans  will  be  making  to  those  65 
and  over  payments  of  about  $2.5  billion  (0.4  percent  of  the  national 
income)  on  the  assumption  of  guaranteeing  the  purchasing  power  of 
present  provisions,  and  about  $5  billion  (0.8  percent  of  the  national 
income)  under  the  assumption  of  adjustments  taking  into  account  a 
rising  level  of  living. 

It  is  much  more  difficult  to  get  an  idea  of  the  commitments  being 
made  through  private  plans,  but  they  may  be  of  this  general  magni- 
tude: under  the  assumption  of  a  guarantee  of  purchasing  power — 
$600  million,  or  0.1  percent  of  the  national  income  in  1975;  under  the 
assumption  that  benefits  will  be  constantly  liberalized  to  reflect  a  ris- 
ing standard  of  living,  that  eligibility  conditions  will  be  greatly  liber- 
alized, and  that  coverage  will  be  gradually  increased  from  the  present 
15  percent  of  the  labor  force  to  over  half  of  the  labor  force  by  1975, 
$3  billion,  or  0.5  percent  of  the  national  income,  would  be  the  figures.3 

Taking  all  the  retirement  plans  together,  a  guaranty  of  purchasing 
power  might  result  by  1975  in  retirement  pay  representing  1.6  percent 
of  the  national  income.  With  benefits  constantly  liberalized  to  keep 
up  with  productivity  increases  and  with  greatly  expanded  coverage, 
retirement  pay  in  1975  might  represent  3.7  percent  of  the  national 
income.4 

There  would  seem  to  be  little  point  in  hazarding  a  guess  concerning 
the  level  of  retirement  pay  in  periods  even  more  remote  than  1975. 
It  is  possible  that  sometime  after  1975  the  American  economy  will  be 
adversely  affected  by  a  depletion  of  major  natural  resources  and  a  fail- 
ure of  invention  and  imports  to  provide  adequate  substitutes.  We  are, 
for  example,  using  up  our  easily  available  oil  resources  at  an  extremely 
rapid  rate  and  conceivably  even  coal  and  iron  might  be  scarce  in  the 
next  century.  The  rise  in  the  level  of  living,  which  short  of  atomic 
war  seems  reasonably  certain  over  the  next  25  years,  could  be  reversed 
in  the  long  run.  On  the  other  hand,  the  development  of  new  sources 
of  power  such  as  atomic  energy  might  mean  a  rapid  acceleration  in  the 
rate  of  productivity  increases.  VVe  may  be  sure,  in  any  event,  that 
radical  changes  in  the  productivity  of  the  economy  in  the  remote 
future  will  call  for  adjustments  in  retirement  pay. 


3  All  estimates  for  old-age  and  survivors  Insurance  used  In  the  report  are  based  on  tlie 
Intermediate  cost  assumptions  used  in  the  actuarial  cost  estimates  for  that  program. 
There  is,  of  course,  a  wide  range  of  possible  costs  for  this  program  depending  on  the 
assumptions  used.     (See  p.  67.) 

3  The  $600  million  figure  is  based  on,  (1)  the  population,  and  thus  the  coverage  under 
private  pension  plans,  increasing  at  the  rate  of  1  percent  per  year,  and  (2)  the  present  4 
percent  ratio  of  pensioners  to  coverage  gradually  increasing  to  S  percent  by  1975  with  no 
change  in  average  benefit  (because  of  the  gradually  increasing  payments  under  "insured" 
and  "final  salary"  plans  being  counterbalanced  by  the  greater  number  of  pensioners  under 
"offset"  plans  which  have  lower  pensions).  The  $3  billion  figure  is  based  on,  (1)  new 
coverage  in  1975  being  three  times  the  present  coverage,  (2)  the  ratio  of  pensioners  to 
persons  covered  for  such  new  coverage  being  4  percent  in  1975,  and  (.3)  the  average  pen- 
sion to  he  double  that  now  in  effect  (In  order  to  reflect  the  rise  in  standards  of  living,  as 
indicated  by  the  assumed  increase  in  productivity). 

4  Because  of  rounding  the  figures,  the  total  for  all  types  of  [dans  together  differs  from 
the  sum  of  the  percentages  for  the  Individual  programs. 
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WHAT  IS  THE  EFECT  OF  PENSION  ARRANGEMENTS  ON  THE  TOTAL  VOLUME 

OF  PRODUCTION  ? 

First  of  all,  are  there  factors  in  some  retirement  plans  which  may 
have  an  adverse  effect  on  the  total  volume  of  production  ?  Although 
no  quantitative  measurement  is  possible,  the  answer  to  this  question 
is  in  the  affirmative.  Certain  plans  may  adversely  affect  the  employ- 
ment of  older  workers  and  the  mobility  of  labor. 

Effects  of  present  pension  arrangements  on  the  employment  of  older 
workers 

If  pension  arrangements  are  such  as  to  decrease  the  employment 
of  older  workers  and  if,  as  a  result,  the  total  number  of  "persons  at 
work  is  reduced,  there  is  a  decrease  in  production  which  can  be 
attributed  to  pensions.  It  is  easy,  however,  to  exaggerate  the  loss 
of  production  associated  with  the  failure  to  employ  all  older  workers 
who  seek  jobs.  Older  workers  are,  of  course,  only  one  group  among 
several  whose  capacities  are  frequently  under-utilized.  Industry  may 
also  fail  to  employ  fully  the  handicapped,  women  who  seek  work, 
racial  minorities  or  other  groups.  In  the  recession  phase  of  the  busi- 
ness cycle,  older  workers  may  be  employed  in  place  of  other  workers 
and  under  such  circumstances  production  is  not  lost  by  laying  off  the 
older  person.  Nevertheless,  attention  should  be  given  to  the  effect  of 
pension  arrangements  on  the  employment  of  older  workers.  Pensions 
may  affect  the  employment  of  older  workers  either  through  being  a 
barrier  to  their  employment  or  through  encouraging  retirement  at  an 
earlier  age  than  is  necessary. 

The  extent  to  which  private  pension  plans  discourage  the  hiring  of 
older  workers  is  largely  a  question  of  whether  or  not  the  older  person 
seeking  work  brings  with  him  to  a  new  job  substantial  retirement 
rights.  In  hiring  an  older  worker  who  does  not  already  have  rights 
to  a  deferred  annuity,  the  employer  is  faced  either  with  the  expense  of 
providing  a  pension  greater  than  his  responsibility  to  the  worker  on 
the  basis  of  length  of  service  would  justify,  or  with  the  onus  of  later 
retiring  him  on  an  inadequate  pension.  The  employer's  solution  of 
this  dilemma  may  be  not  to  hire  the  older  worker  at  all.  However, 
since  all  industrial  workers  now  bring  with  them  to  the  new  job  sub- 
stantial retirement  rights  under  old-age  and  survivors  insurance,  lack 
of  early  vesting  probably  has  less  effect  in  many  private  plans  on  the 
hiring  of  the  older  worker  than  before  the  1950  amendments  to  the 
Social  Security  Act.  It  is  now  possible  for  employers  to  grant  to  older 
workers  pension  rights  commensurate  with  remaining  years  of  service, 
or  for  that  matter  no  private  plan  rights  at  all,  without  running  as 
grave  a  risk  of  community  censure.  Private  pensions,  then,  are  no 
longer  necessarily  a  barrier  to  the  employment  of  older  workers,  al- 
though in  practice  some  employers  may  refuse  to  hire  those  who  are 
beyond  the  age  of  eligibility  for  retirement  plan  participation.  It 
would  be  highly  desirable  to  study  the  detailed  operations  of  private 
plans  with  a  view  to  determining  how  best  to  eliminate  those  factors 
which  may  still  have  an  undesirable  effect  on  the  employment  of  the 
older  worker. 

It  would  also  be  desirable  to  know  to  what  extent,  if  at  all,  the  grant- 
ing of  private  pensions  results  in  encouraging  employers  to  retire  those 
who  are  able  to  work  and  in  encouraging  workers  to  retire  even  though 
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employers  are  willing  to  keep  them  on.  Moreover,  how  many  of  those 
who  retire  from  their  regular  jobs  take  up  some  other  kind  of  gainful 
employment?  In  other  words,  to  what  extent  does  the  pension  ac- 
tually result  in  fewer  older  people  making  an  economic  contribution 
and  to  what  extent  does  it  merely  provide  income  for  those  who  would 
not  be  in  employment  anyway  ? 

In  the  past,  private  pension  plans  have  been  associated  with  a  policy 
of  compulsory  retirement  at  a  fixed  age.  In  a  study  of  pension  plans 
in  Minneapolis  conducted  by  the  University  of  Minnesota  Industrial 
Relations  Center  in  the  spring  of  1950,  it  was  found  that  "of  the  non- 
pension  firms  93  percent  keep  on  'most  or  all'  hourly  employees,  and 
87  percent  keep  on  'most  or  all'  salaried  employees  after  65 ;  but  of 
the  pension  firms  only  33  percent  keep  on  'most  or  all'  hourly  paid  and 
only  26  percent  keep  on  'most  or  all'  salaried  employees  after  65."  5  To 
what  extent  can  a  flexible  retirement  age  be  introduced  into  these 
plans? 

As  indicated  in  part  I  of  this  report,  experience  under  the  public 
program  so  far  indicates  that  workers  past  65  generally  prefer  to 
continue  in  employment  if  they  are  able  to  do  so  in  spite  of  the  avail- 
ability of  retirement  benefits  in  the  amount  now  payable.  Preference 
for  work  rather  than  retirement  is  perhaps  less  categorical  where  part- 
time  employment  is  involved.  It  is  true  that  some  individuals  may, 
under  the  present  old-age  and  survivors  insurance  retirement  provi- 
sion, refrain  from  taking  or  increasing  the  amount  of  their  part-time 
employment  because  the  earnings  would  exceed  $75.  A  part-time  job, 
if  it  nets  earnings  barely  more  than  retirement  pay,  may  not  be  worth 
taking  from  the  beneficiary's  point  of  view  if  it  means  losing  the 
retirement  benefit.  For  this  reason,  the  amount  which  an  individual 
can  earn  before  his  benefit  is  suspended  should  be  high  enough  to  permit 

E art-time  employment  without  penalty.    It  should  not  be  so  high, 
owever,  as  to  create  a  preference  among  any  large  number  of  people 
for  part-time  jobs  over  full-time  employment. 

There  is  no  evidence  to  indicate  that  the  retirement  test  in  old-age 
and  survivors  insurance  has  caused  any  significant  number  of  people 
to  forego  employment  in  order  to  secure  benefits.  The  elimination  of 
the  retirement  test  on  these  grounds  would,  therefore,  be  inadvisable 
and  would  greatly  increase  costs.  If  old-age  and  survivors  insurance 
paid  an  annuity  at  age  65  without  regard  to  employment,  it  would  be 
paying  benefits  in  1975  not  to  10.5  million  persons  65  and  over,  but  to 
12.5  million.  The  additional  benefits  wouid  go,  by  and  large,  to  per- 
sons who  were  still  earning  as  they  had  at  younger  ages. 

Possible  effect  of  pension  plans  on  the  mobility  of  the  labor  force 
Pension  arrangements  would  also  have  adverse  efFects  on  produc- 
tion if  they  were  to  inhibit  a  desirable  degree  of  mobility  in  the  labor 
force.  It  is  important  that  many  workers  be  willing  to  change  jobs. 
New  industries  can  be  developed  only  with  the  help  of  workers  from 
older  industries.  Without  geographical  and  industrial  mobility 
among  American  workers  the  development  of  the  automobile  indus- 
try, for  example,  would  have  been  impossible.  From  the  standpoint 
of  the  public  interest  and  to  promote  the  welfare  of  the  individual, 


8  Harland  Fox,  Utilization  of  Older  Manpower,  Harvard  Business  Review,  November 
1951. 
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we  should  in  general  encourage  workers  to  try  out  at  better  jobs  in 
which  they  may  be  more  productive.  We  should  not  put  grave  pen- 
alties in  the  way  of  enterprise  and  initiative. 

Some  private  plans,  particularly  those  without  vesting  privileges, 
set  a  very  high  price  on  a  worker  changing  his  job.  This  is  particu- 
larly true  of  older  workers  who  have  been  with  a  company  for  a  long 
period  of  time.  Under  many  plans  the  worker  gets  nothing  if  he 
leaves  before  retirement  age  and,  in  leaving,  may  forfeit  pension  rights 
worth  $10,000  to'$15',000. 

Some  plans  are  purposely  designed  this  way  as  a  method  of  hold- 
ing experienced  workers.  Other  plans  omit  all  provision  for  vesting, 
not  in  order  to  hold  workers  but  in  order  to  keep  down  the  cost  of  the 
plan.  If  the  plan  pays  only  those  who  stay  on  and  gives  nothing  to 
those  who  leave,  it  may  cost  only  a  third  as  much  as  a  fully  vested 
plan  would  cost.  The  collective  bargaining  plans,  for  example,  gen- 
erally do  not  have  vesting  because  the  unions  were  interested  in  se- 
curing as  high  benefits  as  possible  with  the  funds  available  for  those 
about  to  retire  at  the  time  the  plans  were  inaugurated. 

The  provision  of  early  vesting  is  desirable  from  the  standpoint  of 
the  worker  and  the  economy.  Many  companies,  too,  now  believe  that 
they  gain  more  in  high  morale  by  a  generous  policy  of  vesting  than 
they  would  gain  by  holding  workers  through  the  design  of  the  pen- 
sion plan.  The  worker  who  stays  on  because  of  the  promise  of  a  pen- 
sion is  not  always  the  one  the  company  wants  most  to  keep.  In  addi- 
tion to  high  costs,  perhaps  the  biggest  barrier  to  the  widespread  adop- 
tion of  early  vesting  is  the  frequent  lack  of  interest  on  the  part  of 
young  workers  in  deferred  annuities — if  there  is  something  coming  to 
them  many  want  the  cash  when  they  leave  the  employer — and  the 
feeling  on  the  part  of  a  group  within  management  that  the  company 
has  little  obligation  to  the  worker  who  leaves  of  his  own  free  will. 

The  degree  to  which  those  private  plans  without  substantial  vesting 
inhibit  a  desirable  degree  of  mobility  among  the  working  force,  de- 
pends to  a  considerable  extent  on  the  adequacy  of  the  public  plan  which 
does  follow  the  worker  from  job  to  job  and  the  amount  of  additional 
protection  furnished  by  the  supplementary  private  program.  If  non- 
vesting  private  plans  supplied  most  of  the  retirement  income  or  if 
there  were  no  public  plan  at  all,  the  effects  of  private  plans  on  mobility 
might  well  be  considerable.  Under  present  arrangements,  however, 
whei'e  in  mass  production  industry  the  public  pension  will  supply 
from  one-half  to  three-fourths  of  the  retirement  income  for  hourly 
workers,  the  effect  is  considerably  weakened.  Under  these  circum- 
stances, other  factors  such  as  the  security  of  employment  and  other 
special  privileges  of  seniority  are  probably,  in  most  instances,  more 
important  than  pension  rights  in  determining  whether  or  not  a  worker 
is  willing  to  leave  a  given  employer. 

Nevertheless,  pensions  when  added  to  other  factors  may  have  an 
inhibiting  effect  on  the  willingness  of  a  significant  number  of  older 
workers  to  change  jobs.  To  determine  the  extent  to  which  this  is  true 
would  require  considerable  research  and  study.  Any  such  study 
should  include  the  various  Government  programs.  Nonvesting  State 
and  local  government  plans  may  act  as  a  barrier  to  mobility  to  an  even 
greater  extent  than  private  plans  since,  under  these  Government  sys- 
tems, the  workers  do  not  have  the  basic  protection  of  old-age  and 
survivors  insurance.   For  Government  Avorkers,  a  change  to  another 


PENSIONS   IN  THE   UNITED  STATES 


47 


kind  of  job  m;iy  have  even  more  serious  effects  on  pension  rights  than 
in  the  case  of  industrial  workers. 

The  fact  that  certain  jobs  are  not  covered  under  old-age  and  survi- 
vors insurance  may  also  prevent  some  workers  from  taking  those  jobs. 
The  lack  of  coverage  might  result  in  a  significant  loss  of  production. 

To  what  extent  do  retirement  systems  contribute  to  a  greater  national 
product? 

To  the  extent  that  contributions  to  pension  plans  result  in  a  reduc- 
tion of  expenditures  that  would  otherwise  bs  made  they  increase  sav- 
ing in  the  aggregate.  It  is  recognized  that  at  certain  periods  in  the 
business  cycle  an  increase  in  saving  may  create  difficulties  and  require 
countermeasures.  In  the  long  run,  however,  it  is  likely  that  a  higher 
rate  of  saving  will  facilitate  the  financing  of  an  expansion  in  produc- 
tive capacity.  An  increase  in  productive  capacity  will  in  turn  permit 
a  greater  increase  in  production  and  the  future  standard  of  living. 
The  effect  of  an  increase  in  'pension  funds  on  investment  is  most 
clearly  recognizable  when  the  funds  of  private  pension  plans  are  in- 
vested directly  in  additions  to  productive  enterprise.  The  same  effect 
may  also  occur  indirectly  when  the  funds  are  invested  in  existing 
stocks  or  obligations  of  corporations  or  in  Government  bonds.  In 
these  cases  funds  will  be  released  for  new  private  investments  if  and 
when  a  demand  for  additional  funds  exists. 

It  is  very  difficult,  however,  to  determine  the  extent  to  which  pen- 
sions in  the  future  will  be  financed  from  savings  which  would  not  have 
been  made  in  any  event  for  some  other  purpose.  This  is  an  important 
matter  for  further  investigation.  It  is  significant  that  in  pension 
systems  we  are  dealing  largely  with  forced  savings  and  savings  dedi- 
cated to  a  specific  purpose,  a  purpose,  incidentally,  for  which  people 
have  not  saved  on  a  large  scale  in  the  past.  Moreover,  there  are  indica- 
tions that  a  widespread  public  insurance  program  actually  increases 
the  interest  of  people  in  saving  on  their  own  and  in  buying  private 
insurance.  Coverage  by  a  social  insurance  system  brings  adequate 
provision  for  old  age  within  reach  and  gives  people  an  incentive  to 
add  private  savings  and  insurance.  Without  social  insurance  many 
would  see  little  hope  of  avoiding  dependence  on  relatives  and  old-age 
assistance.  All  in  all,  it  is  not  unlikely  that  in  spite  of  retirement 
systems  people  will,  want  to  accumulate  nearly  as  much  in  individual 
savings  as  they  would  have  otherwise. 

Less  tangible,  but  nonetheless  real,  are  the  contributions  to  produc- 
tion which  pensions  can  make  in  other  ways.  Retirement  plans  can 
help  to  keep  industrial  leadership  aggressive  by  making  it  easier  to 
retire  the  unfit  among  the  aged  and  thus  promote  young  men  of 
promise.  In  the  same  way,  to  the  extent  that  pensions  make  for  a 
healthier,  happier  labor  force  by  relieving  current  workers  of  a  source 
of  worry,  they  undoubtedly  make  an  indirect  contribution  to  produc- 
tion. (Some  plans,  however,  may  have  the  opposite  effect.  In  requir- 
ing long  years  of  service  they  may  make  the  employee  too  dependent 
on  a  particular  employer  and  a  particular  job.) 

Contrary  to  popular  impression,  certain  kinds  of  retirement  plans — 
those  which  do  not  tie  a  worker  to  a  particular  job — promote  risk- 
taking.  With  basic  protection  assured,  workers  and  self-employed 
persons  are  more,  rather  than  less,  likely  to  take  chances,  to  try  out 
new  jobs,  to  start  new  enterprises.    It  is  one  of  the  functions  of 
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insurance  of  any  kind  to  spread  a  risk  and  so  make  it  bearable  for  the 
individual;  he  can  then  afford  to  take  a  chance.  It  is  a  mistake  to 
assume  that  insurance  and  social  security  arrangements  promote  cau- 
tion. They  are  much  more  likely  to  promote  enterprise  and  risk- 
taking — factors  greatly  needed  in  our  economy.  As  stated  by  the 
Advisory  Council  on  Social  Security  to  the  United  States  Senate  Com- 
mittee on  Finance,  "A  properly  designed  social-security  system  will 
reinforce  the  drive  of  the  individual  toward  greater  production  and 
greater  efficiency,  and  will  make  for  an  environment  conducive  to  the 
maximum  of  economic  progress."  Moreover,  as  the  Council  pointed 
out,  "*  *  *  the  very  success  of  the  economy,  while  creating  op- 
portunities, also  increases  risks.  Hence,  the  more  progressive  the 
economy,  the  greater  is  the  need  for  protection  against  economic 
hazards."  6 

An  increasing  volume  of  goods  and  services  is  dependent  not  only 
on  the  availability  of  raw  materials,  capital  equipment,  improvements 
in  the  organization  of  industry,  and  skilled  and  willing  manpower,  but 
also  on  the  ability  to  employ  fully  the  productive  resources  available. 
In  the  past  we  have  periodically  failed  to  achieve  reasonably  full  use 
of  our  economic  resources. 

One  factor  in  the  prevention  of  depression  periods  or  in  mitigating 
their  severity  is  the  effectiveness  of  institutional  devices  for  main- 
taining consumer  demand.  Recessions  deepen  into  depressions  partly 
because  some  unemployment  causes  additional  unemployment  as  more 
and  more  persons  are  unable  to  buy  what  the  economy  can  produce. 
Insofar  as  pensions  give  a  large  segment  of  the  consuming  public  an 
assured  regular  income  which  is  independent  of  the  business  cycle, 
they  have  a  steadying  effect  on  demand.  Moreover}  the  availability 
of  pensions  for  older  workers  who  become  unemployed  and  later  drop 
out  of  the  active  labor  force  altogether  compensates  in  part  for  the 
loss  of  earned  income.  Pensions  then  will,  at  certain  phases  of  the 
business  cycle,  add  to  the  total  volume  of  production  through  main- 
taining purchasing  power  and  thus  employing  otherwise  idle  man- 
power and  capital. 

All  things  considered,  it  is  unlikely  that  existing  pension  arrange- 
ments have  an  adverse  effect  on  the  total  volume  of  production.  It 
is  more  likely  that  the  effect  is  favorable. 

IS  THE  BURDEN  ON  THE  COMMUNITY  OF  CARING  FOR  THE  AGED  GREATER 
OR  SMALLER  THAN  IT  WOULD  BE  IN  THE  ABSENCE  OF  PENSIONS  ? 

Pension  commitments  do  not,  of  course,  measure  the  increase  in  the 
flow  of  goods  and  services  going  to  the  aged  as  a  result  of  pensions. 
In  the  absence  of  organized  plans,  those  who  retire  in  the  future 
would,  in  most  cases,  obtain  at  least  the  goods  and  services  necessary 
for  a  minimum  level  of  living.  To  a  considerable  extent  they  would 
be  supported  by  children  and  other  relatives  and  by  the  community 
through  public  assistance. 

It  is  likely  that  retirement  systems  will  result  in  the  future  in  a 
larger  proportion  of  retired  persons  obtaining  a  level  of  living  above 


"  Recommendations  for  Social  Security  Legislation,  the  Reports  of  the  Advisory  Council 
on  Social  Security  to  the  Senate  Committee  on  Finance.  U.  S.  Government  Printing 
Office,  Washington,  1949,  p.  1. 
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a  bare  minimum  than  would  be  true  without  such  systems.  (With  or 
without  retirement  systems,  some  retired  persons,  of  course,  will  secure 
a  higher  than  minimum  level  of  living  as  a  result  of  individual  sav- 
ing.) The  absence  of  a  means  test  in  old-age  and  survivors  insur- 
ance and  the  relatively  high  level  of  benefits  paid  by  some  private  sys- 
tems makes  this  probable.  How  much  of  an  increase  in  the  flow  of 
goods  and  services  going  to  the  aged  can  be  attributed  to  pension  ar- 
rangements cannot  be  accurately  determined. 

Retirement  systems  are  not  necessarily  a  burden  to  the  community, 
however,  even  to  the  extent  that  they  increase  the  flow  of  goods  and 
services  to  the  retired  group  over  what  it  would  be  in  the  absence  of 
pensions.  They  constitute  a  burden  to  the  community  only  insofar 
as  others  must  limit  their  consumption  because  the  pensioners  are 
getting  more  than  they  would  in  the  absence  of  pensions.  To  the 
extent  that  the  increased  flow  of  goods  and  services  going  to  pen- 
sioners is  the  result  of  increased  production  brought  about  by  the 
pension  arrangements  themselves,  there  is  no  additional  burden  to 
the  community.  Moreover,  to  the  extent  pensions  are  paid  for  by  the 
earlier  contributions  of  pensioners,  either  direct  or  indirect,  the  pen- 
sion arrangements  would  not  require  a  reduction  in  consumption  on 
the  part  of  others. 

Employee  contributions  to  retirement  funds,  whether  public  or  pri- 
vate, are  in  the  nature  of  savings  and  the  incidence  of  the  contribution 
probably  remains  where  the  contribution  is  first  imposed.  The  final 
incidence  of  the  employers'  contribution — whether  on  the  worker  in 
the  form  of  lower  wages,  on  the  consumer  in  terms  of  higher  prices, 
or  on  the  owner  because  of  lower  profits — depends  on  the  interaction 
of  a  variety  of  factors.  The  nature  of  the  market  for  the  product 
will  determine  the  extent  to  which  demand  falls  off  if  the  price  is 
raised  and  thus  controls  the  ability  of  the  employer  to  pass  his  contri- 
bution on  in  the  price.  Is  there  a  strong  labor  union  which  makes 
it  difficult  to  pass  on  the  contribution  as  a  lower  wage?  Will  estab- 
lishment of  a  pension  fund  and  the  employers'  contribution  be  a 
substitute  for  a  larger  increase  in  wage  rates  which  would  have  had 
to  be  granted  in  the  absence  of  a  pension  plan?  What  is  the  degree 
of  competition  in  the  industry?  What  are  the  Government's  wage 
and  price  policies?  Perhaps  all  that  may  be  safely  said  about  the 
final  incidence  of  the  employer's  contribution  is  that,  in  general,  it 
does  rest  in  part  on  the  future  pensioner  in  his  role  as  wage  earner 
and  consumer.  Taking  into  account  both  the  employer  and  employee 
contribution,  it  may  be  said  that  to  a  considerable  extent  future  pen- 
sioners are  paying  for  their  pensions  by  current  reduction  in  expendi- 
tures. 

Considering  the  extent  to  which  pensions  are  financed  by  the  earlier 
savings  of  pensioners  and  considering  the  contribution  which  pension 
arrangements  make  to  production,  it  is  not  unlikely  that  retirement 
systems  result  in  less  of  a  burden  on  others  in  the  community  than 
would  exist  in  the  absence  of  these  systems. 

PROBLEMS  OF  FUND  ACCUMULATION 

At  present,  the  most  significant  economic  characteristic  of  private 
pension  plans  is  that  they  are  primarily  a  method  of  collecting  money 
now  in  order  to  pay  benefits  later.  Most  plans  are  relatively  new  so 
that  there  are  few  pensioners,  probably  only  about  350,000  age  65  and 
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over  in  the  whole  country  (500,000  when  the  wives  65  and  over  are 
counted  as  recipients),  but  money  is  being  set  aside  for  the  future 
retirement  pay  of  many  millions  of  current  workers.  Ultimately,  the 
money  going  to  retired  workers  in  pensions  may  exceed  that  being  set 
aside  for  current  workers  (the  difference  being  made  up  by  earnings 
on  the  accumulated  funds) .  For  the  next  few  decades,  however,  pen- 
sion payments  will  represent  a  relatively  small  proportion  of  what 
private  industry  sets  aside  to  cover  future  payments.  In  1951,  as 
indicated  in  part  I,  perhaps  $800  million  was  paid  out  in  private  pen- 
sions, including  amounts  paid  to  retired  workers  under  65,  but  about 
$1.8  to  $2.0  billion  was  added  to  pension  funds.  What  will  be  the 
probable  size  of  this  fund  accumulation  in  the  future,  what  will  be  its 
effect  on  the  capital  markets,  and  how  effective  will  these  funds  be  in 
providing  future  old-age  security? 

It  is  very  difficult  to  make  a  reasonable  estimate  of  what  the  rate  of 
private  fund  accumulation  will  be,  for  many  of  the  factors  which  enter 
into  the  estimates  are  highly  uncertain.  Some  factors  tend  to  decrease 
the  rate  of  fund  accumulation  and  other  factors  tend  to  increase  the 
rate.  Factors  tending  to  decrease  the  rate  include  an  increase  in  the 
number  of  pensioners  as  plans  mature,  an  increase  in  benefit  amounts 
to  keep  up  with  current  wage  and  cost-of-living  levels  (which  is  more 
than  offset,  however,  by  higher  contributions  required  if  fully  funded ) , 
and  a  decrease  in  funding  for  past  service  as  these  costs  are  gradually 
amortized.  For  example,  a  plan  which  cost  12  percent  of  pay  roll 
during  the  first  12  years  when  past  seiwice  credits  were  being  funded 
might  cost  only  7  percent  of  payroll  thereafter.  Moreover,  at  present 
with  taxes  high  there  are  advantages  in  funding  generously  and  for 
funding  past  service  credits  within  the  shortest  period  in  which  the 
amount  may  be  taken  as  a  tax  deduction  (approximately  12  years). 
Under  less  favorable  business  conditions  or  with  lower  taxes  the  rate 
of  funding  could  be  considerably  reduced. 

Factors  tending  in  the  opposite  direction  include  the  need  for  addi- 
tional funding  as  benefit  amounts  are  increased  (including  additional 
funding  for  past  service  credits),  the  establishment  of  new  plans,  the 
meeting  by  more  workers  of  minimum  eligibility  requirements  for 
participation  which  are  included  in  some  plans,  increased  earnings  as 
the  funds  build  up,  and,  in  those  plans  geared  to  wages,  increased 
funding  required  by  a  rising  wage  level.  It  is  perhaps  not  unreason- 
able to  assume  that  over  the  next  decade  these  various  factors  may 
offset  each  other.  On  the  basis  of  1951  prices,  the  average  yearly  in- 
crease in  private  pension  funds  during  the  next  10  yeai*s  may  well  be 
around  $2  billion  or  somewhat  more.  Together  with  interest,  this 
would  result  in  aggregate  reserves  of  $33  to  $39  billion  a  decade  in  the 
future  as  compared  with  present  reserves  of  about  $12  billion. 

Under  the  present  tax  schedule,  the  excess  of  income  over  outgo  in 
old-age  and  survivors  insurance  will  average  an  additional  $2  billion 
per  year  during  the  next  10  years,  varying  from  about  $1.5  billion  in 
1953  to  $2.5  billion  in  1960-62.  Other  Government  programs  will 
average  about  $1  billion  additional  per  year,  making  the  average  yearly 
total  of  excess  of  income  over  outgo  for  all  plans,  public  and  private, 
about  $5  billion.  During  inflation  the  accumulation  of  these  funds 
has  been  convenient  but,  of  course,  the  opposite  will  be  true  during  a 
period  of  deflation.  The  impact  of  these  funds  in  a  deflationary  situ- 
ation is,  therefore,  an  important  area  for  study. 
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The  effect  on  the  capital  markets  of  $5  billion  a  year  of  new  funds 
is  an  additional  major  area  for  exploration.  At  present  much  of  the 
basic  information  needed  for  analysis  is  lacking.  Quantitative  infor- 
mation on  private  pension  funds  and  their  investment  is  to  a  consid- 
erable extent  not  available.  Analytical  studies  of  current  investment 
practices  and  comparative  earnings  are  also  needed. 

Among  the  questions  which  should  be  studied  are  the  following : 

/.  Will  pension  funds  continue  to  he  invested  in  Government  and  in- 
dustrial bonds  to  the  same  extent  as  at  present,  or  will  a  larger 
proportion  he  invested  in  equities? 

At  present  about  two-fifths  of  the  private  pension  funds  seeking  in- 
vestment in  a  given  year  are  insured  funds.  Almost  none  of  these 
funds  is  invested  in  equities.  A  growing  emphasis  on  maximizing 
income  and  a  desire  to  protect  the  fund  against  the  effects  of  inflation 
have  led  to  increased  equity  financing  among  trusteed  plans.  A  recog- 
nition that  pensions  will  need  to  be  liberalized  in  the  future  as  the 
standard-of-living  rises  reinforces  this  trend.  Perhaps  about  a  fifth 
of  new  money  going  into  trusteed  funds  is  invested  in  equities. 

Although  a  few  trusteed  plans  have  bought  business  enterprises  (for 
example,  the  General  Tire  &  Rubber  Co.  fund  bought  the  Dan  Lee 
Mutual  Broadcasting  System  in  California),  it  is  not  likely  that 
pension  funds  will  become  an  important  direct  source  of  risk  capital; 
the  equity  financing  by  trusteed  plans  has  been  very  conservative.  Yet 
to  a  considerable  degree  the  money  market  is  a  single  market  and 
more  funds  for  any  purpose  increase  the  supply  available  for  all 
purposes. 

2.  What  tvill  he  the  effect  of  fund  accumulation  on  the  interest  rate? 
An  answer  to  this  question  must  await  some  determination  of  the 

extent  to  which  these  pension  funds  represent  an  increase  in  the  volume 
of  savings  and  the  extent  to  which  they  merely  represent  a  shift  in 
the  form  of  savings.  If  the  volume  of  savings  is  increased  will  the 
increase  be  sufficient  to  affect  the  interest  rate?  A  related  question 
is  whether  the  investment  practices  of  these  funds  will  have  a  con- 
centrated effect  on  certain  types  of  securities,  lowering  the  rate  of 
return  for  the  safer  investments,  or  whether  the  money  market  is  fluid 
enough  for  the  impact  to  be  absorbed  more  or  less  evenly.  The 
effect  of  fund  accumulation  on  the  interest  rate  is  an  important  area 
for  investigation. 

3.  Will  the  investment  policies  of  the  trusteed  plans  have  a  stabilizing 

effect  on  the  stock  market? 
It  is  possible  that  the  growing  tendency  for  trustees  of  pension 
funds  to  invest  in  common  stocks  and  to  emphasize  average  yields 
over  a  long"  period  of  time  rather  than  market  value  might  have  a 
stabilizing  effect  on  the  stock  market.  The  funds  are  earning  funds 
and  there  is  usually  no  need  to  sell.  The  popular  method  of  stock 
purchasing  called  dollar  averaging,  moreover,  calls  for  regular  pur- 
chases of  the  leading  stocks  regardless  of  the  condition  of  the  market. 
This  theory,  based  on  the  idea  that  averaging  is  safer  than  trying  to 
outguess  the  market,  if  applied  on  a  large  scale,  results  in  a  steady 
demand  for  the  better-grade  stocks  and  would  help  prevent  sudden 
drops  in  price.  On  the  other  hand,  since  the  pension  trusts  are  exempt 
from  income  tax  they  can,  if  they  wish,  profitably  take  capital  gains 
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by  shifting  from  stocks  which  they  feel  are  overvalued  to  those  which 
are  undervalued,  or  they  can  shift  part  of  their  holdings  from  stocks 
to  bonds  if  yield  disparities  are  sufficiently  narrowed.  These  prac- 
tices could  serve  valuable  market  functions. 

If..  What  will  be  the  effect  of  a  rising  level  of  living,  and  possibly  rising 
prices  as  well,  on  the  contribution  which  the  present  type  of 
funding  can  make  to  the  financing  of  future  benefits? 
Funding  under  private  plans  is  considered  to  be  necessary  because 
any  given  concern  may  go  out  of  business  and  the  pay-as-you-go 
method  would  result  in  inability  to  meet  accrued  obligations.  More- 
over, since  costs  rise  steeply,  funding  is  advocated  as  a  way  of  reduc- 
ing, through  earnings  on  the  fund,  the  payments  to  meet  benefit  costs 
which  would  be  necessary  in  the  future.  Yet  these  funds  may  be  less 
useful  than  is  now  generally  expected.  Unless  the  funds  are  invested 
in  equities,  a  rising  price  level  greatly  reduces  their  usefulness,  for  as 
suggested  earlier,  benefits  will  need  to  be  liberalized  sufficiently  to 
maintain  at  least  purchasing  power.  For  example,  if  we  were  to  have 
a  price  rise  averaging  as  much  as  2  percent  a  year,  in  35  years  it  would 
mean  a  price  level  twice  as  high  as  at  present  (35  years  because  of 
compounding).  Under  such  conditions,  pensions  would  have  to  be 
twice  as  high  and  funds  invested  at  a  fixed  rate  of  interest  35  years 
earlier  would  be  performing  only  half  the  job  they  had  been  designed 
to  perform.  On  the  other  hand,  if  prices  remain  stable,  benefits  will 
nevertheless  need  to  be  liberalized  to  reflect  productivity  increases  and 
a  rising  level  of  living.  Under  these  circumstances  as  well,  if  the 
funds  are  loaned  at  fixed  interest  rates  rather  than  invested  in  such 
a  way  as  to  share  in  the  gains  arising  from  productivity  increases, 

Sields  on  the  funds  will  meet  a  continually  declining  proportion  of 
3nefit  costs.    The  dilemma  is  a  very  real  one.    Is  it  desirable  to  risk 
the  major  part  of  a  pension  fund  in  stocks? 

The  Teachers  Insurance  and  Annuity  Association  of  America  is 
now  experimenting  with  one  way  of  partly  meeting  this  problem. 
This  association,  which  covers  some  70,000  college  teachers  with  com- 

I)letely  vested  annuities,  is  now  offering  through  an  affiliate,  the  Col- 
ege  Retirement  Equities  Fund,  a  plan  which  would  base  the  part  of 
retirement  pay  coming  from  this  fund  entirely  on  equities.  The 
benefit  payments  will  vary  from  year  to  year  according  to  the  market 
value  and  yields  of  the  equities  held  by  the  Fund. 

In  the  public  pension  programs,  any  attempt  to  finance  a  substantial 
part  of  benefit  costs  through  an  earnings  fund  runs  up  against  the 
same  difficulties.  And,  in  addition,  an  attempt  to  meet  part  of  the 
problem  through  buying  equities  in  productive  enterprises  would  put 
the  Government  in  business  and  raise  serious  questions  concerning  the 
proper  relationship  of  Government  to  private  enterprise.  Fortu- 
nately, in  the  Government  programs  the  continued  existence  of  the 
systems  may  be  assumed  and  the  security  of  the  benefit  can  be  made 
to  rest  on  the  taxing  power  of  the  Government  so  that  funding  is  not 
as  necessary  as  in  private  plans.  Since  the  general  Government  pro- 
gram, at  the  very  least,  must  maintain  the  purchasing  power  of  the 
benefit,  and  should  also  allow  for  some  increases  as  productivity  im- 
proves, it  may  not  be  wise  to  rely  heavily  on  funding  as  a  way  of 
meeting  long-range  benefit  costs.  The  present  assumption,  inherent 
in  the  tax  schedule  for  old-age  and  survivors  insurance,  that  ultimately 
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roughly  a  fifth  of  benefit  outlays  in  a  given  year  will  be  met  by  interest 
earnings  may  well  prove  to  be  too  optimistic. 

This  is  not  to  say  that  a  public  fund  is  worthless.  The  old-age  and 
survivors  insurance  trust  fund  and  those  of  other  Government  systems 
do  not  differ  materially  from  those  operated  by  insurance  companies 
or  private  trusts.  Yet  there  has  been  considerable  confusion  about 
the  effect  of  the  investment  of  the  old-age  and  survivors  insurance  re- 
serve in  Government  securities.  It  is  alleged,  for  example,  to  result  in 
double  taxation  for  OASI  benefits:  first  when  the  taxes  are  paid 
on  covered  earnings  and  again  when  redeeming  the  bonds  held  by 
the  trust  fund  or  when  paying  interest  on  the  bonds.  It  is  perhaps 
worth  commenting  on  this  point. 

It  is  true,  of  course,  that  the  Government  will  have  to  levy  taxes  to 
pay  interest  on  the  obligations  issued  to  the  trust  fund  or  to  redeem 
the  bonds.  However,  these  taxes  are  not  for  the  purpose  of  paying 
OASI  benefits.  Rather  they  are  to  pay  the  general  expenses  of  Gov- 
ernment for  which  the  money  was  borrowed  from  the  fund — the  cost 
of  defense,  for  example.  These  taxes  would  have  to  be  levied  regard- 
less of  whether  the  bonds  were  held  by  the  trust  fund  or  by  a  private 
bank  or  insurance  company.  If  the  trust  fund  reserve  could  be  held 
in  cash  as  an  idle  balance,  earning  no  interest,  it  would  be  necessary 
to  levy  not  only  the  usual  taxes  to  service  the  national  debt,  but 
additional  OASI  taxes  to  make  up  for  the  loss  of  interest  to  the  trust 
fund.  The  fallacy  in  the  notion  that  there  is  double  taxation  for 
OASI  purposes  lies  in  the  assumption  that  payment  of  interest  on 
part  of  the  national  debt  is  a  cost  of  social  insurance.  Actually,  the 
Federal  debt  exists  quite  independently  of  the  social  insurance  pro- 
gram. Purchase  of  Government  bonds  by  the  trust  fund  does  not 
mean  that  the  national  debt  is  increased,  but  merely  that  the  bond 
purchaser  is  a  public  agency  rather  than  a  private  investor. 
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PART  IV 


MAJOR  QUESTIONS  OF  PUBLIC  POLICY 

In  part  IV  of  this  report  major  questions  of  public  policy  will  be 
raised  which  are  not  necessarily  in  the  area  of  general  agreement 
and  which  seem  to  require  further  research  and  consideration.  To 
give  definitive  answers  to  some  of  the  questions  raised  will  require  a 
great  deal  of  additional  experience,  study,  and  discussion. 

Before  intelligent  action  can  be  taken  on  some  of  the  problems, 
more  facts  are  needed.  At  the  present  time,  many  elementary  facts 
about  private  pension  plans — the  level  of  protection  afforded,  the 
number  of  persons  protected,  the  coverage  of  various  types  of  plans, 
the  amount  of  money  being  put  into  the  plans,  the  number  of  pen- 
sioners, and  so  forth — are  uncertain.  Policy  formation  cannot,  how- 
ever, always  await  the  completion  of  research  and,  moreover,  the 
solutions  of  some  of  the  problems  hinge  largely  on  value  judgments 
which  can  be  made  now  as  well  as  later.  In  some  areas  action  should 
be  immediate. 

THE  INTERRELATIONSHIP  OF  THE  VARIOUS  PENSION  PLANS  AND  OTHER 
PROGRAMS  FOR  INCOME  MAINTENANCE  OF  OLDER  PERSONS 

In  making  sure  that  our  commitments  for  the  future  are  adequate 
but  not  excessive,  perhaps  the  most  important  goal  is  to  develop  a 
rational  relationship  among  the  various  programs.  Will  veterans  be 
granted  a  general  pension  payable  regardless  of  employment  and 
regardless  of  other  retirement  income  ?  What  is  to  be  the  relationship 
of  old-age  and  survivors  insurance  to  the  other  public  retirement 
programs  operated  by  the  Federal,  State,  and  local  governments? 
How  much  of  the  job  of  supplying  retirement  income  is  to  be  done 
by  old-age  and  survivors  insurance  and  how  much  by  the  private  sup- 
plementary plans?  What  are  the  factors  which  will  determine  the 
need  for  old-age  assistance  in  the  future? 

Under  present  arrangements,  some  people  now  working  will  not 
get  any  pension  at  all  when  they  retire,  the  great  majority  will  get 
the  pension  of  the  general  public  program  alone,  some  will  get  the 
pension  of  the  public  program  and  a  supplementary  pension;  a  few 
will  get  several  pensions  from  various  sources.  What  is  the  best  way 
to  improve  this  situation? 

The  veterans  program  and  social  security 

There  are  now  about  19  million  veterans  in  the  United  States. 
A  major  question  of  public  policy  is  the  extent  to  which  these  vet- 
erans are  to  be  granted  special  benefits  in  addition  to  the  protection 
which  they  share  with  others  under  social  security.  For  our  present 
investigation  the  issue  in  this  area  is  primarily  whether  aged  veterans 
will  be  granted  a  general  pension  without  regard  to  other  income  and 
without  regard  to  service-connected  disabilities. 
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The  present  veterans'  legislation  does  not  provide  a  general  pension 
to  aged  veterans.  It  provides  compensation  to  those  with  service- 
connected  disabilities,  and  for  other  veterans  it,  in  effect,  guarantees 
a  minimum  level  of  living  in  old  age ;  as  indicated  previously,  the  non- 
service-connected  program  pays  a  benefit  only  if  income  from  other 
sources  is  below  $1,400  for  the  single  veteran  and  $2,700  if  he  is 
married. 

There  is  general  acceptance  of  the  program  for  service-connected 
disability.  Moreover,  the  present  program  for  cases  not  service  con- 
nected may  not  be  unduly  expensive  if  the  availability  of  other  types 
of  protection  is  taken  into  account  in  considering  modifications  in 
the  future.  For  example,  if  the  present  income  tests  and  benefit 
levels  are  retained  for  the  veterans  program  and  old-age  and  sur- 
vivors insurance  is  liberalized  as  the  community  standard  of  living 
rises,  a  large  proportion  of  veterans  would  have  from  other  sources 
the  minimum  level  of  living  now  guaranteed  and  would  not  be  eligible 
for  the  special  veterans'  benefit.  Under  these  conditions,  veterans' 
pensions  for  the  aged  in  1975  would  amount  to  about  $600  million  in 
terms  of  1951  prices.  If,  on  the  other  hand,  in  planning  the  non- 
service-connected  disability  pensions  and  in  considering  proposals 
for  general  veterans  pensions,  the  Congress  does  not  recognize  that 
most  of  the  same  people  will  be  entitled  to  old-age  and  survivors 
insurance  benefits  and  that  many  will  still  be  working  after  age  65, 
high  costs  will  result.  If  the  income  limitation  and  the  amount  of 
benefit  under  the  veterans  program,  as  well  as  benefit  amounts  under 
the  old-age  and  survivors  insurance  program,  are  adjusted  as  the 
standard  of  living  increases,1  the  cost  of  veterans'  pensions  to  persons 
over  65  would  in  1975  be  about  $3  billion  in  terms  of  1951  prices.  A 
general  pension  for  aged  veterans  adjusted  to  a  rising  standard  of 
living  and  paid  without  regard  to  other  income,  including  income 
from  work,  would  cost  about  $5  billion  in  1975  (1951  prices).  These 
additional  costs  would  be  incurred  largely  to  pay  additional  benefits 
to  persons  who  were  either  still  at  work  or  already  drawing  OASI 
benefits.  In  some  instances,  of  course,  the  retired  veteran  would  also 
be  drawing  a  private  pension. 

Old-age  and  survivors  insurance  and  the  other  Government  programs 
As  indicated  in  part  II,  there  is  very  substantial  support  for  the 
extension  of  old-age  and  survivors  insurance  to  the  more  than  10 
percent  of  the  labor  force  not  now  protected  by  any  plan.  In  addi- 
tion, it  would  be  highly  desirable  to  work  out  a  more  rational  relation- 
ship among  the  various  public  programs.  Private  plans  are  usually 
designed  with  the  benefits  of  the  public  program  taken  into  account 
so  that  they  represent  a  planned  supplementation.  This  is  not  true  of 
the  various  public  programs  for  special  groups.  The  Civil  Service 
Retirement  System,  the  systems  of  the  Armed  Forces,  and  the  systems 
of  the  State  and  local  governments  are  designed,  not  as  supplements 
to  old-age  and  survivors  insurance,  but  as  if  the  benefit  paid  by  the 
special  system  were  the  only  one  which  an  individual  receives.  Be- 
cause so  many  Americans  move  from  one  job  to  another  during  the 
course  of  a  lifetime,  some  workers  fail  to  qualify  under  any  system 
while  a  large  number  of  others,  contrary  to  the  assumption  on  which 


1  Adjustments  were  made  to  provide  the  same  level  of  relative  adequacy  as  when  the 
current  amounts  were  established. 
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these  special  plans  are  based,  will  also  receive  benefits  from  old-age 
and  survivors  insurance.  Indeed,  if  present  arrangements  are  con- 
tinued, it  will  not  be  uncommon  for  a  person  to  qualify,  for  example, 
under  the  Federal  Civil  Service  System,  old-age  and  survivors  in- 
surance, and  some  other  program  such  as  the  Reserve  Officers  System 
of  the  Armed  Forces. 

This  type  of  duplication  and  multiplication  of  benefits  is  inequitable 
and  results  in  higher  than  necessary  costs  because  these  independent 
systems  do  not  take  special  account  of  those  cases  where  their  bene- 
ficiary also  receives  an  old-age  and  survivors  insurance  benefit  weighted 
in  favor  of  the  low-paid  worker  and  the  worker  who  is  under  the  sys- 
tem for  relatively  short  periods.  A  person  who  is  under  Federal  civil 
service  for  part  of  his  working  lifetime,  for  example,  receives  a  civil- 
service  benefit  directly  related  to  his  years  of  service  and  no  account 
is  taken  of  the  likelihood  that  he  will  also  be  receiving  an  old-age  and 
survivors  insurance  benefit  based  on  the  rest  of  his  working  lifetime 
and  weighted  favorably  in  relation  to  his  years  of  service  in  employ- 
ment covered  by  old-age  and  survivors  insurance. 

There  is  not  the  same  objection  to  a  person  receiving  old-age  and 
survivors  insurance  benefits  plus  a  supplementary  private  pension 
based  on  15  years'  service  with  one  company  and  another  pension  based 
on  15  years'  service  with  a  different  company.  Service  with  both  com- 
panies is  counted  for  old-age  and  survivors  insurance  purposes  so  there 
is  no  weighting  as  a  result  of  short  service  under  old-age  and  sur- 
vivors insurance.  Moreover,  both  private  plans  will  have  taken  into 
account  the  fact  that  the  pensioner  will  receive  an  old-age  and  survivors 
insurance  benefit. 

Various  groups  are  engaged  in  studying  the  relationship  of  old-age 
and  survivors  insurance  to  the  other  public  programs  and  in  attempt- 
ing to  work  out  the  best  method  of  providing  protection  at  the  lowest 
possible  cost.  During  1952,  a  special  joint  committee  of  the  House  and 
Senate  was  concerned  with  the  relationship  of  the  Railroad  Retirement 
program  to  old-age  and  survivors  insurance.  Between  these  two  sys- 
tems coordination  has  already  progressed  to  a  considerable  degree. 

At  the  same  time,  under  Public  Law  555  the  executive  branch  of  the 
Government  has  been  directed  to  conduct  a  special  study  of  the  inter- 
relationship of  the  various  pension  systems  covering  Federal  employees 
and  old-age  and  survivors  insurance.  The  Senate  Finance  Committee 
has  also  indicated  its  desire  to  hold  hearings  early  in  1953  on  the  rela- 
tionship of  the  State  and  local  retirement  systems  to  old-age  and  sur- 
vivors insurance.  Some  action  in  this  whole  area  may  be  expected 
over  the  next  few  years. 

Coordination  between  old-age  and  survivors  insurance  and  the  other 
Government  programs  will  probably  be  accomplished,  in  some  cases, 
by  extending  old-age  and  survivors  insurance  to  the  employments  now 
covered  by  special  plans  with  the  special  plans  being  redesigned  to 
make  them  similar  to  the  supplementary  plans  of  private  industry 
and  the  nonprofit  area.  In  other  areas,  coordination  may  take  differ- 
ent forms. 

Private  plans  and  the  basic  public  program 

The  pension  plans  of  private  industry  and  the  nonprofit  area  are 
designed  to  provide  benefits  supplementary  to  OASI.    It  follows, 
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therefore,  that  their  character  is  greatly  influenced  by  the  nature  of 
the  OASI  system. 

Old-age  and  survivors  insurance  is  a  variable  benefit  system.  There 
is  an  absolute  minimum  of  $25  a  month  payable  to  any  retired  worker 
who  meets  the  minimum  service  requirements  ($37.50  for  a  couple 
when  the  wife  is  65  or  over) .  The  worker  who  spends  full  time  under 
the  system  will  in  the  future  ordinarily  receive  at  least  $55  a  month 
($80  for  a  couple).  These  are  the  amounts  payable  on  an  average 
wage  of  $100  a  month.  The  benefits  increase  as  the  average  wage 
earned  under  the  system  increases  until  they  reach  a  maximum  of  $85 
for  the  single  man  and  $127.50  for  man  and  wife,  payable  to  all  those 
who  average  $300  a  month  or  more.  The  $200  a  month  worker  will  get 
$70  and,  when  married,  $105. 

For  workers  who  are  under  the  system  full  time  and  who  earn  more 
than  a  minimum  wage,  benefits  are  a  decreasing  percentage  of  the 
wage,  although  they  are  higher  in  amount  than  for  those  who  earn 
only  minimum  wages.  At  a  $300  average  wage  (the  maximum  counted 
under  the  program),  the  benefits  ior  man  and  wife  are  43  percent  of 
the  wage  instead  of  80  percent  as  at  a  $100  average  wage.  Because  of 
the  program's  maximum  wage  base,  the  benefit  for  man  and  wife  is 
only  26  percent  for  the  $500-a-month  worker.  Even  if  the  present 
benefit  formula  were  applied  up  to  $500  a  month,  the  benefits  for 
husband  and  wife  at  this  wage  level  would  be  only  35  percent  of  the 
wage. 

Old-age  and  survivors  insurance,  then,  is  not  geared  to  a  budget 
concept  of  minimum  subsistence  as  is  the  British  system,  but  is  geared 
rather  to  individual  circumstances.  It  pays  to  many  of  those  who  are 
under  the  System  only  part  time  less  than  old-age  assistance  would 
pay.  To  the  worker  who  is  under  the  System  full  time  and  who  has 
earned  only  minimum  or  near-minimum  wages,  it  aims  to  pay  amounts 
which  will  make  recourse  to  assistance  unnecessary  except  in  cases  of 
special  need.2  (It  cannot  be  assumed  that  retired  workers  who  earned 
only  minimum  wages  have  significant  income  from  other  sources; 
the  benefit  for  such  workers  must  in  itself  supply  minimum  sub- 
sistence.) To  the  worker  above  minimum  wages,  the  system  will  pay 
benefits  which  are  somewhat  above  the  assistance  level  in  most  States. 

In  considering  this  benefit  philosophy,  the  first  question  which  arises 
is :  How  reasonable  is  it  to  pay  benefits  below  subsistence  to  many  of 
those  who  spend  only  part  of  their  working  lives  under  the  program  ? 
People  are  under  the  system  less  than  full  time  for  a  variety  of  rea- 
sons. One  large  group  of  those  not  under  the  system  for  a  lifetime  is 
made  up  of  women  workers  who  work  in  covered  employment  in  their 
younger  years  but  do  not  work  after  marriage.  Another  sizable  group 
consists  of  workers  who  spend  a  part  of  their  lives  working  in  non- 
covered  employment,  such  as  Government  service  or  farming.  It  seems 
reasonable  that  both  of  these  groups  should  get  lower  retirement  bene- 
fits from  old-age  and  survivors  insurance  than  those  who  stay  in  OASI 
full  time  and  contribute  throughout  their  working  lives.  Nor  is  there 
any  particular  reason  why  their  old-age  and  survivors  insurance  benefit 
should  be  enough  to  support  them  even  at  minimum  subsistence  levels. 


2  The  limitation  on  paying  an  adequate  subsistence  benefit  to  the  full-time  worker  at 
minimum  wages  is  the  wage  itself.  The  old-age  and  survivors  insurance  system  now 
pays  to  a  couple  80  percent  of  the  average  wage  up  to  $100. 
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The  reduction  in  benefit  that  now  takes  place  because  of  a  worker's 
disability  is  in  a  different  category.  Congress  has  indicated  its  inten- 
tion of  considering  this  question  in  1953.  The  present  formula  also 
proves  unduly  harsh  in  its  treatment  of  the  individual  who  suffers  in- 
voluntary unemployment.  One  way  of  meeting  this  problem  would 
be  to  pay  full  rate  benefits  to  those  who  were  in  the  system  say  30 
years  out  of  the  possible  45  working  years  between  the  ages  of  20  and 
65,  with  reductions  only  for  those  with  less  than  30  years.  This  would 
make  it  possible  for  an  individual  to  secure  maximum  benefits  even 
though  out  of  the  system  for  part  of  his  working  life. 

There  is  little  quarrel  with  the  idea  of  paying  the  minimum-wage 
worker  an  amount  at  least  equal  to  a  low  subsistence  level  if  he  is  under 
the  program  full  time.  The  major  controversy  on  benefit  philosophy 
in  old-age  and  survivor.s  insurance  arises  in  determining  how  much 
above  this  amount  should  be  paid  to  workers  who  earn  more  than 
minimum  wages. 

There  is  substantial  agreement  among  labor,  management,  and  ex- 
perts that  the  benefit  should  vary  with  wages  and  that  those  who  earn 
more  than  minimum  wages  should  receive  more.  But  how  much 
more  ?  Should  the  second  step  in  the  old-age  and  survivors  insurance 
formula  be  15  percent  as  at  present  or  should  it  be  raised  to  20  or  25 
percent  ?  Should  only  the  first  $3,000  of  wages  earned  in  a  year  be 
counted  toward  the  benefit  as  at  present  or  should  the  maximum 
amount  be  raised  to  a  higher  figure?  3  Should  the  weighted  part  of 
the  benefit  formula  be  applied  to  more  of  the  average  monthly  wage? 
As  indicated  in  part  II,  there  is  little  likelihood  that  old-age  and  sur- 
vivors insurance  benefits  for  workers  at  more  than  minimum  wages 
would  be  made  so  high  that  they  would  be  considered  sufficient  re- 
tirement income  in  themselves.  The  issue  concerning  the  proper  re- 
lationship of  OASI  and  the  private  supplementary  plans  therefore  is 
largely  one  of  degree. 

Decision  on  points  such  as  these  regarding  old-age  and  survivors 
insurance  will  have  a  considerable  effect  on  the  character  of  the  job 
which  the  private  pension  movement  will  be  expected  to  do.   If  old- 


3  One  of  the  most  controversial  issues  growing  out  of  the  need  to  adjust  benefits  to  the 
long-range  trend  of  increasing  wages  has  been  the  timing  of  increases  in  the  wage-base 
maximum.  Some  have  favored  raising  this  maximum  now  in  order  to  include  the  total 
wages  of  workers  to  the  same  extent  that  the  $3,000  maximum  included  total  wages  in 
1939.  This  would  now  require  about  a  .$6,000  maximum  instead  of  $3,600.  Where  only 
a  part  of  a  worker's  earnings  can  he  credited  toward  benefits,  the  benefit  amount  neces- 
sarily represents  a  smaller  proportion  of  the  total  wage  loss  upon  retirement.  Moreover, 
the  fact  that  only  earnings  of  S3, 600  or  less  may  be  included  in  the  average  means  that 
the  individual  whose  customary  earnings  are  at  or  above  the  taxable  maximum,  but  who 
in  some  years  receives  below  that  amount  because  of  sickness  or  unemployment,  suffers  a 
permanent  reduction  of  his  average  monthly  wage  and  hence  his  benefit  amount  :  earnings 
above  $3,600  in  other  years  cannot  be  used  to  restore  his  average  for  benefit  purposes 
even  back  to  the  maximum  level  allowed  by  law.  While  this  situation  will  occur  no 
matter  what  limit  is  set,  it  is  argued  (hat  the  maximum  should  be  high  enough  so  that 
all  earnings  of  nearly  all  workers  can  usually  be  credited. 

Others  have  argued  that  wages  have  not  yet  increased  sufficiently  above  the  1939  level 
to  require  a  further  increase  in  the  maximum  wage  and  contribution  base.  This  group 
recognizes  that  at  some  point  the  wage-base  maximum  should  be  raised,  but  they  favor 
moving  in  this  direction  very  slowly  because  such  increases  raise  the  benefits  for  higher- 
paid  workers  retiring  in  the  early  years  of  the  program  more  than  it  increases  their  con- 
tributions. See  Recommendations  for  Social  Security  Legislation,  the  Reports  of  the 
Advisory  Council  on  Social  Security  to  the  Senate  Committee  on  Finance,  Appendix 
"Resume  of  Minority  Opinions  on  Changes  in  Benefit  and  Contribution  Base,"  p.  64. 
80th  Cong.,  2d  sess.,  Document  No.  208,  U.  S.  Government  Printing  Office,  Washington, 
1949.)  A  few  seem  to  favor  holding  the  wage  base  to  the  lowest  possible  point  indefi- 
nitely. This  course  would,  in  time,  transform  the  system  from  a  variable-benefit  program 
related  to  wages  to  virtually  a  flat-benefit  system.  With  a  long-range  trend  of  increasing 
wages  sooner  or  later  most  full  time  workers  under  the  program  would  be  getting  close  t« 
the  maximum-benefit  amount  because  most  of  them  would  be  earning  maximum  wage* 
throughout  most  of  their  working  lifetime. 
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age  and  survivors  insurance  is  improved  for  workers  with  more  than 
minimum  wages  it  is  likely  that  the  standards  for  total  retirement 
income  will  be  raised  and  the  goals  of  joint  old-age  and  survivors 
insurance  and  private  supplementary  plans  enlarged.  Moreover,  in 
the  long  run  it  may  be  that  the  sponsors  of  private  plans  will  want 
to  put  less  money  into  pensions  and  more  into  disability  benefits  or 
health  protection  if  the  public  pension  program  is  significantly  im- 
proved and  present  arrangements  for  health  and  disability  are  still 
inadequate. 

It  is,  of  course,  possible  to  provide  for  pensions  which  are  too  high 
when  compared  with  other  things  people  want  to  do  with  their  money. 
Pensions  are  expensive.  As  indicated  in  part  I,  coverage  is  usually  an 
automatic  accompaniment  of  the  job;  the  worker  gets  the  amount 
of  protection  provided  by  the-  plan  whether  he  wants  it  or  not.  Thus, 
the  pension  limits  the  right  of  individuals  to  spend  as  they  wish.  In  a 
free  economy  suclT  limitations  should  be  approached  with  caution. 
Moreover,  there  are  social  needs  other  than  the  protection  of  the  aged 
which  must  be  provided  for  by  limiting  the  right  of  the  individual  to 
spend  as  he  wishes. 

The  task  is  to  leave  as  high  a  proportion  of  income  as  is  compatible 
with  adequate  social  protection  to  the  free  choice  of  individual  spend- 
ing. Failure  to  provide  adequate  protection  on  an  automatic  basis 
results  in  the  ills  arising  from  poverty  and  dependence.  On  the  other 
hand,  if  we  go  too  far  in  allocating  the  income  of  individuals  for 
specific  purposes,  either  through  Government  programs  or  private 
institutions,  we  will  have  traded  economic  freedom  for  a  new 
paternalism. 

The  dynamic  character  of  the  pension  problem  resulting  from  price, 
wage,  and  standard  of  living  changes  is  also  an  important  factor  in 
determining  the  relationship  between  old-age  and  survivors  insurance 
and  the  various  other  programs.  If  old-age  and  survivors  insurance 
benefits  are  raised  as  wages  rise,  then  the  problem  of  adjusting  to 
economic  change  for  private  plans  is  very  much  reduced.4  If  old-age 
and  survivors  insurance  benefits  are  not  increased  as  wages  rise,  then 
much  greater  increases  are  necessary  in  the  private  plans. 

Many  of  the  larger  industrial  companies  are  developing  well- 
rounded  retirement  programs  which  include  preparation  for  retire- 
ment, post-retirement  counseling  and  service  programs,  and  a  pension 
plan  which  when  combined  with  old-age  and  survivors  insurance  aims 
at  providing  an  adequate  income  for  a  satisfactory  old  age.  It  may 
be  expected  that  such  plans  will  spread  and  that  more  and  more  per- 
sons will  be  covered  by  them.  In  our  estimates  we  have  assumed  that 
roughly  half  the  labor  force  will  be  covered  by  some  type  of  private 
plan  in  25  years. 

However,  only  slightly  over  5  percent  of  the  9  million  aged  not  now 
working  are  drawing  private  pensions  or  are  the  wives  of  persons 
drawing  such  pensions.    Thus  it  has  not  been  possible  to  plan  the  pub- 


4  While  there  Is  agreement  that  old-age  and  survivors  Insurance  benefit  liberalizations 
will  be  needed  from  time  to  time,  there  are  differences  of  opinion  concerning  the  extent 
to  which  the  program  should  be  desizned  to  adjust  automatically  to  increasing  wages. 
One  proposal  that  would  go  a  long  way  toward  accomplishing  an  automatic  adjustment 
to  increasing  wages  would  be  to  base  benefits  on  an  average  wage  figured  over  a  limited 
period,  such  as  the  five  or  ten  consecutive  years  of  hiehest  earnings,  rather  than  the  snan 
of  a  working  lifetime.  The  long-term  rise  In  wage  levels,  it  Is  argued,  cannot  be  sufficiently 
taken  into  account  if  wages  must  be  averaged  over  a  30-  or  40-year  period,  Inclusive  of  a 
past  period  of  lower  wage  levels. 
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lie  program  on  the  assumption  that  most  people  will  also  have  pro- 
tection undeT  supplementary  plans.  In  all  likelihood  it  will  not  be 
possible  to  do  so  in  the  future.  Ten  years  from  now  this  5-percent 
figure  might  be  as  high  as  10  or  15  percent.  It  takes  time  for  pension 
coverage  to  be  translated  into  pension  payments,  and  even  in  the  long 
run,  coverage  under  private  plans  will  tend  to  have  serious  limitations. 
To  a  very  considerable  extent,  the  problem  of  income  maintenance 
for  the  aged  is  not  a  matter  of  retirement  benefits,  strictly  defined,  but 
a  matter  of  survivorship  protection  for  aged  widows.  Of  the  9  mil- 
lion nonworking  persons  under  discussion,  well  over  a  third  are  not 
retired  workers  ok  retired  workers'  wives,  but  are  aged  widows.  Pri- 
vate plans  do  practically  nothing  for  this  group. 

Furthermore,  private  plans  tend  to  be  confined  to  the  long-term 
employees  of  relatively  large  industrial  employers.  Coverage  is  likely 
to  continue  to  be  inadequate  or  largely  nonexistent  for  persons  who 
work  for  relatively  small  employers,  for  agricultural  and  domestic 
workers,  for  the  self-employed,  and  for  older  workers  who  change 
thfir  jobs  and  thus  fail  to  meet  service  requirements. 

It  is  to  be  hoped  that  protection  furnished  by  the  private  plans  will 
be  greatly  extended  and  improved,  but,  realistically,  the  benefit  level  in 
old-age  and  survivors  insurance  must  be  set  in  recognition  of  the  fact 
that  in  the  foreseeable  future  it  will  continue  to  be  the  only  form  of 
regular  retirement  pay  for  the  great  majority  of  retired  workers,  their 
wives,  and  aged  widows. 

Public  assistance 

Public  assistance  is  the  residual  method  of  meeting  the  income  needs 
of  the  aged.  To  the  extent  that  retirement  systems,  veterans  pro- 
grams, individual  savings,  and  help  from  relatives  do  not  meet  need, 
public  assistance  must  pay  enough  to  bring  the  individual  up  to  the 
minimum  level  of  living  that  the  community  considers  acceptable. 
The  future  of  old-age  assistance  depends,  then,  in  the  first  instance  on 
the  extent  to  which  other  arrangements  meet  total  need.  This  means 
most  importantly  the  extent  to  which  old-age  and  survivors  insurance 
will  meet  total  need.  Table  IV  shows  by  State  the  number  of  OASI 
aged  beneficiaries  and  the  number  of  old-age  assistance  recipients. 
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Table  IV. — OASI  beneficiaries  and  old-age  assistance  recipients,  by  State, 

June  30,  1952 


State 


Alabama  

Alaska  

Arizona   

Arkansas  

California  

Colorado  

Connecticut  

Delaware  

District  of  Columbia 

Florida  

Georgia  

Hawaii   

Idaho  

Illinois  

Indiana  

Iowa  

Kansas   

Kentucky  

Louisiana   

Maine   

Maryland.  

Massachusetts  

Michigan   

Minnesota  

Mississippi  

Missouri-.   

Montana  

Nebraska   


Aged  persons] 


OASI  aged 
beneficiaries 


40, 144 
1,506 
12,282 
24,  925 
300,  942 
27,882 
69,009 
8,  510 
12,  672 
80,  047 
39,704 
6,865 
10,  032 
224,  278 
102, 121 
48,  866 

34,  763 
45, 435 

35,  097 
32, 197 
47,  463 

174,  345 
149,  697 
59,  282 
18, 196 
90,  133 
11,539 
20,  881 


OAA  recipi- 
ents 


72, 445 
1,649 
13,  979 
57,  946 
273, 245 
1  51,667 
17,  279 
1,738 
2,  742 
67, 173 
95,  271 
2, 185 
9,  247 
109,  847 
42,  925 
47,  805 
37,  012 
61,709 
120,604 
14, 086 
11,276 
98,  076 
91, 164 
54,  430 
57,586 
131,  377 
11,030 
20,595 


State 


Nevada  

New  Hampshire 

New  Jersey  

New  Mexico  

New  York  

North  Carolina.. 
North  Dakota... 

Ohio   

Oklahoma  

Oregon  

Pennsylvania  

Puerto  Rico  

Rhode  Island  

South  Carolina.. 
South  Dakota.  _ 

Tennessee  

Texas  

Utah  

Vermont  

Virgin  Islands.  _ 

Virginia  , 

Washington  

West  Virginia... 

Wisconsin  

Wyoming  

Total  


Aged  persons 


OASI  aged 

OAA  recipi- 

beneficiaries 

ents 

3, 336 

2,716 

20  171 

6  990 

148!  751 

2l',  892 

5,  604 

10,  784 

433,  963 

113, 375 

44,  504 

51,412 

5,  105 

8,805 

221,812 

114,917 

32,  463 

95,  114 

46,  955 

22,460 

310,963 

71,928 

173 

36,940 

30,  142 

9,  356 

20,  360 

42,  497 

6,  889 

11,796 

42,  861 

59,  535 

91,870 

218.636 

11,007 

9,717 

10,660 

6,992 

15 

2  675 

46,  825 

18,604 

72.  217 

66.894 

41,628 

26,  232 

84,  027 

51,  115 

4,311 

4, 187 

»  3,  465,  425 

2,  659,  657 

'  Includes  3,933  recipients  under  65  years  of  age  in  Colorado. 
1  Estimated. 

*  Excludes  beneficiaries  residing  in  foreign  countries. 

Source:   Federal  Security  Agency,  Social  Security  Administration. 


Will  the  old-age  and  survivors  insurance  program  be  extended  to 
those  who  do  not  now  have  any  organized  kind  of  retirement  protec- 
tion? Coverage  is  now  very  inadequate  in  rural  areas  and  unless  it  is 
further  extended  to  farm  workers  and  farm  operators  the  assistance 
burden  will  continue  to  be  heavy  in  rural  States.  In  studying  why  old- 
age  assistance  recipients  were  not  entitled  to  old-age  and  survivors 
insurance,  the  Social  Security  Administration  found  in  a  sample  sur- 
vey that  approximately  one-half  the  assistance  recipients  who  had 
worked  after  1936,  and  who  were  not  entitled  to  old-age  and  survivors 
insurance,  had  worked  in  agriculture.5 

If  the  price  level  continues  to  rise,  will  insurance  payments  be  ad- 
justed promptly  or  will  assistance  have  to  step  in  and  do  a  big  job  of 
supplementation?  Payments  under  old-age  and  survivors  insurance 
are  now  at  such  a  level  for  most  beneficiaries  that  supplementation 
under  assistance  could  easily  become  very  large.  About  14  percent  of 
old-age  and  survivors  insurance  aged  beneficiaries  are  now  receiving 
old-age  assistance  and  this  percentage  would  be  even  higher  if  many 
people  were  not  reluctant  to  ask  for  assistance. 

Will  assistance  standards  be  raised  faster  than  benefit  tii^ounts  under 
old-age  and  survivors  insurance?  That  is,  leaving  aside  the  question 
of  prices,  will  old-age  and  survivors  insurance  benefits  be  liberalized 
as  the  concept  of  adequate  minimum  standards  is  liberalized,  or  will 
there  be  a  big  need  for  assistance  supplementation  on  this  score  ? 


5  See  Charles  E.  Hawkins,  Old-Age  Assistance  Recipients  :  Reasons  for  Nonentltlement  to 
Old-Age  and  Survivors  Insurance  Benefits,  Social  Security  Bulletin,  July  1952. 
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Another  factor  is  that  the  present  low  benefits  of  old-age  and  sur- 
vivors insurance  can  for  a  short  time  after  retirement  be  combined 
with  even  meager  assets  to  supply  a  minimum  standard  of  living. 
The  chances  are,  however,  that  as  assets  are  exhausted  many  more 
old-age  and  survivors  insurance  beneficiaries  will  have  to  turn  for 
supplementary  help  to  assistance  unless  their  old-age  and  survivors 
insurance  benefits  are  raised.  As  the  average  length  of  time  that  old- 
age  and  survivors  insurance  beneficiaries  have  been  on  the  rolls  in- 
creases, therefore,  there  will  be  a  tendency  for  the  overlap  to  increase. 

Will  arrangements  with  other  public  systems  be  worked  out  so  that 
an  individual  reaching  old  age  will  be  sure  of  protection  under  some 
system?  At  present  an  individual  who  changes  jobs  may  fail  to 
qualify  under  the  plans  of  the  Federal  Civil  Service,  the  Armed  Forces, 
State  and  local  governments,  or  old-age  and  survivors  insurance. 
Moreover,  under  some  plans  he  may  get  a  refund  of  contribution  when 
he  leaves  his  job  and  arrive  at  old  age  without  retirement  protection. 

Will  the  benefit  formula  be  adjusted  so  that  periods  of  disability 
and  unemployment  will  have,  a  less  severe  effect  on  benefit  amount  than 
they  have  now  ? 

Will  large  numbers  of  widows  continue  to  arrive  at  age  65  without 
insurance  protection  by  reason  of  the  fact  that  they  themselves  did 
not  work  and  their  husbands  died  before  gaining  coverage  under  olcl- 
age  and  survivors  insurance? 

One  of  the  great  uncertainties  concerning  the  future  of  old-age  as- 
sistance arises  from  the  fact  that  the  amount  of  "need"  for  assistance 
is  a  matter  of  definition,  and  the  individual  States  have  considerable 
freedom  in  making  their  own  definition.  It  is  probable  that  some 
States  will  continue  to  liberalize  their  definition  of  need  by  exempting 
higher  amounts  of  assets  from  consideration,  possibly  by  changing 
their  policy  so  as  to  ignore  the  income  and  assets  of  relatives,  and  in 
other  ways  liberalizing  the  definition  of  the  minimum  level  of  living  to 
be  supplied  by  assistance.  Although  the  Federal  Government  pays  a 
large  part  of  the  bill,  Congress  has  given  the  control  of  the  assistance 
situation  largely  to  the  States.  The  Federal  Security  Agency  must 
approve  a  State  plan  before  Federal  money  is  made  available  and  an 
administrative  limit  on  the  amount  of  property  a  recipient  may  have 
and  still  be  eligible  for  assistance  has  been  established.  No  admin- 
istrative limits,  however,  have  been  established  for  other  aspects  of 
need.  Under  present  policy,  if  a  State  wanted  to  define  the  need  of 
an  individual  in  terms  of  $100  a  month  and  the  individual's  income 
from  old-age  and  survivors  insurance  was  $75,  the  State  could  grant 
a  $25  supplementary  assistance  payment  and  have  80  percent  of  the 
cost  paid  by  the  Federal  Government.  When  practically  all  aged 
people  are  getting  old-age  and  survivors  insurance,  will  the  States 
respond  by  liberalizing  the  definition  of  need  under  assistance?  It 
may  be  that  in  the  long  run  the  Federal  Government  will  either  have  to 
get  out  of  old-age  assistance  entirely  or  establish  a  more  detailed  Fed- 
eral definition  of  need  in  order  to  control  the  amount  of  matching  it  is 
willing  to  do. 

The  amount  of  assistance  to  be  supplied  in  the  future  will  be  affected 
not  only  by  the  adequacy  of  alternative  methods  but  by  the  political 
power  of  the  aged  in  the  various  States.  In  some  places  the  amount 
of  assistance  will  probably  remain  high  even  though  other  arrange- 
ments are  reasonably  satisfactory. 


64 


PENSIONS  IN  THE   UNITED  STATES 


These  are  some  of  the  imponderable  questions  which  will  determine 
the  amount  of  old-age  assistance  in  the  future.  As  indicated  in  part 
II  of  this  report,  there  is  general  agreement  that  insofar  as  possible 
the  income  maintenance  needs  of  the  aged  should  be  met  on  a  non- 
means-test  basis  and  that  old-age  assistances  should  be  reduced  to  the 
lowest  possible  extent  consistent"  with  the  goal  of  meeting  the  reason- 
able needs  of  the  aged  population.  Nevertheless,  unless  there  is  a  basic 
change  in  old-age  and  survivors  insurance,  assistance  will  remain  large 
for  some  time  to  come.  This  is  true  because  of  the  immaturity  of  our 
various  retirement  systems. 

THE  PROBLEM  OF  IMMATURITY 

Substantial  coverage  under  private  plans  is  new  and  thus,  as  pre- 
viously indicated,  those  persons  drawing  private  pensions  together 
witli  their  wives  make  up  perhaps  10  percent  of  the  group  of  5.5 
million  persons  over  65  which  consists  of  retired  men,  their  wives, 
and  single  and  divorced  women.  Very  few  of  the  3.5  million  non- 
working  widows  are  drawing  private  pensions.  Most  persons  already 
retired  will  never  work  again  and  will  consequently  not  earn  a  pen- 
sion, and  although  a  higher  percentage  of  those  retiring  in  the  future 
wrll  be  eligible  for  payments  it  will  be  at  least  25  years  or  more  before 
even  greatly  improved  coverage  and  eligibility  provisions  would  re- 
sult in  the  payment  of  private  pensions  to  as  much  as  20  or  25  percent 
of  the  retired  group  living  at  that  time.  The  present  extremely  low 
figure  is  a  problem  of  immaturity — a  result  of  the  fact  that  a  private 
retirement  plan  cannot  be  expected  to  do  anything  about  those  who 
had  already  retired  when  the  plan  was  inaugurated. 

The  public  programs,  by  and  large,  are  much  moi'e  mature.  The 
Civil  Service  Retirement  System  was  started  in  1920,  the  Armed  Forces 
system  about  1860,  many  State  and  local  systems  in  the  1920's,  and 
the  railroad  retirement  program  in  1935.  The  old-age  and  survivors 
insurance  program  has  been  operating  for  15  years.  Moreover,  under 
old-age  and  survivors  insurance,  the  eligibility  requirements  for  older 
workers  are  very  liberal.  Consequently,  as  indicated  in  part  I,  the 
public  programs  today  are  paying  pensions  to  about  two-thirds  of 
the  nonworking  group  over  65  made  up  of  retired  men  and  their  wives, 
and  single  and  divorced  women.  Even  the  public  programs,  however, 
are  payable  less  than  one- fourth  of  the  nonworking  aged  widows. 

Under  present  arrangements,  a  larger  and  larger  percentage  of  aged 
persons  will  be  eligible  in  the  future  for  pensions  from  the  public 
programs.  This  process  would  be  considerably  speeded  up  by  uni- 
versal coverage  under  old-age  and  survivors  insurance,  by  coordination 
arrangements  between  old-age  and  survivors  insurance  and  the  other 
public  systems,  and  by  the  exclusion  of  periods  of  disability  from 
determination  of  eligibility  for  old-age  and  survivors  insurance. 
Nevertheless,  most  of  those  who  have  already  stopped  work  and  are 
not  now  eligible  for  old-age  and  survivors  insurance,  will  never  become 
eligible  so  long  as  eligibility  for  benefits  is  based  on  demonstrated 
work  in  covered  employment.  By  and  large,  they  must  continue  to  be 
cared  for,  at  least  in  part,  by  public  assistance  or  by  friends  and  rela- 
tives, for  few  of  them  have  enough  in  the  way  of  savings  to  completely 
support  themselves  throughout  the  period  of  their  life  expectancy. 
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Some  persons  have  advocated  maturing  the  old-age  and  survivors 
insurance  system  immediately.  They  have  argued  that  it  is  inequi- 
table to  exclude  any  aged  person  from  old-age  and  survivors  insurance 
benefits  because  his  participation  in  the  labor  force,  or  the  participa- 
tion of  the  person  on  whose  earnings  a  widow  was  dependent,  took 
place  before  the  effective  date  of  the  program  or  because  his  occupation 
was  excluded  at  the  time  he  worked.  Those  in  favor  of  maturing  the 
system  now  would  establish  universal  coverage  for  current  workers 
and  at  the  same  time  pay  all  those  over  65  who  had  retired  a  minimum 
old-age  and  survivors  insurance  benefit,  whether  or  not  the  individual 
or  a  husband  demonstrated  any  recent  attachment  to  covered 
employment. 

The  old-age  and  survivors  insurance  system  has  already  made  sub- 
stantial concessions  to  the  present  aged  by  giving  full-rate  benefits  to 
those  about  to  retire  and  yet  requiring  from  them  very  little  in  the  way 
of  contribution.  The  theory  under  old-age  and  survivors  insurance 
has  been  that  with  a  test  of  recent  employment,  a  worker  might  be 
given  the  equivalent  of  past  service  credits  on  the  presumption  that  he 
undoubtedly  had  many  other  years  of  covered  employment  over  a 
working  lifetime.  Under  the  1950  amendments,  workers  already  re- 
tired were  made  eligible  for  at  least  minimum  benefits  if  they  had  a 
year  and  a  half  of  covered  employment  at  any  time  after  1936.  Those 
who  argue  for  maturing  old-age  and  survivors  insurance  immediately 
argue  that  this  very  liberal  treatment  of  some  of  the  present  aged 
makes  the  exclusion  of  those  who  do  not  qualify  seem  all  the  more 
inequitable;  they  favor,  in  effect,  granting  past  service  credits  to  all 
the  present  aged. 

There  is,  however,  no  general  agreement  on  the  wisdom  of  paying 
benefits  under  old-age  and  survivors  insurance  to  all  the  present  aged. 
It  would  mean  that  for  the  first  time  eligibility  to  benefits  would  be 
separated  from  a  record  of  wages  and  contributions  and  it  might  con- 
sequently have  a  more  serious  impact  on  the  public's  conception  of  the 
program  than  perhaps  it  logically  should.  Many  hesitate  to  advocate 
further  temporary  concessions  in  meeting  the  problem  of  the  present 
aged  if  those  concessions  tend  to  weaken  public  understanding  of  the 
long-run  principles  of  the  program. 

It  is  true  that  the  concessions  already  made  to  the  present  aged,  or 
even  paying  benefits  to  all  nonworking  aged  widows  and  retired  work- 
ers, would  not  necessarily  mean  any  change  in  the  long-run  nature  of 
the  program.  The  principles  of  the  system  could  be  the  same  for  those 
reaching  the  age  of  65  a  generation  from  now  regardless  of  what  is 
done  about  the  present  aged.  The  question  raised  by  proposals  for 
covering  all  the  aged  now  is  whether  a  wage-related  contributory  sys- 
tem could  be  preserved  for  the  long  run  under  conditions  where  large 
numbers  of  people  in  the  early  years  of  the  program  were  paid  flat- 
rate  benefits  without  establishing  eligibility  on  the  basis  of  a  contribu- 
tion or  a  work  record. 

If  the  present  aged  were  to  be  blanketed  into  the  system,  some  feel 
it  would  be  desirable  to  have  the  income  tax  apply  to  that  part  of  the 
old-age  and  survivors  insurance  benefit  which  exceeds  the  value  of 
the  employees  contribution.  (A  tax  is  paid  currently  on  the  contribu- 
tion.) One  objection  to  paying  benefits  without  a  needs  test  to  those 
who  have  not  paid  a  significant  part  of  the  cost  of  the  benefit  they  re- 
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ceive  is  that  those  retired  persons  over  65  with  substantial  incomes  are 

fiven  a  tax-free  bonus  based  solely  on  their  age  and  retired  status, 
laking  that  part  of  the  benefit  which  exceeds  the  contribution  sub- 
ject to  income  tax  would  recover  a  portion  of  this  "windfall."  Those 
largely  dependent  on  the  old-age  and  survivors  insurance  benefit  would 
not  be  hurt  by  such  a  proposal  for  they  are  seldom  subject  to  income 
tax. 

The  objections  to  the  proposal  in  this  form  are  largely  adminis- 
trative, but  they  are  substantial.  Could  an  individual  after  retire- 
ment really  be  expected  to  know  how  much  he  had  paid  toward  his 
benefit  over  a  period  of  many  years  ?  There  would  be  no  inexpensive 
way  of  checking  the  accuracy  of  his  claim.  It  could  be  done,  of  course, 
from  the  old-age  and  survivors  insurance  records,  but  at  considerable 
cost.  Another  possibility  would  be  to  exempt  the  employee  contri- 
bution from  taxation  when  paid  and  then  tax  the  entire  benefit  during 
retirement. 

Under  most  proposals  for  paying  benefits  to  all  the  present  aged 
under  old-age  and  survivors  insurance,  the  Federal  Government  would 
withdraw  entirely  from  old-age  assistance  and  would  instead  pay  from 
general  taxation  (although  not  necessarily  currently)  the  cost  of  the 
old-age  and  survivors  insurance  benefits  going  to  noncontributors.8 
Some  feel  that  this  might  result  in  less  adequate  care  of  the  present 
aged  in  some  States.  The  basic  old-age  and  survivors  insurance 
payment  would  probably  not  be  enough  to  meet  need  alone,  and  yet, 
without  the  inducement  of  Federal  matching,  some  States  undoubtedly 
would  reduce  what  they  now  put  into  old-age  assistance.  More- 
over, it  is  possible  that  in  the  absence  of  Federal  standards  there 
would  be  a  tendency  in  some  State  administrations  to  turn  in  the 
direction  of  the  practices  of  the  old  poor  law.  On  the  other  hand,  it  is 
possible  that  in  the  absence  of  Federal  standards  requiring  that  only 
"needy"  persons  be  paid,  some  States  would  remove  the  test  of  need, 


pension  plans  and  adding  greatly  to  the  cost  of  caring  for  the  retired 
aged. 

The  reaction  of  the  various  States  to  the  new  situation  which  would 
be  created  by  maturing  old-age  and  survivors  insurance  immediately 
would  depend  on  the  amount  of  the  minimum  Federal  benefit.  It  is 
difficult  to  decide  on  the  correct  amount.  It  should  be  high  enough 
to  reduce  substantially  the  need  for  assistance.  Yet  it  must  not  be 
too  high  or  it  would  threaten  the  very  existence  of  the  wage-related 
contributory  program.  It  is  important  that  there  be  a  substantial 
difference  between  the  amounts  paid  on  the  basis  of  contributions  and 
the  basic  guaranty  paid  without  contribution  if  those  covered  by  the 
contributory  program  are  going  to  continue  to  support  it.  On  the 
other  hand,  there  are  also  substantial  advantages  in  maturing  the 
OASI  program  as  rapidly  as  possible.  Whether  there  would  be  a 
net  gain  for  the  aged  and  for  the  Nation  in  these  proposals  for  paying 
old-age  and  survivors  insurance  benefits  to  all  of  the  present  retired 
group  is  now  a  matter  of  debate. 

The  Federal  matching  offer  in  old-age  assistance  is  now  a  maximum 
of  $35  per  month.    If  all  of  the  retired  aged  over  65  were  guaranteed 


programs  into  universal  flat 


*  In  Referendum  No.  93,  however,  the  U.  S.  Chamber  of  Commerce  committee  on  social 
legislation  proposed  paying  benefits  to  all  the  present  aged  without  a  Government 
contribution. 
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this  amount,  additional  expenditures  would  come  to  about  $1,400,- 
000,000  in  1953.  This  figure  takes  into  account  the  cost  of  raising  to 
$35  those  old-age  and  survivors  insurance  and  old-age  assistance  bene- 
fits now  below  this  amount  and  paying  $35  to  all  those  not  receiving 
either  old-age  and  survivors  insurance  or  old-age  assistance.7  The 
estimated  Federal  share  of  old-age  assistance  for  1953  and  the  esti- 
mated income-tax  yield  on  the  additional  payments  (on  the  assump- 
tion the  OASI  benefit  is  made  taxable)  has  been  subtracted  from  the 
amount  of  the  increased  costs  to  arrive  at  the  figure  for  additional 
expenditures.  If  the  $35  were  payable  at  age  70  rather  than  65, 
the  additional  expenditures  for  1953  would  oe  about  $950,000,000 
(assuming  old-age  assistance  continued  for  those  aged  65-69). 

A  UNIVERSAL  PAY-AS-YOU-GO  SYSTEM 

If  the  old-age  and  survivors  insurance  program  were  to  be  matured 
immediately  by  blanketing-in  the  present  aged,  certain  other  changes 
should  be  considered  at  the  same  time.  Coverage  of  all  current  work- 
ers, desirable  at  any  time,  would  be  essential.  Yet,  one  danger  in 
these  maturity  plans  is  that  the  presently  excluded  groups  might  con- 
sider it  advantageous  to  stay  out  and  collect  the  "free"  benefit  without 
making  direct  contributions  and  reports  to  the  program.  A  system 
which  always  gave  contributors  something  more  than  noncontributors, 
though  somewhat  costlier  than  the  estimates  for  the  minimum-guar- 
anty plan  indicated  above,  would  have  a  better  chance  of  protecting  the 
contributory  principle.  In  any  event  there  would  have  to  be  a  con- 
siderable difference  between  the  free  and  the  contributory  benefit  to 
make  coverage  attractive  to  those  now  excluded. 

If  the  present  aged  were  blanketed  into  the  insurance  program,  the 
financing  method  should  be  reexamined  at  the  same  time.  Pay-as- 
you-go  financing  would  then  be  a  realistic  alternative  to  the  present 
approach.  Whether  desirable  or  not,  and  opinions  differ,  pay-as-you- 
go  financing  on  the  basis  of  earmarked  contributions  is  hardly  possible 
unless  the  system  is  substantially  mature.  The  pay-as-you-go  method, 
which  equates  income  from  contributions  and  short-term  expenditures, 
is  not  compatible  with  a  self-financed  system  which  does  not  cover  the 
group  already  retired.  Under  such  a  system,  pay-as-you-go  would 
require  present  contribution  rates  to  be  cut  by  one-third.  Later  on, 
rates  might  have  to  be  three  times  as  high  as  the  rates  now  being 
charged.  This  is  true  because  benefit  costs  will  rise  gradually  from 
now  until  the  end  of  the  century.  As  the  program  matures,  a  larger 
and  larger  proportion  of  those  retiring  will  have  had  an  opportunity 
to  earn  wage  credits  and  a  larger  and  larger  proportion  of  aged 
widows  will  also  qualify  for  benefits. 

With  the  present  program,  employee  contribution  rates  on  a  pay- 
as-you-go  basis  would  look  like  this  (including  protection  for  sur- 
vivors) if  the  low-cost  estimates  were  taken  :  1953,  0.9 ;  1960, 1.4;  1970, 
2.0;  1980,  2.5;  1990  and  thereafter,  2.9.  If  the  high-cost  estimates 
wre  token,  the  rates  would  be  like  this:  1953,  1.0;  1960,  1.9;  1970, 
2.7 ;  1980,  3.5 ;  1990,  4.5 ;  2000  and  thereafter,  5.0. 


'  Federal  retirement  systems  other  than  old-age  and  survivors  Insurance  have  been 
Included  In  this  estimate  of  additional  cost.  The  $35  has  been  assumed  to  be  a  minimum 
guaranty  rather  than  an  additional  payment. 
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From  the  standpoint  of  persons  who  spend  a  working  lifetime  un- 
der the  program,  it  seems  somewhat  absurd  to  charge  nrst  a  rate  of 
only  1  percent  and  then  gradually  to  increase  the  rate  to  perhaps  as 
much  as  4  or  5  percent.  For  social  insurance  just  as  for  private  insur- 
ance, it  is  much  easier  for  workers  to  pay  a  more  or  less  level  rate  over 
a  working  lifetime. 

If  the  program  were  to  be  matured  by  blanketing-in  the  present  aged 
it  would  be  possible,  however,  on  a  pay-as-you-go  basis  to  charge  rates 
in  the  early  years  which  would  be  much  closer  to  the  ultimate  rates. 
With  the  payment  of  at  least  $35  per  month  to  all  of  the  nonworking 
aged,  benefit  disbursements  including  lump-sum  and  younger  survivor 
benefits  in  1953  would  be  about  $5,300,000,000  or  almost  4  percent  of 
covered  payrolls,  an  increase  of  $2,600,000,000  over  expected  benefit 
disbursements  under  present  law.  Thus  a  contribution  rate  of  2  per- 
cent on  employers  and  2  percent  on  employees  could  be  charged  im- 
mediately without  increasing  the  reserve. 

Under  such  a  plan,  many  consider  it  desirable  that  as  the  popula- 
tion ages  the  ultimate  contribution  rates  should  be  held  down  by 
having  the  Government  contribute  as  well.  It  seems  inequitable  to 
put  the  cost  of  the  "free"  benefits  on  the  contributor.  The  pay-roll 
tax  is  regressive  in  nature — a  flat-rate  tax  on  only  the  first  $3,600  of 
wages  and  self-employment  income — and  in  effect  these  benefits  would 
be  substituting  for  the  Federal  share  of  old-age  assistance  which  is 
raised  on  a  much  more  progressive  basis.  Even  if  one  were  to  con- 
sider the  employer  tax  as  the  sole  source  of  revenue  for  the  "free" 
benefits,  there  would  ^e  a  substantial  shift  to  a  less  progressive  form 
of  taxation.8  Moreover,  a  shift  to  pay-as-you-go  means  that  the  ulti- 
mate rates  must  be  considerably  more  than  under  a  reserve  system. 
Under  pay-as-you-go,  unless  a  Government  contribution  is  substituted 
for  the  interest  payments,  the  contributor  who  has  paid  throughout 
his  lifetime  has  lost  the  advantage  of  interest.  A  contribution  sched- 
use  showing  the  percentage  of  pay  roll  required  on  a  pay-as-you-go 
basis  with  a  Government  contribution  and  a  blanketing-in  of  the  cur- 
rently retired  group  might  be  as  follows : 


Employer 

Employee 

Govern- 
ment 

Employer 

Employee 

Govern- 
ment 

1953.  - 

2 

2 

1980.  -.. 

2.5 

2.5 

2 

1960   

2 

2 

1 

1990  

3 

3 

2 

1970  - 

2 

2 

2 

2000  

3 

3 

3 

8  Many  persons  feel  that  It  would  be  desirable  to  have  an  eventual  Government  contribu- 
tion to  the  old-age  and  survivors  insurance  program,  even  if  the  other  provisions  of  the 
program  are  kept  as  they  are  now.  The  payments  of  full-rate  benefits  to  those  retiring 
in  the  early  years  of  the  program  has  created  a  situation  similar  to  "blanketing  in." 
A  level  premium  rate  to  finance  the  benefits  presently  promised  for  a  generation  of 
workers  under  the  program  for  a  working  lifetime  is  slightly  more  than  4  percent  on  the 
basis  of  the  intermediate  cost  estimates:  that. is,  a  contribution  rate  of  2  percent  on 
employer  and  2  percent  on  employee  under  the  assumption  of  reserve  financing  would 
just  about  meet  the  full  cost  of  benefits  for  this  group  in  perpetuity.  A  combined  con- 
tribution rate  of  4  percent  would  not  be  enough,  however,  to  pay  full-rate  benefits  to  the 
workers  now  old,  since  they  will  be  contributing  for  relatively  short  periods  of  time. 
The  deficit  of  contribution  which  arises  from  this  fact  is  the  equivalent  of  nearly  another 
2  percent  of  payroll  on  a  level  premium  basis,  making  the  level  premium  rate  for  the  whole 
system  about  6  percent.  The  case  under  reserve  financing  for  meeting  the  deficit  of  con- 
tribution of  older  workers  through  a  Government  contribution  is  strong;  this  is  an  accrued 
liability  unrelated  to  the  value  of  the  protection  for  those  who  come  afterward.  Never- 
theless, there  are  some  advantages  in  financing  the  system  entirely  from  payroll  con- 
tributions. There  is  always  the  possibility  that  a  contribution  from  general  taxation 
might  not  be  forthcoming,  and  that  benefits  might  have  to  be  reduced  accordingly. 
Although  the  Government  contribution  might  be  designed  to  make  up  for  the  deficit  of 
contributions  of  older  workers,  it  is  not  unlikely  that  it  would  be  thought  of  as  a  general 
subsidy  to  the  program  and  obscure  the  fact  that  younger  workers  and  their  employers 
would  have  paid  their  own  way. 


f  ' 


PENSIONS  IN  THE  UNITED  STATES  69 

If  a  pay-as-you-go  system  were  established  without  a  Government 
contribution  to  make  up  for  interest  earnings  on  a  reserve,  it  would  be 
particularly  important  that  the  benefits  be  adjusted  to  keep  up  with 
any  increases  in  prices  or  the  level  of  living.  Otherwise,  as  the  sys- 
tem matures  the  combined  employer-employee  contribution  rate  will 
exceed  the  value  of  the  protection  for  those  contributing.  On  the  other 
hand,  if  the  long-range  trend  of  rising  wages  continues,  adjustment 
of  the  benefits  so  that  they  remain  reasonably  related  to  the  wage  level 
current  at  the  time  of  retirement  would  probably  more  than  make  up 
for  the  loss  of  the  interest  earnings  which  would  have  resulted  from  a 
system  geared  to  a  reserve. 

Benefits  may  be  related  to  current  levels  of  living  by  periodic  legis- 
lative action  or  by  more  or  less  automatic  devices  such  as  relating 
benefits  to  a  high  5-  or  10-year  average  monthly  wage  and  tying  the 
benefits  of  those  on  the  rolls  to  various  kinds  of  cost-of-living  or  wage 
indexes.  Another  approach  which  can  be  used  in  a  pay-as-you-go 
system  is  illustrated  by  the  so-called  apportionment  plans  in  France  * 
and  the  plan  recommended  in  Sweden  in  1950  by  the  Pension  Investi- 
gation Committee.10  These  plans  relate  benefits  to  the  past  earnings 
of  the  individual  but  in  such  a  way  as  to  give  him  the  advantage  of 
price  rises  or  productivity  increases  as  reflected  in  current  wage  levels. 
Specifically,  under  such  plans  an  individual  would  receive  each  year 
a  credit  under  the  system  which  would  express  in  "points"  the  rela- 
tion of  his  covered  earnings  to  average  covered  earnings  for  that  year. 
On  retirement  his  points  would  be  averaged  and  his  benefit  each  year 
would  be  based  on  the  relationship  of  his  lifetime  average  to  average 
earnings  under  the  system  for  the  year  in  which  the  benefit  is  paid. 
Other  types  of  pay-as-you-go  plans  are  illustrated  by  the  new  Cana- 
dian system  which  pays  a  flat  $40  to  all  persons  at  age  70,  and  the 
system  adopted  in  Switzerland  in  1947  which  included  those  in  the 
retired  group  who  could  meet  an  income  test. 

Financially,  a  universal  pay-as-you-go  system  would  operate  more 
or  less  on  this  theory — a  given  percentage  of  covered  earnings  is  col- 
lected now  from  current  earners  and  their  employers,  and  possibly 
from  the  Government,  and  apportioned  among  the  present  retired 
group.  The  current  earners,  in  turn,  have  the  expectation  of  a  given 
percentage  of  future  earnings  when  they  retire.  In  a  successful  econ- 
omy, the  pensioners  participate  in  the  gain;  in  the  event  of  a  general 
decline  in  the  level  of  living  over  time,  pensions  drop  as  well  as  the 
income  going  to  other  groups  in  the  population.  A  contingency  fund 
could  be  used,  however,  to  prevent  the  need  for  benefit  reductions  in 
periods  of  unemployment;  the  financing  might  well  be  designed  to 
balance  over  the  business  cycle. 

The  aging  of  the  population  creates  a  special  problem.  As  the  pro- 
portion of  aged  grows  it  takes  a  larger  percentage  of  total  pay  rolls 
to  supply  benefits  which  bear  the  same  relation  to  wages  as  at  the 
beginning  of  the  plan.    Thus,  to  fulfill  the  goal  of  the  plan,  a  larger 


•  Convention  collective  natlonnle  de  retraltes  et  de  prevoyance  des  cadres  du  14  Mars 
1947.  MIse  a  Jour  au  12  Mars  1951,  Imp.  Chaperon,  Vannes. 

10  See  proposal  for  a  General  Pension  Insurance  In  Sweden.  A  summary  of  Investiga- 
tions made  by  the  Pension  Committee  1950.  Published  by  the  Swedish  Government. 
The  Swedish  proposals  do  not  bring  In  the  present  aged.  In  fact,  the  plan  would  be  a 
slowly  maturing  one,  paying  much  lower  benefits  to  older  workers.  Moreover,  there  Is 
no  weighting  In  the  benefit  formula  for  lower  paid  workers.  However,  the  point  system 
described  in  the  proposal  could  be  used  In  combination  with  various  specifications. 
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percentage  of  future  earnings  must  be  reserved  for  later  pensioners 
than  is  needed  at  the  beginning. 

Although  there  are  enough  apparent  advantages  in  this  kind  of  an 
approach  to  deserve  careful  study,  it  is  possible  that  this  way  of  de- 
signing a  retirement  system  would  give  less  security  to  the  potential 
beneficiary  than  the  more  familiar  pattern  of  building  up  an  individ- 
ual reserve.  Would  it,  for  example,  be  more  likely  under  such  a  plan 
than  under  the  more  orthodox  present  system  that  benefits  would  be 
subject  to  change  because  of  political  pressures?  In  this  kind  of 
system  would  the  pension  be  secure  ? 


PROTECTION  FOR  THE  PERMANENTLY  AND  TOTALLY  DISABLED 


Retirement  pay  is  important  not  only  for  those  of  65  and  over,  but 
for  all  persons  who  are  more  or  less  permanently  out  of  the  labor 
market.  The  most  serious  gap  in  this  respect  is  the  failure  of  present 
arrangements  to  give  adequate  protection  to  workers  who  are  out  of 
the  labor  market  because  of  permanent  and  total  disability. 

Of  all  the  risks  to  economic  security,  total  disability  is  perhaps  the 
most  devastating.  Disability  is  more  of  an  economic  burden  than  old 
age  for  it  may  come  at  a  time  when  children  are  not  yet  grown  and  the 
responsibility  for  their  support  is  greatest.  Moreover,  it  adds  a  de- 
pendent to  be  taken  care  of — a  dependent  who  may  need  special  care 
and  incur  extra  expenses.  Few  persons,  even  those  receiving  high 
salaries,  accumulate  enough  savings  to  support  their  families  during 
long  years  of  disability. 

Adequate  permanent  and  total  disability  protection  is  now  largely 
unavailable.  Individual  insurance  against  permanent  and  total  dis- 
ability is  offered  by  many  private  companies  but  under  restricted  con- 
ditions and  at  rates  which  are  prohibitive  for  many.  Under  private 
pension  plans,  many  years  of  service  are  typically  required  for  dis- 
ability protection  and  often  the  protection  is  only  the  actuarially  dis- 
counted retirement  benefit.  Workmen's  compensation  protects  work- 
ers only  in  case  of  work-connected  disabilities,  usually  accidents,  and 
even  then  does  not  usually  assure  an  income  for  the  entire  period  of 
the  disability.  Probably  only  about  five  percent  of  all  permanent  and 
total  disability  cases  are  of  work-connected  origin. 

To  a  considerable  extent,  benefit  compensation  for  retirement  in  old 
age  rests  on  a  general  presumption  of  the  likelihood  of  serious  disabili- 
ties in  later  life.  In  fact,  unless  provision  is  made  for  disability 
insurance,  there  will  be  increasing  pressure  for  a  general  reduction  in 
the  qualifying  age  for  old-age  benefits,  so  that  disabled  persons  will 
not  have  to  wait  so  long  for  their  insurance  income.  It  would  not  seem 
wise,  however,  to  make  retirement  benefits  generally  available  at 
younger  ages.  . 

Rehabilitation,  where  it  is  possible,  is  the  most  economical  method 
of  providing  for  disabled  persons  and  is,  of  course,  the  most  satisfac- 
tory for  the  individual.  Some  people  fear  that  disability  benefits 
payable  on  an  insurance  basis  would  hinder  rehabilitation;  that  the 
disabled  person  would  cling  to  the  security  of  the  benefit  in  preference 
to  the  uncertainty  of  a  work  situation.  This  is  not  only  a  fear  of 
deliberate -malingering  but,  even  more  importantly,  a  fear  that  the 
benefit  would  foster  psychosomatic  illnesses  by  making  them  attrac- 
tive in  terms  of  financial  security.   There  is  no  doubt  that  these  are 
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serious  problems  which  must  be  taken  into  full  account  in  the  develop- 
ment of  a  disability  program.  There  is  a  great  deal  we  do  not  know 
about  the  motivation  of  the  disabled  person.  How  can  we  encourage 
his  desire  to  be  independent  and  foster  his  drive  once  again  to  be  a 
free,  fully  functioning  person?  How  can  we  help  him  to  move  away 
from  the  relative  "safety"  of  helplessness? 

In  spite  of  these  difficulties,  however,  it  is  clear  that  we  must  give 
the  disabled  financial  support  while  being  rehabilitated  if  rehabilita- 
tion is  feasible — for  the  rest  of  their  lives  if  rehabilitation  is  not  fea- 
sible. We  have  no  intention  in  this  country  of  allowing  the  disabled 
to  go  without  the  necessities  of  life.  That  is  why  in  1950  we  adopted 
a  Federal-State  program  of  ass'stance  for  the  permanently  and  totally 
disabled.  The  issue  is  now  quite  clearly  one  of  method.  Should  the 
means  test  be  retained  for  the  disabled  or  should  their  support  be  put 
on  an  insurance  basis? 

There  is  no  general  agreement  on  this  issue.  Two  compromise  pro- 
posals have  been  suggested.  One  approach  is  to  design  a  disability 
insurance  program  with  very  strict  eligibility  and  benefit  provisions 
so  as  to  make  certain  that  only  persons  with  long  records  of  employ- 
ment become  eligible  for  benefits,  that  the  benefits  paid  are  low  in 
comparison  with  the  accustomed  standard  of  living  of  the  individual, 
and  that  they  are  paid  only  after  a  long  waiting  period  and  after 
every  effort  at  rehabilitation  has  been  exhausted.  Another  possibility 
is  to  pay  the  benefits  only  after  the  attainment  of  a  given  age — say,  50 
or  55.  Most  of  the  arguments  made  against  disability  insurance,  even 
if  generally  valid,  have  little  application  to  proposals  for  lowering  the 
retirement  age  for  those  with  total  disabilities. 

PRIVATE  PLANS  AND  GOVERNMENT  REGULATION 

The  recent  rapid  spread  of  private  pension  plans  and  the  expecta- 
tion of  further  rapid  growth  in  the  near  future  has  led  to  concern  about 
the  security  of  some  of  the  plans  now  being  established.  Will  they 
be  able  to  continue  under  less  favorable  conditions?  If  not,  will  Gov- 
ernment be  under  pressure  to  assume  the  obligations  of  some  of  these 
plans  in  order  to  protect  the  expectations  of  the  workers? 

It  is  true  that  the  continued  existence  of  a  private  plan  depends  on 
the  financial  position  of  its  sponsors.  Plans  established  in  prosperity 
and  under  favorable  tax  conditions  may  be  discontinued  under  less 
favorable  circumstances.  Even  during  prosperous  times,  many  plans 
are  discontinued.  About  15  percent  of  the  plans  (covering,  however,  a 
relatively  small  percentage  of  employees)  approved  by  the  Bureau  of 
Internal  Revenue  since  1942  have  been  dropped.  In  our  economy, 
individual  businesses  are  continually  being  replaced  by  other  enter- 
prises and  whole  industries  become  outmoded. 

It  is  a  very  serious  matter  to  promise  security  which  does  not  ma- 
terialize. It  is  quite  likely  that  the  inability  of  any  big  collective 
bargaining  plan  to  continue  would  result  in  pressure  for  Government 
to  assume  the  liabilities  of  the.  plan.  Some  argue,  therefore,  that  it 
would  be  desirable  to  require  strict  funding  of  private  plans  as  a  con- 
dition of  tax  offset  under  Federal  law.  Others  hold  that  the  Govern- 
ment should  offer  to  operate  supplementary  plans  by  allowing  em- 
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ployers  and  employees  to  buy  additional  protection  under  the  Govern- 
ment system  on  an  actuarial  basis  and  with  all  rights  vested  in  the 
individual  so  that  he  would  receive  some  protection  in  spite  of  the 
"failure  of  an  individual  business  or  the  discontinuance  of  a  plan. 

Both  of  these  suggestions  require  much  more  thorough  study  and 
discussion  before  they  are  given  legislative  consideration.  Addi- 
tional regulation  of  funding  by  Government  would  be  a  very  com- 
plicated administrative  task.  Criteria  are  difficult  to  establish  and. 
moreover,  real  control  would  involve  the  Government  in  a  determina- 
tion of  the  most  likely  assumptions  for  cost  estimating.  For  the  Gov- 
ernment to  sell  protection  supplementary  to  old-age  and  survivors 
insurance  would  have  the  advantage  of  providing  a  way  for  the  sup- 
plementary protection  to  follow  the  worker  from  job  to  job.  On  the 
other  hand,  employers  can  now  buy  such  protection  for  their  employees 
from  private  insurance  companies  if  they  so  desire.  The  cost  is  high 
but  it  would  also  be  high  if  operated  by  the  Government.  No  clear 
ieed  for  Government  operation  in  this  area  has  yet  been  demonstrated. 

Because  of  the  interest  in  vesting  provisions,  it  has  sometimes  been 
proposed  that  certain  minimum  vesting  be  required  in  a  plan  as  a  con- 
dition of  approval  for  tax  offset.  There  are  other  desirable  features 
of  private  plans  which  might  also  be  required.  However,  this  type 
of  regulation  should  be  approached  with  great  caution,  if  at  all.  By 
and  large,  the  provisions  of  private  plans  should  be  left  to  individual 
decision  and  collective  bargaining.  Only  by  leaving  individuals  and 
groups  free  to  experiment  and  to  deviate  from  what  is  now  considered 
desirable  will  the  private  plans  be  able  to  pioneer  in  new  fields  and 
solve  some  of  the  problems  which  have  been  raised  in  this  report, 
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SUMMARY  AND  RECOMMENDATIONS 

SUMMARY 

Great  progress  has  been  made  in  the  United  States  in  the  last  15 
years  toward  solving  the  problem  of  income  maintenance  in  old  age. 
Nine  out  of  ten  workers  are  now  earning  retirement  protection  under 
a  public  program  as  they  work,  nearly  8  out  of  10  under  old-age  and 
survivors  insurance.  One  out  of  five  of  those  covered  under  old-age 
and  survivors  insurance  is  also  earning  supplementary  protection 
under  a  private  plan. 

Even  so,  much  remains  to  be  done.  The  situation  of  the  present 
aged  is  quite  unsatisfactory.  Benefits  are  low,  on  the  average  con- 
siderably below  subsistence  except  for  those  few,  some  350,000,  who 
are  drawing  pensions  under  both  old-age  and  survivors  insurance  and 
private  plans.  The  situation  of  aged  widows  is  particularly  unsatis- 
factory. While  public  retirement  plans  are  at  present  paying  about 
two-thirds  of  the  retired  men  and  their  wives,  and  single  and  divorced 
women,  less  than  one-fourth  of  the  nonworking  widows  over  65  are 
drawing  such  benefits.  Private  plans  pay  benefits  to  not  quite  10 
percent  of  the  first  group  and  to  very  few  of  the  second  group.  An- 
other group  for  whom  present  arrangements  are  particularly  inade- 
quate is  made  up  of  those  who  were  prematurely  retired  because  of 
permanent  and  total  disabilities. 

There  seems  to  be  little  reason  for  thinking  that  present  pension 
commitments  are  too  high  for  us  as  a  nation.  Pension  payments  to 
those  65  years  of  age  and  over  now  represent  slightly  less  than  1  per- 
cent of  the  national  income  and,  with  greatly  expanded  coverage  and 
liberalizations  sufficient  to  keep  up  with  increases  in  productivity, 
they  would  represent  about  3.7  percent  of  the  national  income  in 
1975.  The  retired  aged  now  make  up  about  10  percent  of  the  non- 
producers  and  by  1975  will  represent  perhaps  13  percent,  but  other 
nonworking  groups  are  expected  to  stay  the  same  or  decline  slightly  so 
that  the  ratio  of  the  gainfully  employed  to  the  nongainfully  employed 
will  be  about  the  same  in  1975  as  now  or  even  somewhat  improved. 

It  is  likely  that  under  pension  arrangements  the  burden  of  support- 
ing the  aged  will  be  less  than  it  woidd  be  in  the  absence  of  such  ar- 
rangements. It  is  important,  however,  to  continue  to  employ  as  large 
a  proportion  as  possible  of  those  aged  who  can  and  want  to  work  both 
to  reduce  pension  costs  and  to  increase  the  total  volume  of  goods  and 
services  available  for  all  consumers.  In  this  connection,  pension 
plans  should  be  designed  so  that  they  do  not  interfere  with  the  em- 
ployment of  older  workers  or  unduly  inhibit  the  mobility  of  the  labor 
force,  since  these  results  would  reduce  the  total  production  of  the 
economy. 
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The  problems  of  fund  accumulation  need  further  study.  There  is 
some  doubt  as  to  whether  interest-earning  reserves  are  a  very  satis- 
factory way  of  meeting  a  major  part  of  the  long-run  costs  of  retire- 
ment systems.    The  accumulation  of  these  funds  contributes  to  the 

Eroductivity  of  the  economy,  but  because  they  are  largely  invested  in 
onds  their  income  does  not  increase  as  the  productivity  of  the  econ- 
omy increases.  Yet  it  is  likely  that  the  realistic  liability  of  retirement 
systems  must  be  measured  in  terms  of  the  standard  of  living  current 
at  the  time  pensions  are  payable.  As  productivity  increases  and  wages 
increase  over  the  long  run,  people  will  expect  bigger  pensions.  In 
such  a  situation  funding  is  not  as  elfective  a  way  of  financing  as  it  is 
frequently  assumed  to  be. 

Perhaps  the  biggest  problem  for  the  future  of  pension  planning  is 
the  interrelationship  of  the  various  arrangements  for  the  income  main- 
tenance of  the  aged.  "What  should  be  the  relationship  between  old-age 
and  survivors  insurance  and  the  veterans  program,  the  other  govern- 
mental systems,  private  plans,  and  public  assistance? 

In  planning  the  public  program  it  is  not  possible  to  assume  that  most 
beneficiaries  will  also  be  entitled  to  private  pensions.  Not  more  than 
10  or  15  percent  of  the  retired  aged  will  be  getting  private  pensions 
-even  10  years  from  now  and  it  will  take  at  least  a  generation  before 
private  plans  are  paying  even  20  to  25  percent  of  those  aged  who  are 
not  dependent  on  earnings.  Old-age  and  survivors  insurance  will 
continue  to  be  the  only  kind  of  organized  retirement  plan  for  most 
people. 

In  improving  private  plans  in  the  near  future  some  plans  will  need 
to  put  emphasis  on  increased  benefit  amounts.  A  large  number  will 
heed  to  do  more  for  the  worker  who  changes  jobs.  Perhaps  the  major 
need  for  improved  protection  is  for  those  who  become  permanently 
and  totally  disabled.  This  is  true  in  both  old-age  and  survivors  in- 
surance and  most  private  plans.  How  can  we  increase  the  number  who 
are  rehabilitated  and  what  is  the  best  way  of  maintaining  those  who 
are  not  rehabilitated  ? 

A  matter  for  debate  during  the  next  few  years  will  be  whether  it 
is  desirable,  while  retaining  the  present  wage-related  contributory 
approach,  in  the  public  program,  to  blanket-in  the  present  aged  and 
adopt  a  universal  pay-as-you-go  method  of  financing.  Such  an  ap- 
proach has  certain  obvious  advantages,  but  it  also  might  result  in  a 
weakening  of  public  support  for  and  understanding  of  a  contributory 
wage-related  program. 

In  spite  of  disagreement  on  some  points  there  is  widespread  agree- 
ment among  business,  labor  and  expert  opinion  in  the  United  States 
concerning  the  broad  pattern  which  should  be  followed  in  meeting 
the  income  maintenance  needs  of  the  aged.  The  pattern  is  this : 
employment  for  those  aged  who  can  and  want  to  work,  and  for  those 
who  retire  a  universally  available  system  of  publicly  administered 
old-age  and  survivors  insurance,  contributory  in  nature  and  wage 
related,  plus  supplementary  retirement  systems  which  take  into  ac- 
count the  protection  afforded  by  old-age  and  survivors  insurance  but 
give  additional  benefits.  The  desirability  of  additional  savings  which 
the  individual  accomplishes  on  his  own  according  to  his  ability  and 
inclination  is  taken  for  granted.  There  is  also  support  for  public 
.assistance  available  for  those  who  even  with  full  coverage  by  retire- 
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ment  systems  will  not  have  income  sufficient  to  meet  their  minimum 
needs  in  old  age. 

RECOMMENDATIONS 

So  far  Pensions  in  the  United  States  has  described  existing  arrange- 
ments for  the  income  maintenance  of  the  retired  aged,  indicated  an  area 
of  broad  agreement  on  future  policy,  discussed  the  economics  of  pen- 
sions, and  raised  the  issues  of  public  policy  which  seem  most  signi- 
ficant in  considering  what  lies  ahead.  It  remains  to  recommend  a 
line  of  attack  on  remaining  problems.  What  should  be  done  next  to 
advance  our  factual  knowledge  in  the  area  of  pensions  and  what  should 
be  done  next  to  promote  a  satisfactory  solution  of  the  policy  questions  i 
Here  are  three  major  recommendations: 

J.  The  establishment  of  a  professional  committee  on  research. 

Research  on  pensions  in  the  United  States  and  related  questions 
is  being  performed  by  a  great  variety  of  Government  agencies,  private 
foundations,  colleges  and  universities,  business  organizations,  trade- 
unions,  and  other  groups.  It  is  desirable,  of  course,  that  research 
be  done  by  many  different  groups  and  pursued  from  many  different 
points  of  view.  More  could  be  accomplished,  however,  if  new  proj- 
ects were  selected  in  the  light  of  fuller  knowledge  of  what  is  cur- 
rently-being done  by  others  and  fuller  understanding  of  the  important 
gaps  in  present  knowledge.  For  this  reason  there  is  included  in  the 
appendix  to  this  report  a  listing  of  research  now  in  progress.  This 
listing,  however,  is  but  a  very  modest  beginning.  We  believe  that 
there  is  need  for  a  professional  committee  on  research  which  would  be 
representative  of  the  organizations  interested  in  the  field  and  which 
would  function  on  a  continuing  basis.  It  may  not  be  feasible  for  such 
a  committee  to  make  an  over-all  research  plan.  We  do  believe,  how- 
ever, that  it  could  serve  as  a  medium  for  keeping  people  informed 
on  current  research,  could  give  advice  on  the  establishment  of  new 
projects,  and  from  time  to  time  bring  to  the  attention  of  founda- 
tions, universities,  Government  agencies,  and  others  the  need  for  ad- 
ditional analysis  or  fact-gathering  in  important  areas.  The  com- 
mittee would  need  a  small  staff  of  one  or  two  persons  and,  although 
broad  in  total  membership,  would  need  a  relatively  small  executive 
group  who  would  be  able  to  devote  considerable  time  to  the  project. 
We  believe  that  such  a  committee  could  make  an  important  contribu- 
tion toward  the  most  efficient  use  of  research  facilities. 

2.  The  establishment  of  an  advisory  commission  which  would  make 
policy  recommendations  regarding  the  interrelationship  of  the 
various  provisions  for  the  income  maintenance  of  the  aged. 
In  addition  to  a  professional  committee  working  in  the  area  of  re- 
search, we  believe  there  is  immediate  need  for  an  advisory  commis- 
sion on  policy  which  would  be  representative  not  only  of  expert  opin- 
ion but  of  management,  labor,  agriculture,  veterans  and  the  other 
groups  directly  involved  in  the  problem  of  the  income  maintenance  for 
the  aged.    Policy  formation,  although  dependent  on  research  and  the 
analysis  of  facts,  also  involves  value  judgments  and  the  reconcilia- 
tion of  conflicting  interests.    It  cannot,  therefore,  be  left  to  the  expert 
or  to  the  researcher. 
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Of  all  the  problems  of  poliey  formation  in  the  pension  area,  prob- 
ably the  most  important  and  also  the  most  neglected,  is  the  one  of 
interrelationship  between  the  various  programs.  It  is  not  now  the 
business  of  anyone  to  look  at  the  whole  problem.  By  and  large  Con- 
gress must  deal  with  the  various  income  maintenance  measures  one 
at  a  time  and  usually  through  different  committees.  At  the  most  it 
takes  up  two  at  a  time  as  in  considering  the  relationship  between 
public  assistance  and  old-age  and  survivors  insurance  in  social-secur- 
ity legislation  or  in  the  current  joint  House-Senate  study  of  railroad 
retirement  legislation  which  includes  study  of  the  relationship  of  the 
Kailroad  Retirement  System  to  old-age  and  survivors  insurance.  In 
the  House,  different  committees  handle  each  of  the  following :  Ilailroad 
retirement,  civil-service  retirement,  the  plans  of  the  Armed  Forces, 
veterans  legislation,  and  social  security.  In  the  Senate  these  programs 
are  considered  by  four  different  committees.  The  jurisdiction  of  the 
committees,  except  in  the  case  of  social  security,  is  determined  largely 
by  the  group  affected  by  the  legislation  rather  than  by  the  fact  that  the 
legislation  pertains  to  pensions.1 

Who  then  is  to  take  responsibility  for  looking  at  the  problem  of 
interrelationships  in  the  pension  area  as  a  whole?  Who  is  to  take 
responsibility  for  looking  at  the  veterans  non-service-connected  pen- 
sion in  relation  to  old-age  and  survivors  insurance,  and  at  the  relation 
of  the  regulation  and  taxation  of  private  plans  to  the  various  public 
retirement  systems?  Who  is  to  consider  how  the  Armed  Forces  sys- 
tem, the  railroad  retirement  system,  and  the  civil-service  retirement 
system  can  be  integrated  with  our  other  pension  measures?  What,  in 
the  light  of  all  other  provisions,  should  be  the  future  role  of  public 
assistance? 

We  believe  that  a  report  on  such  subjects  by  a  commission  represent- 
ing both  expert  opinion  and  the  groups  involved  would  be  extremely 
helpful  to  the  congressional  committees  charged  with  the  responsi- 
bility for  the  individual  programs.  Such  a  commission  would  have 
to  meet  over  a  considerable  period  of  time  and  would  need  the  services 
of  a  small  full-time  staff. 

3.  Provision  should  he  made  for  the  collection  of  more  complete  and 
more  representative  data  in  the  field  of  private  pensions. 
What  information  we  now  have  on  private  pensions  comes  from  a 
variety  of  sources  but  all  of  it  is  partial  and  incomplete.  One  cannot 
now  be  sure  of  even  such  elementary  information  as  the  number  of 
persons  covered  by  private  plans,  the  number  of  plans,  the  coverage  of 
various  types  of  plans,  the  amount  of  money  going  into  pension  funds, 
and  so  forth.  All  surveys  to  date  have  been  limited  in  their  coverage 
and  have  usually  been  confined  to  the  relatively  large  employer.  We 
believe  that  it  would  be  extremely  desirable  to  conduct  a  Nation-wide 
survey  of  employers  which  would  be  representative  of  all  employers  in 
order  to  establish  broad  points  of  reference  for  later  more  detailed 
studies.  (The  Social  Security  Administration  has  done  some  prelim- 
inary work  which  looks  toward  such  a  survey.) 


1  It  is  proper  that  this  should  be  so.  If  all  pension  questions  were  handled  by  the 
same  committee,  equally  difficult  questions  of  relationship  with  other  areas  would  arise — ■ 
for  example,  the  relationship  of  pensions  to  salary  and  other  compensation  in  the  Armed 
Forces. 
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In  addition,  we  believe  that  provision  should  be  made  for  putting 
out,  on  a  continuing  basis  and  in  the  most  usable  form,  data  on  pensions 
which  are  now  available  to  the  Government  as  a  by-product  of  the 
administration  of  section  165  (a)  of  the  Internal  Revenue  Code.  We 
recognize  that  there  are  difficulties  in  the  way  of  securing  regular 
up-to-date  publication  of  this  information  but  we  favor  the  establish- 
ment of  an  advisory  technical  group  to  explore  what  can  be  done  and 
to  make  recommendations. 
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The  provision  of  an  assured  retirement  income  is  a  prerequisite  for 
satisfactory  living  in  old  age,  but  it  is  by  no  means  a  guaranty.  Re- 
tirement income  is  necessary  to  give  freedom  from  a  sense  of  insecurity 
and  freedom  from  feeling  one  is  a  burden  on  others.  These  are  impor- 
tant freedoms,  but  the  provision  of  income  in  old  age  should  do  even 
more ;  it  should  provide  the  economic  base  for  a  good  life.  Whether 
it  does  so  in  fact,  depends  not  only  on  the  amount  of  the  income  but  on 
the  capacity  of  the  individual  to  adjust  to  his  new  life  of  retirement 
and  on  the  opportunities  open  to  him  to  make  his  new  life  rewarding. 

The  needs  of  the  aged  are  as  varied  and  as  important  as  those  of  any 
other  group.  The  aged  cannot  be  given  a  pittance  and  then  put  off  in 
a  corner  of  community  life  and  forgotten.  Today,  hundreds  of  thou- 
sands of  pensioners  are  living  out  their  lives  friendless  and  alone — 
often  in  ill  health,  unoccupied,  and  without  purpose.  With  many 
years  of  life  yet  ahead  they  are  already  awaiting  death.  The  payment 
of  a  pension  simply  to  keep  them  alive  is  not  enough.  The  aged  must 
be  given  the  chance  to  participate  in  a  variety  of  activities.  They  must 
have  opportunity  for  recreation,  for  creative  activity,  for  making 
friendships.  They  must  have  the  opportunity  to  secure  satisfactory 
living  arrangements  and  satisfactory  health  care. 

For  those  who  throughout  life  have  learned  to  adjust  to  changing 
conditions,  retirement  on  a  reasonably  adequate  income  holds  real 
promise.  It  does  not  need  to  be  retirement  from  something,  it  can  be 
retirement  to  something;  for  increasing  age  can  mean  not  only  the 
loss  of  powers,  but  growth.  Older  people  can  and  want  to  learn.  Old 
age  can  be,  and  has  for  many  been,  a  time  of  creative  activity  and  rich 
rewards. 

It  would  be  difficult  to  overstate  the  role  of  assured  money  income  in 
making  retirement  a  new  opportunity  rather  than  a  waiting  for  death. 
The  improvement  of  income  maintenance  arrangements  is,  therefore, 
perhaps  the  most  important  single  aspect  of  the  movement  to  make  life 
worth  living  for  the  retired  aged. 
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Appendix  A 

PENSIONS  IN  A  DEFENSE  ECONOMY 

For  at  least  the  next  year  or  two,  the  dominant  factor  in  our  economy  will 
be  the  requirements  of  national  defense.  In  1952,  defense  expenditures,  includ- 
ing foreign  aid,  will  absorb  about  15  percent  of  the  total  production  of  goods  and 
services.  A  further  increase  in  national  security  outlays  is  expected  to  occur 
between  now  and  the  latter  part  of  1953.  While  under  present  programs  de- 
fense expenditures  are  expected  to  level  off  at  that  time,  a  change  in  the  inter- 
national situation  might  cause  them  to  increase  and  in  any  event  they  may  well 
continue  to  be  high  for  10  or  15  years,  or  even  a  generation.  How  should  we 
view  the  pension  problem  in  this  setting? 

With  the  leveling-off  in  defense  expenditures,  the  prospect  of  cut-backs  in 
consumer  goods  is  fading.  Nevertheless,  any  increase  in  the  flow  of  goods  and 
services  going  to  the  aged  during  the  next  year  or  so  may  result  in  an  actual  de- 
crease in  what  is  available  for  other  groups.  It  appears  that  after  1953,  if 
productivity  continues  to  increase,  it  will  be  possible  through  relatively  full  utili- 
zation of  our  capital  equipment  and  labor  force  to  maintain  an  adequate  defense 
establishment,  provide  for  sufficient  capital  formation,  and  at  the  same  time 
provide  a  rising  standard  of  living  for  the  various  groups  in  the  population.  In 
fact,  if  expenditures  for  defense  can  be  reduced,  the  main  problems  will  be  those 
connected  with  adjusting  to  a  much  higher  level  of  consumption  than  in  the  past. 
We  will  have  a  greatly  expanded  productive  capacity  and  it  will  b?  of  great  im- 
portance to  increase  the  ability  of  people  to  buy.  Although  our  immediate 
problem  is  whether  it  is  desirable  to  allow  these  plans  to  expand  during  a  period 
of  inflation  or  threatened  inflation,  by  1954  or  1955  we  may  be  much  more  con- 
cerned about  the  possible  deflationary  effects  of  pension  funding. 

Just  what  effect  do  pension  plans  have  on  the  price  level  in  a  period  of  threat- 
ened inflation?  It  is  convenient  for  analysis  to  consider  the  effect  of  pension 
plans  on  the  price  level  in  two  parts — the  effect  of  pension  plans  on  demand 
and  the  effect  of  pension  plans  on  costs,  although  realistically  it  is  not  possible 
to  make  a  clear-cut  separation.  On  the  demand  side  there  is  no  doubt  that  the 
effects  of  pension  plans  have  been  largely  good  during  an  inflationary  period. 
The  large  excess  of  income  over  outgo  in  both  the  public  and  private  programs 
has  reduced  consumer  demand  and  thus  been  a  deflationary  factor.  Any  liberali- 
zations of  benefits  in  the  private  plans  which  are  covered  by  increased  funding 
would  increase  the  excess  of  income  over  outgo.  With  pension  increases  only 
a  few  people  have  their  present  purchasing  power  increased,  for  relatively  few 
are  drawing  pensions,  but  additional  funding  for  all  covered  workers,  resulting 
in  reduced  consumer  demand,  is  required  to  pay  benefits  in  the  future. 

Insofar  as  such  pension  improvements  substitute  for  wage  increases,  the 
economic  effect  during  inflation  is  particularly  good ;  the  pension  funding  is  de- 
flationary in  itself  and  in  addition  it  substitutes  for  inflationary  wa°e  increases. 
Moreover,  the  use  of  these  funds  to  finance  part  of  the  defense  effort  reduces 
the  need  to  depend  upon  an  inflationary  expansion  of  bank  credit. 

If  payments  to  pensioners  are  increased  without  any  corresponding  change 
in  the  funding  arrangements,  the  effect,  of  course,  is  to  reduce  the  amount  of 
income  over  outgo  and  thus  reduce  to  that  extent  the  deflationary  effect  of 
present  arrangements.  For  example,  an  increase  in  benefit  payments  under  the 
public  program  without  an  increase  in  the  tax  rate  would  increase  demand  some- 
what over  what  it  would  be  in  the  absence  of  the  liberalization.  Other  changes 
in  the  public  program  which  many  feel  are  desirable  on  general  grounds  would 
have  an  immediate  deflationary  effect.    The  most  important  of  these  are  ex- 
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tension  of  coverage  to  the  presently  excluded  groups  and  an  increase  in  the 
maximum  contribution  base.  These  changes  would  in  the  near  future  increase 
the  income  of  the  system  more  than  the  outgo.  Under  present  law,  income  to  the 
system  in  1953  is  estimated  to  he  about  $4.2  billion  and  outgo  $2.7  billion.  With 
a  general  extension  of  coverage,  and  an  increase  in  the  maximum  contribution 
base  to  $6,000  per  year,  the  total  income  of  the  system  would  be  about  $5.8 
billion  or  an  increase  of  $1.6  billion.  Most  of  this  increase  in  income  would  be 
in  the  nature  of  deferred  savings ;  benefit  expenditures  in  the  near  future  would 
not  increase  very  much  as  a  result  of  these  changes. 

The  contribution  rate  under  old-age  and  survivors  insurance  is  scheduled 
to  rise  at  the  beginning  of  1954  from  the  present  combined  employer-employee 
rate  of  3  percent  to  a  combined  rate  of  4  percent.  Under  present  law,  the  total 
income  to  the  system  in  1954  would  be  $5.3  billion  and  outgo  $3  billion.  If 
coverage  were  generally  extended  by  that  time  and  the  maximum  contribution 
base  increased  to  $6,000,  the  comparable  figures  would  be  $7.3  billion  and  $3.3 
billion.  If  benefit  levels  were  also  increased  at  that  time  by  15  percent,  for 
example,  the  excess  of  income  over  outgo  in  1954  would  still  be  $3.5  billion 
under  the  conditions  given. 

Decisions  on  contribution  rate,  benefit  increases,  wage  base,  and  extension 
of  coverage  in  old-age  and  survivors  insurance  have  long-range  effects  on  the 
security  of  most  Americans.  They  should  not  be  made  primarily  because  of 
the  effect  on  the  price  level  at  a  given  time.  If  improvements  which  are  good  in 
themselves  coincide  with  broad  fiscal  policy,  so  much  the  better,  but  extension 
of  coverage,  for  example,  is  desirable  even  in  a  period  when  deflation  rather  than 
inflation  is  the  danger. 

Although  the  effect  of  pension  plans  on  the  demand  side  is  deflationary,  on  the 
cost  side  the  effect  may  add  to  inflationary  pressures.  If  increases  were  to  be 
given  to  current  pensioners  without  an  increase  in  funding  for  current  workers, 
the  net  effect  would,  of  course,  be  similar  to  wage  increases  and  would  be  infla- 
tionary on  both  the  demand  and  the  cost  side.  Pensions  increase  the  cost  of  doing 
business,  and  when  demand  is  strong  at  least  part  of  this  cost  will  tend  to  lead  to 
price  increases.  It  is  difficult  to  determine  how  much  pensions  increase  costs 
over  what  they  would  otherwise  be.  Part  of  the  cost,  as  has  been  pointed  out,  is 
financed  by  tax  reductions  and  does  not  increase  business  expenses.  (The  end 
result  of  the  reduction  in  tax  income  resulting  from  pension  plans  may  be  infla- 
tionary, however,  since  it  increases  Government  borrowing.  Yet  this  effect  may 
be  largely  offset,  because  funding  makes  a  large  part  of  what  would  have  been 
tax  payments  available  for  investment  and  thus  reduces  the  need  for  credit 
expansion.)  Moreover,  to  a  greater  or  lesser  extent,  the  increased  costs  arising 
from  pensions  must  be  viewed  as  substituting  for  increases  in  wage  costs.  The 
inflationary  effect  of  increased  pension  costs  is  dependent  on  how  much  of  the 
increase  in  cost  is  in  excess  of  what  wage  costs  would  have  been  in  the  absence 
of  pensions.  This  question  needs  further  study,  but  it  seems  unlikely  that,  in 
view  of  the  deflationary  effect  of  funded  pensions  on  the  demand  side,  the 
increases  in  cost  will  prove  seriously  inflationary. 

In  February  1952  the  Wage  Stabilization  Board  issued  General  Wage  Regula- 
tion No.  21,  which  largely  removes  pensions  from  controls.  Except  for  certain 
safeguards  designed  to  prevent  pension  and  profit-sharing  plans  from  being  used 
to  increase  the  immediate  income  of  employees,  unions  and  employers  are  now 
free  to  bargain  on  the  establishment  of  new  plans  and  the  improvement  of  exist- 
ing plans.  In  issuing  the  order  on  pensions,  the  Wage  Stabilization  Board  gave 
an  additional  reason  for  its  position.  The  Board  said  the  danger  that  these  plana 
will  result  in  inflationary  additions  to  business  costs  is  minimized  by  the  wide- 
spread realization  among  employers  and  unions  that  such  plans — because  of  their 
cost  and  because  they  involve  long-term  commitments — must  be  inaugurated  or 
modified  with  great  caution  and  only  after  careful  planning,  so  that  prudent 
judgment  should  operate  as  a  particularly  strong  stabilizing  influence  in  this  field. 
Whether  this  proves  to  be  the  case  in  practice  will  be  a  subject  for  study  by  the 
Board.  Under  present  policies,  some  of  the  pressure  for  higher  wages  will  cer- 
tainly be  channeled  into  pension  liberalization.  The  tax  situation  is  extremely 
favorable  to  the  establishment  and  liberalization  of  pensions,  and  union  pressures 
may  well  meet  with  relatively  mild  employer  resistance.  Section  8  of  General 
Wage  Regulation  No.  21  provides  for  a  review  of  the  order  in  the  light  of 
experience. 

Another  aspect  of  the  pension  problem,  mentioned  previously  but  which  de- 
serves special  study  in  connection  with  defense,  is  the  extent  to  which  private 
plans  are  preventing  older  workers  in  critical  occupations  from  taking  defense 
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jobs.  No  one  has  yet  devised  any  very  good  plan  for  protecting  the  pension 
rights  of  an  older  worker  who  moves  temporarily  into  a  defense  plant.  It  is  not 
enough  to  grant  him  rights  for  the  time  he  is  so  employed.  Under  the  plans 
covering  most  mass  production  workers  he  would  have  to  be  guaranteed  reem- 
ployment rights  on  his  old  job,  since  only  those  employed  at  the  time  of  retire- 
ment get  anything  at  all.  Granting  a  legal  right  to  the  old  job,  however,  seems 
a  very  drastic  remedy  for  this  problem  and  a  very  difficult  right  to  administer. 
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RESEARCH  IN  PROGRESS 

In  this  appendix  we  are  listing  those  current  projects  which  have  been  reported 
to  us  in  the  course  of  our  study.  Some  have  since  been  completed ;  a  few  com- 
pleted just  before  the  beginning  of  the  study  have  also  been  included.  It  has 
not  been  possible,  of  course,  to  list  all  current  research.  Projects  falling  pre- 
dominantly within  the  scope  of  geriatrics  or  medical  research  have  been  entirely 
omitted  from  this  list.1  The  materials  here  included  have  been  grouped  under 
the  following  headings:  "General"  (i.  e.,  related  to  more  than  one  of  the  sub- 
divisions) ;  "Private  pensions";  "Governmental  retirement  systems";  "Other 
programs  of  income  maintenance";  "Employment  and  retirement";  "Physiologi- 
cal and  psychological  research" ;  and  "Disability  and  mortality."  In  addition, 
it  was  thought  useful  to  include  a  list  of  commissions  or  committees  on  aging 
established  in  several  States,  whether  or  not  they  were  currently  engaged  in 
research.  (Research  reports  received  from  these  commissions  and  committees 
have  been  incorporated  in  the  topical  list.) 

GENERAL 

Alfred  University,  Department  of  Sociology 

Prof.  Roland  L.  Warren  has  supervised  field  studies  on  the  needs  of,  and  serv- 
ices available  to,  older  people  in  rural  communities  of  New  York  State.  Two 
studies  have  been  completed,  one  on  Older  People  in  Almond  Town,  the  other  a 
study  of  several  counties.  A  community  research  project  covering  77,000  people 
in  the  three  counties  adjoining  Alfred,  N.  Y.,  is  in  progress. 

American  Public  Welfare  Association 

With  the  help  of  a  grant  from  the  Doris  Duke  Foundation,  the  APWA  com- 
mittee on  the  aging,  Elizabeth  Wickenden,  special  consultant,  has  begun  a 
study  of  the  problems  of  the  aging  as  they  relate  to  the  work  of  public  welfare 
agencies. 

Bridgeport  Community  Council,  Bridgeport,  Conn. 

Under  the  direction  of  P.  W.  Swartz,  the  council  has  recently  completed  a 
Nation-wide  survey  of  community  attitndes  toward  older  persons  and  com- 
munity services  now  available  to  the  aged.  Special  emphasis  was  placed  on  the 
employment  problems  of  the  aged,  retirement,  housing,  and  social  life.  The 
survey  was  conducted  in  155  communities. 

Cleveland  Welfare  Federation,  Cleveland,  Ohio 

Committees  have  been  at  work  on  many  phases  of  the  problems  faced  by  the 
aging,  including  the  following:  (a)  occupational  opportunities  for  women  office 
workers  over  35;  (6)  need  for  expansion  of  sheltered  workshop  opportunities; 
(c)  current  pension  and  retirement  practices;  (d)  need  for  an  old-age  center; 
(e)  better  placement  facilities  for  the  severely  handicapped;  (/)  spiritual  help 
for  older  people ;  (g)  homes  for  aged  ;  (h)  noninstitutional  living  arrangements  ; 
(t)  older  persons — general  aspects  of  the  problem  of  aging.  Studies  completed 
include  one  on  Trends  in  Pensions  and  Retirement  With  Their  Implications  for 
Welfare  Planning. 


1  For  a  brief  annotated  bibliography  see  Selected  References  on  Aging,  Federal  Security 
Agency,  Washington,  D.  C,  U.  S.  Government  Printing  Office,  1952.  36  pp.  For  a  com- 
prehensive and  specialized  compilation  see  Shock.  Nathan  W.,  A  Classified  Bibliography 
on  Gerontology  and  Geriatrics,  Stanford,  Calif.,  Stanford  University  Press,  1951,  599  pp., 
with  current  supplements  "Index  to  Current  Periodical  Literature,"  Journal  of  Geron- 
tology, passim. 
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Florida  State  Improvement  Commission 

Under  the  direction  of  Irving  L.  Webber,  supervisor  of  the  commission's 
retirement  research  division  and  author  of  a  survey,  The  Retired  Population  of 
St.  Petersburg,  Its  Characteristics  and  Social  Situation  (published  in  mimeo- 
graphed form  in  November  1950),  three  similar  surveys  were  made  in  West 
Palm  Beach  and  Orlando.  As  in  the  St.  Petersburg  survey,  schedules  were  ob- 
tained from  retired  residents  and  members  of  their  households.  The  new  surveys 
report  sources  of  income  and  contain  information  on  personal  adjustment,  in- 
formation not  secured  in  the  earlier  survey.  The  Orlando  study  of  retired  people 
is  scheduled  for  publication  toward  the  end  of  1952.  One  West  Palm  Beach 
study  has  been  reported  as  a  thesis  (Glenn  V.  Fuguitt,  The  Retired  People  of 
West  Palm  Beach,  Gainesville;  University  of  Florida,  1952).  Mr.  Fuguitt's 
study  was  limited  to  white  retired  people.  In  August  1951  approximately  100 
schedules  were  taken  on  Negroes  aged  60  and  over  living  in  West  Palm  Beach. 
This  study,  financed  by  the  Florida  State  Improvement  Commission,  was  carried 
out  in  cooperation  with  Dr.  Charles  U.  Smith,  professor  of  sociology  at  Florida 
Agricultural  and  Mechanical  College. 

In  1951,  the  improvement  commission  cooperated  with  social  scientists  of 
Florida  State  University  in  conducting  studies  of  white  persons  aged  60  and 
over  in  two  smaller  Florida  communities — St.  Cloud  and  Winter  Park.  ( Sum- 
marized by  Dr.  Samuel  Granick  in  the  Journal  of  Gerontology,  July  1952,  and 
by  Gordon  J.  Aldrich  and  Samuel  Granick  in  Papers  in  the  Natural  Sciences  and 
Social  Sciences,  Florida  State  University  Studies  No.  8,  Tallahassee,  1952.) 

A  manuscript  entitled  "Planning  Housing  for  the  Aged,"  based  on  a  search 
of  literature  on  the  design  of  living  accommodations  for  older  people  is  to  be 
completed  early  in  1953. 

A  study  was  prepared  by  Dr.  T.  Stanton  Dietrich  of  changes  in  Florida's  older 
population.  This  study,  Florida's  Older  Population,  was  publish  in  January 
1952,  as  the  division's  Research  Report  No  2. 

Another  cooperative  project  was  started  early  in  1962  by  the  Engineering 
and  Industrial  Experiment  Station  of  the  University  of  Florida.  This  project 
has  two  objectives:  (1)  To  determine  whether  the  idea  of  a  neighborhood 
village  sponsored  by  a  large  concern  for  its  retired  employees  has  found  wide 
enough  acceptance  among  older  people  to  justify  the  construction  of  such  a 
village;  (2)  if  acceptability  of  such  a  village  is  established,  to  examine  factors 
affecting  choice  of  location,  construction,  and  service  needs,  etc.,  for  developing 
low-cost  housing. 

Harvard  University,  Graduate  School  of  Business  Administration 

Prof.  B,  A.  Lindberg  and  associates,  usixig  the  nondirective  type  of  interview, 
have  collected  a  large  amount  of  material  on  the  problems  of  aging  from  retired 
persons,  employees  of  business,  executives,  and  personnel  administrators.  A 
report  is  now  in  process. 

Harerford  College,  Department  of  Political  Science 

Prof.  Herman  M.  Somers  is  preparing  a  book  on  social  security,  including 
private  pensions,  with  emphasis  on  the  role  of  these  programs  in  a  continuously 
expanding,  high-employment  economy. 

Tentative  date  of  completion :  1953. 

'National  Association  of  Manufacturers 

The  association  is  preparing  a  study  tentatively  entitled  "Retirement  Security 
in  a  FTee  Society."  The  object  is  to  provide  "a  factual  and  ideological  basis  for 
a  sound  position  consistent  with  the  principles  and  capacities  of  a  free-enterprise 
economy."    To  this  end,  the  study  will  deal  with  the  following  major  topics: 

(a)  Historical  development  of  the  concept  and  institution  of  pensions  in  the 
United  States. 

(&)  Population  trends;  economic  and  political  aspects  of  an  aging  population, 
including  economic  resources  and  employment  opportunities. 

(c)  Appraisal  of  existing  program  of  old-age  security  and  proposed  alterna- 
tives and  amendments. 

(d)  Philosophy  and  economic  basis  of  a  sound  national  policy  on  pensions. 
The  study  is  being  undertaken  for  the  employee  benefits  committee,  a  policy 

committee  of  the  NAM,  and  not  primarily  for  public  distribution.  Completion 
of  the  study  is  expected  some  time  during  1953. 

National  Committee  on  the  Aging  of  the  National  Social  Welfare  Assembly 

This  committee  composed  of  persons  with  special  experience  or  interest  in 
the  problems  of  aging  has  served  for  some  time  as  a  medium  for  the  ex- 
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change  of  ideas  and  information.  With  the  help  of  a  grant  from  the  McGregor 
Fund  the  committee  held  a  conference  on  retirement  in  January  1952.  A  report 
of  the  conference,  including  background  material  prepared  for  the  participants, 
will  shortly  be  published  by  Putnam's  in  a  volume  entitled  "Criteria  for  Re- 
tirement." 

An  additional  2-year  grant  from  the  McGregor  Fund  will  enable  the  com- 
mittee to  work  toward  the  development  of  tools  which  could  aid  in  the  determi- 
nation of  whether  a  worker  should  retire  or  continue  on  the  job. 

National  Industrial  Conference  Board 

The  board  has  completed  a  study,  "Computing  the  Cost  of  Fringe  Benefits," 
which  analyzes  difficulties  faced  by  companies  that  have  attempted  to  compute 
and  compare  fringe  costs.  Selected  companies  were  asked  how  they  defined  the 
term  "fringe  benefit,"  how  they  arrived  at  actual  cost  figures,  how  they  used  the 
data,  and  the  pros  and  cons  of  their  methods. 

Comparability  of  fringe-cost  figures  is  discussed  with  emphasis  on  lack  of 
standards  for  valid  comparison.  Case  studies  of  nine  companies  are  included  to 
show  in  detail  various  ways  in  which  companies  attack  the  fringe-cost  problem. 

(Published  by  the  National  Industrial  Conference  Board  in  October  1952.) 

New  York  City  Mayor's  Advisory  Committee  for  the  Aged 

Under  the  chairmanship  of  Raymond  M.  Billiard,  the  committee,  through 
a  subcommittee  of  which  Dr.  Louis  I.  Dublin  is  chairman,  has  embarked  upon  a 
series  of  research  projects  financed  by  the  Rockefeller  Foundation  and  directed 
by  Dr.  Joseph  H.  Bunzel. 

1.  Inventory  of  current  research  on  the  aged.    (Census  of  research  undertaken 

by  universities  and  colleges  completed  and  ready  for  distribution.) 

2.  Inventory  of  resources  and  current  needs  of  the  city's  aged. 

3.  Analysis  of  1950  census  data  on  the  aged. 

4.  Analysis  of  the  data  on  older  persons  obtained  by  the  Health-Insurance  Plan 

of  Greater  New  York  in  its  current  survey  of  10,000  persons. 

5.  A  sample  study  of  old-age  assistance  recipients.  (Completed.) 

6.  Studies  of  housing  needs  of  older  persons  and  of  plans  to  meet  them.  (One 

sample  study  completed  and  ready  for  distribution.) 

7.  Analysis  of  the  situation  of  present  city  retirement  pensioners. 

8-11.  Studies  of  the  effect  of  day-center  attendance  as  it  relates  to  mental 
health  needs  of  older  people  and  geriatric  services.  (Two  studies  of  clinic 
attendance  and  personal  adjustment  completed.) 

12.  Survey  of  older  chronic  invalids  in  Staten  Island  to  determine  present  care, 
the  extent  to  which  they  require  the  services  of  able-bodied  persons,  and 
potentialities  for  rehabilitation  for  self -care. 

IS.  Preparation  and  coordination  in  the  design  of  pertinent  research  problems 
for  graduate  student  theses  and  development  of  training  programs  for 
workers  in  the  field  of  the  aged.  (Four  papers  completed — testing  the 
ego  strength,  reading  habits,  employability,  and  long-range  developments 
of  assistance.) 

14.  Exploration  of  programs  of  community  services,  e.  g.,  civil  defense,  for  older 

persons. 

15.  Study  of  age  limitations  in  Federal  and  State  civil-service  examinations. 

16.  Establishment  of  a  senior  citizens  reading  group  and  a  testing  of  the  atti- 

tudes of  the  users  of  public  libraries.    (Initial  program  completed  and 
now  independently  continued.) 

17.  Test,  in  cooperation  with  City  College,  of  the  attitudes  of  three  age  groups 

(20,  40,  60)  toward  aging. 

(Note. — Abstracts  of  completed  studies  and  abstracts  of  findings  available 
upon  request.) 

New  York  State  Joint  Legislative  Committee  on  Problems  of  the  Aging 

The  committee,  under  the  chairmanship  of  Senator  Desmond,  Albert  J.  Abrams, 
director,  has  published  five  annual  volumes  presenting  informed  views  and  the 
results  of  current  research  relating  to  problems  of  the  aging.  Recently,  the 
committee  completed:  (a)  A  survey  of  New  York  State  activities  for  the  aged; 
(&)  an  international  survey  of  special  measures  to  provide  employment,  housing, 
and  recreation  for  older  persons,  based  on  information  solicited,  largely  by  mail, 
from  American  embassies,  foreign  missions  in  the  United  States,  and  gerontol- 
ogists  throughout  the  world;  (c)  a  survey  of  training  and  placement  of  older 
persons  by  trade  and  correspondence  schools;  (d)  a  survey  of  56  old-age  homes 
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in  the  State,  relating  particularly  to  the  financial  stability  of  the  institutions 
and  their  ability  to  meet  future  needs  without  governmental  assistance:  (e)  a 
pamphlet  entitled  "What's  Your  Problem?  A  Resource  Guide  for  Senior  Citi- 
zens." which  lists  and  interprets  services  available  to  older  persons  through 
public  and  private  agencies:  (f)  a  "Letter  to  employers"  {for  early  publication) 
comparable  to  an  earlier  "Memo  to  the  older  worker"  rendering  practical  advice 
on  the  question  of  finding  employment ;  (g)  at  Vassar  College  the  committee  has 
sponsored  a  program  for  developing  community  and  regional  leaders  familiar 
with  the  problems  and  needs  of  the  old  and  interested  in  programs  for  their  care. 

The  committee's  major  research  problem  for  1953  is  to  obtain  the  experience 
of  industry  in  adapting  jobs  to  older  workers. 

Rhode  Island  Governor's  Commission  to  Study  Problems  of  the  Aged 
The  research  activities  of  the  commission  encompass  the  following  projects : 

1.  A  survey  by  mail  questionnaire  on  the  subject  of  private  pension  plans 
of  the  approximately  10,000  employers  in  Rhode  Island  who  have  four  or  more 
employees.  Information  requested  of  these  employers  includes :  type  of  plan, 
method  of  financing  plan,  number  of  persons  covered  by  plan  and  number  currently 
receiving  benefits,  relationship  of  plan  to  old-age  and  survivors  insurance,  range 
of  monthly  pension,  benefits,  retirement  age,  and  number  of  current  employees 
65  years  of  age  and  over.  Returns  are  coming  in  and  are  at  present  in  the 
process  of  being  tabulated. 

Supplementing  this  survey  are  smaller  studies  of  the  extent  of  coverage  under 
Federal  Government,  State,  and  municipal  pensions,  and  the  Railroad  Retirement 
Act. 

2.  A  series  of  small  surveys  to  assess  the  extent  of  services  to  older  persons  of 
various  organizations  in  the  State,  such  as :  homes  for  the  aged,  licensed  nursing 
and  convalescent  homes,  general  hospitals,  public  recreation,  churches,  etc. 
These  surveys  are  regarded  as  supplementary  to  a  large  over-all  survey  and  are 
in  various  stages  of  analysis. 

3.  A  large  over-all  survey,  by  means  of  personal  interviews,-  of  a  representative 
samnle  of  the  aged  population  in  Rhode  Island  to  be  made  with  the  assistance  of 
the  United  States  Bureau  of  the  Census.  Areas  to  be  covered  in  the  schedule 
include  work  experience,  sources  of  income,  assets  and  liabilities,  type  and  condi- 
tion of  dwelling  unit,  adequacy  of  living  arrangements,  health  status  and  medical 
services  utilized,  and  use  of  leisure  time.  Following  a  pilot  study  in  December 
1952,  the  field  work  will  be  undertaken  early  in  1953,  and  the  analysis  and  inter- 
pretation of  the  findings  is  expected  to  be  available  by  spring  1953. 

Syracuse  University,  Department  of  Psychology 

Prof.  Raymond  G.  Kuhlen  has  underway  a  number  of  studies  dealing  with 
attitudes  toward  older  persons  and  old-age,  interests,  activities,  and  job  satis- 
factions. 

Twentieth-Century  Fund 

A  study  of  economic  needs  of  older  people  under  the  direction  of  John  J. 
Corson  and  John  W.  McConnell  is  nearly  completed.  Its  focus  is  on  the  economic 
situation  and  to  some  extent  the  place  in  society  of  the  aged  in  America  today, 
their  resources  from  whatever  origin,  and  their  needs.  The  study  is  to  bring 
together  the  most  significent  available  facts.  In  particular,  the  extent  and 
significance  of  earnings,  savings,  private  pensions — including  those  won  through 
collective  bargaining — veterans'  benefits,  social  insurance,  and  public  assistance 
will  be  assessed  against  the  background  of  population  trends  and  with  a  view 
to  examining  the  resources  available  to  meet  the  problem  in  our  growing 
national  economy.  The  study  will  include  the  result  of  a  mail  survey  of  recipi- 
ents of  certain  private  industrial  pensions  and  also  the  results'  of  some  special 
tabulations  from  the  1950  census.  These  tabulations  will  include  breakdowns 
of  the  aged  by  race,  nativity,  sex,  urban  and  rural  residence,  hours  worked, 
occupation,  industry,  individual  income,  income  by  family  heads,  etc.  In  con- 
clusion, a  consolidated  program  or  variety  of  programs  will  be  outlined  and 
evaluated  in  terms  of  what  each  part  can  contribute  to  a  solution  of  the 
problem. 

Tentative  date  of  publication  :  1953. 

A  study  on  employment  and  wages  in  the  United  States  has  been  completed 
under  the  direction  of  W.  S.  Woytinsky.  It  includes  consideration  of  the  age 
factor  in  relation  to  earnings,  employment,  continuity  of  work,  industrial  and 
occupational  mobility  of  labor,  private  pension  plans',  social  security,  etc. 

Tentative  date  of  publication :  1952. 
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A  revision  of  America's  Needs  and  Resources,  first  published  in  1947,  is  cur- 
rently being  made  by  J.  Frederic  Dewhurst  and  associates.  This  revised  study 
will  contain  basic  data  on  the  aged  in  chapters  dealing  with  the  population, 
labor  force,  Government  finances,  welfare,  etc. 

Tentative  date  of  publication  :  1953. 

United  States  Hoard  of  Governors  of  the  Federal  Reserve  System 

Each  year  the  Board  conducts  a  Nation-wide  sample  survey  of  consumer 
finances.  It  secures  data  on  consumer  saving  and  dissaving,  liquid  assets, 
etc.,  some  of  which  are  tabulated — though  not  necessarily  published — by  age 
group. 

United  States  Department  of  Agriculture,  Bureau  of  Agricultural  Economics 

The  Bureau,  in  cooperation  with  the  Connecticut,  Wisconsin,  and  Texas  Agricul- 
tural Experiment  Stations  and  the  Bureau  of  Od-Age  and  Survivors  Insurance  of 
the  Social  Security  Administration,  has  conducted  sample  surveys  of  the  farm 
population  in  Connecticut,  Wisconsin,  and  Texas  to  ascertain  current  provisions 
for,  and  attitudes  toward,  retirement  among  farm  operators  and  farm  workers. 
The  sample  included  about  700  persons  in  Wisconsin,  750  in  Connecticut,  and  320 
in  Texas.  Questions  on  tenure  and  work  history,  assets,  liabilities,  financial  secu- 
rity, attitudes  toward  the  social  security  program  for  themselves  and  their  em- 
ployees were  asked  of  the  farm  operators  and  comparable  questions  were  asked 
of  the  farm  workers. 

Tentative  dates  of  publication  :  late  1952  and  1953. 

United  States  Department  of  Commerce,  Bureau  of  the  Census 

Current  work  includes  the  completion  of  the  tabulation  and  publication  of  the 
1950  Census  of  Population.  The  State  bulletins,  General  Characteristics  of  the 
Population,  show  final  data  on  the  age  distribution  of  the  population,  and  con- 
tain data  for  counties,  standard  metropolitan  areas,  urbanized  areas,  and  urban 
places.  These  bulletins  also  contain  distributions  by  income  levels  of  families 
and  individuals  based  on  a  20  percent  sample  of  census  returns.  More  detailed 
data  on  age  and  income  are  being  published  in  the  series  of  State  bulletins  on 
Detailed  Characteristics  of  the  Population  to  be  completed  by  the  spring  of  1953. 
This  series  provides  data  for  standard  metropolitan  areas,  cities  of  100,000  or 
more,  and  States.  The  reports  present  income  distributions  of  persons,  rather 
than  families,  based  on  the  20  percent  sample  which  shows  the  relationship  of 
total  income  to  age,  race,  occupation,  industry,  and  other  characteristics.  Em- 
ployment status  by  age  and  marital  status,  as  well  as  occupational  and  industrial 
characteristics  by  age,  are  also  published  in  this  series. 

Detailed  tabulations  of  data  on  families  and  persons  based  on  3%  percent 
samples  complete  the  1950  population  census  program.  Statistics  on  families 
show  their  social  and  economic  characteristics,  e.  g.,  age,  sex,  color,  and  residence 
of  head,  classified  by  income,  employment  status,  size  of  family,  occupation, 
education  of  head,  and  so  forth.  The  3%  percent  sample  provides  estimates  of 
detailed  occupation  and  detailed  industry,  by  age  for  individuals.  These  data 
will  be  made  available  during  the  early  part  of  1953. 

Census  Bureau  data  other  than  those  collected  in  the  1950  decennial  census 
include  estimates  from  the  current  population  survey,  a  monthly  survey  of  a 
sample  of  households.  Monthly  estimates  of  employment  status,  by  broad  age 
groups,  and  quarterly  estimates  of  occupation,  by  age,  are  provided  by  this 
survey.  Annual  estimates  of  family  and  personal  income  for  the  country  as  a 
whole  also  are  provided.  Annual  estimates  of  the  total  population  of  the 
United  States  by  5-year  age  group  intervals  are  prepared  by  the  Census  Bureau 
for  July  of  each  year.  The  Bureau  has  also  revised  its  projections  of  future  popu- 
lation on  the  basis  of  the  1950  census  findings.  Projections  of  the  population  by 
States,  for  1955  and  19G0,  and  provisional  revisions  of  the  projections  of  the 
total  population  of  the  United  States  for  July  1,  1953  to  1960,  have  been 
prepared. 

United  States  Department  of  Labor,  Bureau  of  Labor  Statistics 

The  research  program  of  the  Division  of  Prices  and  Cost  of  Living  provides 
data  which  have  a  bearing  on  the  pension  and  other  economic  problems  affecting 
older  persons. 

The  Division  has  prepared  cost  estimates  for  the  budget  of  an  elderly  couple, 
based  on  October  1950  price  levels  in  34  cities.  The  results  were  published  in 
the  September  1951  Monthly  Labor  Review.  This  budget,  which  describes  a 
modest  but  adequate  level  of  living  for  an  elderly  couple,  was  developed  in 
cooperation  with  the  United  States  Social  Security  Administration  in  1947. 
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A  Nation-wide  survey  of  consumers  in  91  urban  places  was  completed  in  the- 
spring  of  1951.  .  Data  on  the  1950  expenditures,  income,  and  savings  of  a  sample 
of  consumers,  representative  of  the  total  urban  civilian  population,  were  col- 
lected. The  first  tabulations  do  not  include  breakdowns  of  expenditures  or 
incomes  by  age  or  any  other  family  characteristics.  As  funds  and  time  permit^ 
tabulations  by  age  and  other  family  characteristics  are  being  made. 

The  Consumers'  Price  Index  is  published  monthly  for  34  large  cities  combined,, 
with  separate  city  indexes  for  10  cities,  and  is  published  quarterly  for  24  cities* 

This  index  measures  changes  in  retail  prices  of  goods  and  services  purchased 
by  moderate-income  families  in  large  cities. 

United  States  Department  of  Labor,  Women's  Bureau 

The  Bureau  engages  in  continuing  research  on  the  problems  of  older  women. 
It  analyzes  available  statistics  on  older  women  in  the  population  and  labor 
force  and,  in  this  connection,  has  made  available  a  report  entitled  "Facts  on 
Older  Women  Workers"  which  provides  basic  statistical  data  on  the  older 
woman.  The  Bureau  provides  consultative  advice  to  local  organizations  which 
are  concerned  with  the  employment  problems  of  older  women  and  provides  tech- 
nical assistance  on  research  programs.  A  survey  of  women's  organizations  was 
conducted  recently  by  the  Women's  Bureau  in  a  number  of  cities  in  order  to- 
determine  in  what  activities,  related  to  older  people,  the  various  groups  were 
engaged.  In  response  to  specific  requests,  the  Bureau  is  able  to  supply  statistical 
and  other  factual  Information  relating  to  employment,  retirement,  and  pension 
problems  of  older  women. 

United  States  Federal  Security  Agency 

The  Agency,  in  cooperation  with  other  Government  departments,  sponsored  in 
1951  the  first  national  Conference  on  Aging.  A  report  of  the  conference  "Man/ 
and  His  Years"  has  been  issued.  (Health  Publications  Institute,  Inc.,  Raleigh, 
N.  C.) 

United  States  Federal  Security  Agency,  Committee  on  Aging  and  Geriatrics 

The  function  of  the  committee,  which  is  under  the  chairmanship  of  Clark 
Tibbitts,  is  "to  keep  itself  informed  as  to  emerging  problems  and  knowledge  in 
the  aging  field,  to  explore  the  implications  for  Federal  departments  and  stimu- 
late interest  within  them,  and  to  aid  the  country  in  other  appropriate  ways  in 
making  sound  and  fruitful  adaptations  to  our  aging  population."  Apart  from 
representatives  of  the  constituent  units  of  the  Federal  Security  Agency,  repre- 
sentatives of  the  Federal  Departments  of  Agriculture,  Commerce,  and  Labor, 
and  of  the  Housing  and  Home  Finance  Agency  hold  membership  in  the  Com- 
mittee. The  Committee  is  instrumental  in  putting  out  an  informational  pub- 
lication, Aging. 

R  cently,  the  committee  published  a  Fact  Book  on  Aging  containing  selected 
charts  and  tables  on  the  personal  characteristics,  income,  employment,  living 
arrargements,  and  health  of  older  persons  in  the  population  (U.  S.  Government 
Printing  Office,  Washington,  D.  C.)  and  Selected  References  on  Aging  compiled 
by  the  Library  of  the  Federal  Security  Agency  (U.  S.  Government  Printing 
Office,  Washington,  D.  C.) 

United  States  Federal  Security  Agency,  Social  Security  Administration,  Bureau 
of  Old- Age  and  Survivors  Insurance 

The  Bureau  tabulates  detailed  information  on  employees  covered  under  the- 
old-age  anil  survivors  insurance  provisions  of  the  Social  Security  Act:  age,  sex, 
race,  insurance  status,  industrial  distributions,  employment  and  earnings,  inter- 
industry and  inter-area  migration,  etc.  This  information  is  tabulated  back  to 
1937  for  older  workers,  for  beneficiaries  of  the  program  as  well  as  those  not  draw- 
ing a  benefit  thereunder.  From  these  data  it  is  possible  to  estimate  the  number 
of  persons  eligible  for  old-age  and  survivors  insurance  benefits,  the  amount  of 
potential  benefits,  the  number  of  persons  approaching  retirement  age,  etc. 

In  addition,  over  the  past  few  years  the  Bureau  has  conducted  a  number  of 
beneficiary  surveys  yielding  information  about  the  mode  of  living,  the  economic 
status,  health,  and  other  circumstances  of  persons  drawing  old-age  and  survivors 
insurance  benefits.  A  national  survey  of  old-age  insurance  beneficiaries,  their 
spouses  and  children  and  aged  widows,  based  on  a  1  percent  sample  of  the  total 
number  of  beneficiaries  in  these  groups  has  recently  been  completed.  Informa- 
tion obtained  includes  family  status,  living  arrangements,  reasons  for  retire- 
ment, nature  and  extent  of  employment  following  retirement,  health  and  ability 
to  work,  face  value  of  life  insurance  and  insurance  protection  against  sickness- 
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and  accident,  current  income,  assets,  liabilities  and  net  worth,  and  the  use  of 
assets  and  indebtedness  incurred  during  the  year  preceding  the  survey. 

Preliminary  findings  have  been  published  during  1952  (Social  Security  Bul- 
letin, August  1952)  ;  further  publications  are  scheduled  for  1953. 

A  one-time  study  based  on  the  collation  of  a  sample  of  the  Bureau's  employee 
data  with  selected  data  on  age,  wage,  and  industry  from  the  1950  census  (post- 
enumeration)  sample  is  being  conducted.  As  a  result,  detailed  information  will 
be  available  in  regard  to  persons  aged  65  and  over  on  income  received  by  source, 
including  social  security  and  related  payments.  Since  an  age  breakdown  is 
available  in  the  tabulations,  this  survey  will,  on  a  national  basis,  provide  the 
first  unduplicated  count  of  income  of  those  65  and  over,  by  age  group.  The 
sample  chosen  for  collating  purposes  includes  approximately  17,000  persons  of 
whom — owing  to  heavier  weighting— about  3,000  are  aged  65  and  over. 

United  States  Federal  Security  Agency,  Social  Security  Administration,  Division 
of  the  Actuary 

The  Division  prepares  cost  estimates  for  OASI  and  conducts  studies  of  insured 
private  plans. 

United  States  Housing  and  Home  Finance  Agency 

The  Division  of  Housing  Research  has  made  analyses  of  special  tabulations 
of  the  1950  census  of  housing  by  age  groups,  including  a  breakdown  by  family 
heads  age  65  and  over.  The  sample  study  has  covered  home  ownership,  value, 
size,  occupancy  rate,  and  condition  of  dwellings  occupied,  and  so  forth,  of  urban 
and  rural  nonfarm  families.  A  partial  summary  of  the  results  was  published  in 
a  paper  by  Leonard  S.  Silk,  entitled  "The  Housing  Circumstances  of  the  Aged 
in  the  United  States,  1950,"  Journal  of  Gerontology,  January  1952. 

University  of  California,  Institute  of  Industrial  Relations  (Berkeley) 

The  institute,  E.  T.  Grether,  director,  and  Lloyd  Fisher,  associate  director, 
has  a  grant  from  the  Rockefeller  Foundation,  for  a  Comprehensive  interdisciplin- 
ary study  of  the  aging  population.  The  departments  of  economics,  sociology, 
business  administration,  political  science,  and  psychology  are  cooperating  in  the 
study.  The  research  work  is  to  be  completed  in  1952  and  publication  of  results 
is  expected  during  1953. 
The  research  studies  underway  include  the  following : 

1.  Development  of  new  demographic  estimates  and  evaluation  of  existing 
estimates. 

2.  An  analysis  of  the  asset  and  income  position  of  older  people.  Field  work 
for  this  study  was  done  by  the  United  States  Census  Bureau. 

3.  A  study  by  a  combined  team  of  political  scientists  and  sociologists  of  the 
organization  and  membership  characteristics  of  an  old-age  pension  movement 
in  California. 

4.  Separate  studies  of  employer,  union,  and  Government  policy  toward  the 
older  worker. 

5.  A  field  study  of  1,000  industrial  workers  in  northern  California  designed 
to  relate  measures  of  physiological  and  psychological  age  to  woik  performam  e. 

6.  An  intensive  psychological  study  of  the  adjustment  to  retirement  of  a  small 
group  of  retired  industrial  workers. 

University  of  Florida,  Institute  of  Gerontology 

In  addition  to  carrying  on  gerontological  research,  partly  in  cooperation 
with  other  institutions  listed  elsewhere,  this  university,  through  its  committee 
on  gerontology,  planned  and  organized  the  first  Annual  Southern  Conference  on 
Gerontology  (1951).  A  report  on  the  proceedings  of  the  conference  edited  by 
Prof.  T.  Lynn  Smith  was  published  under  the  title  "Problems  of  America's 
Aging  Population,"  University  of  Florida  Press.  Gainesville.  1951. 

University  of  Michigan,  Institute  for  Human  Adjustment,  Division  of  Gerontology 
For  the  past  several  years,  the  division  has  been  conducting  research  and 
annual  conferences  on  the  problems  of  aging.  Dr.  Wilma  Donahue,  chairman 
of  the  division,  is  currently  preparing  reports  of  the  last  two  conferences  which 
were  devoted  to  the  rehabilitation  of  the  handicapped  worker  over  45  and  to 
housing  for  the  aging,  respectively. 
Publication  date:  1953. 

The  division  has  prepared  a  series  of  recorded  lectures  by  experts  on  various 
aspects  of  the  problem  of  aging  which  serve  as  a  basis  for  discussion  for  groups 
interested  in  this  problem. 
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Wisconsin  Legislative  Council,  Committee  on  Problems  of  the  Aged 

The  committee,  Leo  T.  Bobel,  director  of  research,  has  recently  made  recom- 
mendations to  the  legislative  council  which  in  turn  will  present  recommenda- 
tions on  this  subject  to  the  1953  legislature.  The  committee  conducted  extensive 
hearings  and  undertook  studies  of  some  of  the  major  problems  of  the  aged  in  the 
State,  including  old-age  assistance,  educational  and  recreational  opportunities 
for  the  aged,  the  care  of  the  senile  aged,  the  health  problems  of  the  aged,  housing 
for  the  aged,  provisions  for  self-help  among  the  aged,  etc.,  but  has  issued  no 
publications. 

PRIVATE  PENSION  PLANS 

American  Federation  of  Labor 

A  committee  under  the  chairmanship  of  Vice  President  William  L.  HutcheSbn 
has  prepared  a  study  of  the  operation  of  private  pension  plans  to  be  used  as  a 
manual  for  labor  unions  in  the  planning  of  pension  agreements.  It  was  recently 
published  by  the  A.  F.  of  L.  under  the  title  "Pension  Plans  Under  Collective 
Bargaining." 

Bankers  Trust  Co.,  New  York  City 

This  bank  is  continuing  its  studies  of  industrial  pension  plans  and  expects  to 
publish  shortly  a  new  survey  of  pension  practices  similar  to  the  surveys  it  pub- 
lished in  1944,  1946,  1948,  and  1950.  The  new  survey  will  analyze  and  tabulate 
the  important  provisions  of  some  of  the  new  plans  and  recent  amendments  to 
certain  older  plans.  It  will  compare  the  current  practice  with  that  of  previous 
periods  and  will  appraise  the  trends  which  appear  to  be  developing  in  the  pension 
field. 

Vice  President  Roger  F.  Murray  in  articles  and  speeches  has  commented  on  the 
economic  and  financial  effects  of  accumulating  pension  reserves  and  has  esti- 
mated the  present  size  and  possible  rates  of  growth  of  pension  reserves. 

Brookings  Institution,  Washington,  D.  C. 

Under  the  direction  of  Dr.  Charles  L.  Dearing,  a  major  study  of  private  pen- 
sions has  been  completed.  The  study  is  devoted  primarily  to  presenting  and  eval- 
uating the  role  played  by  these  plans  in  meeting  the  need  for  old-age  security  and 
to  analyz  ng  the  economic  implications  of  the  plans.  It  will  consider  the  effects 
which  these  plans  have  exerted  or  may  exert  in  the  future  upon  the  capital 
market,  profits,  wages,  prices',  savings,  investment,  and  labor  relations.  It  aims 
at  presenting  an  analysis  of  the  more  important  pension  plans  now  operating 
in  a  dozen  or  so  niaior  industries.  A  mail  questionnaire  is  the  basis  for  a 
considerable  part  of  the  analysis. 

The  study  is  scheduled  for  publication  early  in  1953. 

Chamber  of  Commerce  of  the  United  States 

A  repeat  survey  was  recently  completed  to  ascertain  the  extent  of  employer 
payments  and  benefits  to  workers  other  than  wages.  (Fringe  Benefits  1951, 
Washington,  1952.)  The  benefits  covered  as  wage  supplements  are  the  same  as  in 
the  previous  surveys  (1947  and  1949),  but  the  questionnaires  went  to  twice  as 
many  employers. 

Goldsmith,  Raymond  W.,  Associates,  Inc.,  Washington,  D.  C. 

As  part  of  an  extensive  study  of  saving  conducted  under  a  grant  by  the 
Research  Committee  of  the  Life  Insurance  Association  of  America,  rough  annual 
estimates  have  been  developed  of  the  total  assets  of  self-administered  pension 
funds  and  the  main  types  of  assets  held  by  them. 

Estimated  time  of  completion :  toward  the  end  of  1952. 

National  Industrial  Conference  Board 

The  board  has  published  a  great  many  studies  of  private  pensions.  A  new 
study  is  being  planned  which  will  cover,  among  other  things,  the  general  sub- 
ject of  compulsory  retirement,  companies'  activities  in  adjusting  employees  to 
retirement,  and  changes  in  pension  plans  due  to  increases  in  the  cost  of  living 
and  amendments  of  the  Social  Security  Act. 

Ogden,  Warde  B.,  certified  public  accountant  with  Price,  Waterhouse  d  Co., 
New  York  City 

A  comparative  study  was  made  and  published,  of  the  widely  varying  com- 
pany accounting  practices  currently  followed  in  determining  the  amount  of 
pension  costs  chargeable  in  a  given  year  and  in  reporting  to  the  stockholders. 
(Journal  of  Accountancy,  January  1952.) 
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Research  Council  on  Economic  Security,  Chicago,  III. 

The  council  has  published  several  studies  of  industrial  pension  plans.  One  of 
its  current  projects  is  a  repeat  survey  of  employee  benefit  plans  in  twelve  metro- 
politan areas  previously  surveyed  by  the  council.  The  survey  will  also  include 
additional  geographic  areas  representing  both  urban  and  rural  communities. 
The  aims  of  the  survey  include  obtaining  information  on  benefits  received  and 
their  significance  in  the  total  income  and  needs  of  workers. 

Socony-Vacuum  Oil  Co.,  Inc.,  New  York  City 

The  industrial  relations  research  department  is  undertaking  a  study  of 
various  aspects  of  the  present  condition  and  work  status  of  the  company's  cur- 
rent annuitants.  The  study  is  designed  to  produce  information  on  the  economic 
side  of  the  retirement  problem,  the  productivity  of  the  aged,  and  the  appropri- 
ateness of  the  company's  present  age  limit  for  mandatory  retirement.  A  survey 
of  pre-retirement  practices  has  been  completed. 

Spencer,  Charles  D.  and  Associates,  Chicago,  III. 

A  survey  of  a  sample  of  insured  pension  plans,  each  covering  less  than  100 
employees,  was  made  with  a  view  to  determining  the  extent  to  which  small 
employers  contribute  to  the  financing  of  private  pensions.  A  partial  summary 
based  on  incomplete  returns  was  published  in  the  National  Underwriter,  Sep- 
tember 26,  1952. 

Teachers  Insurance  and  Annuity  Association  of  America,  New  York  City 

From  an  incomplete  manuscript  by  the  late  Rainard  B.  Robbins,  Dr.  William 
C.  Greenough,  vice  president  of  the  association,  has  prepared  and  issued  a  re- 
port entitled  "Pension  Planning  in  the  United  States."  The  report  covers  the 
historical  evolution  of  pension  planning  and  practices  in  this  country  from  the 
nineteenth  century  to  the  present.  Also  it  has  a  section  on  the  principles  under- 
lying the  planning  for  retirement  income  which  contains  a  discussion  of  the  ob- 
jectives in  pension  planning  and  a  bibliography. 

The  association  has  also  prepared  a  report  outlining  a  method  for  maintaining 
the  real  value  of  annuity  payments  through  investment  in  equities.  The  report, 
entitled  "A  New  Approach  to  Retirement  Income,"  has  been  published  by  the 
association. 

United  States  Department  of  Commerce,  Office  of  Business  Economics 

The  National  Income  Division,  in  connection  with  the  preparation  of  estimates 
of  current  national  income  and  its  components,  compiles  figures  on  employer 
contributions  to  private  pension  plans.  These  estimates  are  derived  from  ma- 
terials and  estimates  made  available  by  other  agencies. 

United  States  Department  of  Labor,  Bureau  of  Labor  Statistics 

The  Division  of  Wages  and  Industrial  Relations  maintains  a  file  of  health, 
insurance,  and  pension  plans  under  collective-bargaining  agreements.  .  In  addi- 
tion to  keeping  on  file  approximately  1,000  such  plans  which  are  accessible  to  the 
public,  the  Division  has  prepared  digests  of  significant  negotiated  plans  and 
issued  bibliographies.  The  Division  has  issued  a  report  on  pension  provisions 
in  the  collective  bargaining  agreements  in  its  files,  and  has  issued  other  studies 
dealing  with  the  extent  of  employee  benefit  plans,  including  pensions,  under 
collective  bargaining.  The  latter  studies  are  based  on  a  questionnaire  survey 
of  unions.  Data  developed  through  this  source  were  supplemented  by  field  visits, 
materials  in  the  Bureau's  files,  and  other  sources'.  With  respect  to  pensions, 
the  information  collected  includes  data  on  coverage  by  industry,  by  major  union 
affiliation,  and  by  methods  of  financing. 

In  the  industries  and  areas  covered  by  its  wage  structure  surveys,  this  Division 
also  collects  limited  data  on  private  industry  plans  whether  or  not  under  col- 
lective bargaining.  Current  research  includes  studies  of  selected  industries  and 
community-wide  studies  cutting  across  industry  lines.  In  the  former  category, 
the  basic  steel  industry  survey  has  been  completed,  followed  by  a  survey  of 
petroleum  production  and  refining.  A  brief  record  of  settlements  involving 
changes  in  pension  plans  reported  in  the  press  is  contained  in  the  monthly 
current  wage  developments  report.  Pension  provisions  are  briefly  summarized 
in  the  wage  chronologies,  which  deal  with  wages  and  supplementary  benefits  in 
individual  key  bargaining  situations. 
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United  States  Department  of  the  Treasury,  Bureau  of  Internal  Revenue 

In  connection  with  the  administration  of  section  165  (a)  of  the  Internal 
Revenue  Code,  the  Bureau  receives  detailed  reports  on  proposed  pension  plans 
as  well  as  significant  changes  in  plans  already  established.  Most  private  plans, 
other  than  pay-as-you-go  plans  and  the  plans  of  those  nonprofit  organizations 
exempt  from  income  tax,  must  render  annual  reports.  The  information  collected 
by  the  Bureau  includes  data  on  eligibility  requirements  for  present  and  future 
employees  of  the  firm,  restrictions  as  to  classes  of  employees,  formulas  govern- 
ing employer  and  employee  contributions,  if  any,  vesting  provisions,  and  formulas 
governing  computation  of  benefit  amounts.  The  Bureau  also  obtains  information 
as  of  the  date  on  which  the  plan  is  first  submitted  for  certification  and  at  any 
subsequent  time  when  substantial  changes  in  the  plan  are  registered  with  the 
Bureau,  on  the  number  of  employees  eligible  and  those  ineligible  for  participa- 
tion with  the  reason  for  their  exclusion,  the  annual  compensation  of  employees, 
the  annual  pension  expected  under  the  plan,  the  total  amount  of  employer  con- 
tribution, important  special  features,  etc.  These  files,  however,  are  not  open  to 
public  inspection. 

The  Bureau  has  published  a  digest  of  some  of  this  information  for  the  plans 
processed  through  August  1946.  On  a  current  basis,  the  Bureau  compiles  monthly 
data  on  the  number  of  rulings  issued  as  to  the  qualification  of  pension,  annuity, 
profit-sharing,  and  stock  bonus  plans  under  section  165  (a)  of  the  code;  the 
number  of  rulings  issued  with  respect  to  the  effect  of  terminations  and  curtail- 
ments of  such  plans  on  their  prior  qualification ;  and  the  number  of  rulings 
issued  as  to  the  effect  of  investments  of  trust  funds  in  the  stock  or  securities 
of  the  employer  on  the  continued  qualification  of  such  plans.  These  monthly 
compilations  are  summarized  annually  and  are  published  in  the  Annual  Report 
of  the  Commissioner  of  Internal  Revenue. 

United  States  Federal  Security  Agency,  Social  Security  Administration 

The  Division  of  Research  and  Statistics  maintains  a  file  of  information  on 
employee-benefit  plans  providing  all  types  of  benefits  and  including  plans  spon- 
sored and  administered  by  employers,  by  employee  mutual  benefit  associations, 
or  under  collective-bargaining  arrangements.  The  Division  prepares  special 
analyses  of  significant  aspects  of  such  plans,  such  as  the  number  of  pension  plans 
providing  disability  benefits.  It  has  also  prepared  summaries  of  employee- 
benefit  plans  in  selected  industries.  The  first  was  a  study  of  50  plans  in  the 
basic  steel  industry  (November  1947).  Subsequent  industry  reports  have  been 
based  primarily  on  information  obtained  through  the  cooperation  of  the  Bureau 
of  Labor  Statistics,  United  States  Department  of  Labor,  in  connection  with  its 
occupational  wage  surveys.  Reports  on  employee-benefit  plans  in  the  airframe 
industry,  in  the  petroleum  refining  industry  and  in  the  gas  and  electric  utilities 
industry  have  been  published.  Each  contains,  in  addition  to  summaries  of 
individual  plans,  an  analysis  of  the  type,  scope  and  coverage,  the  major  pro- 
visions governing  eligibility,  qualification  for  benefits,  kinds  of  benefits,  financing 
and  administration  of  plans  in  the. industry. 

The  Division  of  Research  and  Statistics  and  the  Bureau  of  Old-Age  and 
Survivors  Insurance  are  planning  a  Nation-wide  sample  survey  of  private 
pension  and  other  employee-benefit  plans  to  secure  data  for  the  first  time  which 
would  be  representative  of  the  entire  country  and  of  employers  of  all  size 
groups.   A  pilot  project  is  planned  for  1953. 

United  States  Securities  and  Exchange  Commission 

The  approximately  3,000  companies  subject  to  the  registration  and  reporting 
requirements  of  the  several  securities  acts  administered  by  the  Commission  file 
information  with  the  SEC  on  their  pension  plans,  disclosing  the  material  features 
of  any  such  plan,  the  number  and  class  of  persons  entitled  to  participate  therein, 
the  annual  cost  for  past  and  future  services  stated  separately  as  to  officers  and 
directors  and  as  to  employees,  and  the  estimated  amount  that  would  be  necessary 
to  fund  or  otherwise  provide  for  the  past  service  cost  of  the  plan. 

The  information  on  pension  plans  is  contained  in  registration  statements,  in 
annual  and  other  periodic  reports,  and  in  proxy  statements  filed  with  the  SEC, 
the  latter  only  if  the  company  is  subject  to  the  Commission's  proxy  regulations 
and  has  submitted  its  pension  plan  to  stockholders'  vote.  The  dockets  and  files 
containing  information  on  such  plans,  as  well  as  all  of  the  other  information 
required  to  be  reported  to  the  SEC  by  the  companies,  are  maintained  on  an  individ- 
ual company  basis  and  are  available  for  public  inspection  at  the  SEC  and  photo- 
copies of  information  contained  in  such  files  may  be  purchased.  If  the  company 
has  securities  listed  and  registered  on  a  national  securities  exchange,  the  com- 
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pany's  files  under  the  Exchange  Act  may  be  inspected  by  the  public  at  such  ex- 
change. These  3,000  companies  undoubtedly  account  for  the  large  majority 
of  the  total  amounts  involved  in,  and  workers  covered  by,  private  pension  plans. 
(The  Commission  does  not  maintain  separate  files  or  records  of  pension  plans 
as  such.) 

University  of  Connecticut 

Dean  Laurence  J.  Ackerman  and  Prof.  Walter  C.  McKain,  Jr.,  have  completed 
the  field  work  and  analysis  on  a  study  of  pension  plans,  programs,  and  practices 
preparatory  to  retirement  of  500  large  corporations  representing  a  Nation-wide 
sample  of  companies  employing  2,500  or  more  persons  during  1950.  The  in- 
formation obtained  on  pensions  includes  coverage,  date  of  establishment,  financ- 
ing, eligibility  requirements,  and  retirement  age,  etc.  The  information  is  avail- 
able separately  concerning  executives  and  other  salaried  and  hourly  workers. 
The  first  report  on  this  study  was  published  as  an  article  in  the  Harvard 
Business  Review,  July-August  1952,  entitled  "Retirement  Programs  for  Indus- 
trial Workers." 

The  current  phase  of  this  research  includes  a  study  of  post-employment  rela- 
tions to  ascertain  company  attitudes  toward  the  retired  employee. 

Yale  University,  Department  of  Economics 

Prof.  Challis  Hall  has  recently  completed  a  research  project  on  Effects  of 
Taxation :  Executive  Compensation  and  Retirement  Plans,  in  which  he  covers 
tax  aspects  and  economic  effects  of  retirement  plans  for  executives  in  larger 
companies  and  their  over-all  effects  on  the  national  economy.  (Published  under 
the  above  title  by  the  Graduate  School  of  Business  Administration,  Harvard 
University,  1951.) 

GOVERNMENT  RETIREMENT  SYSTEMS 

Chamber  of  Commerce  of  the  United  States 

There  is'  now  underway  an  investigation  of  the  relationships  between  old-age 
and  survivors  insurance  and  old-age  assistance,  including  possibilities  of  fusing 
both  programs  into  one.  A  vote  is  currently  being  taken  among  the  chamber's 
organization  members  on  a  policy  declaration  submitted  to  them  by  the  board  of 
directors  which  proposes  to  substitute  for  the  present  system  of  Federal  grants 
for  old-age  assistance  a  single  all-inclusive  Federal  old-age  insurance  system  to 
be  financed  on  a  pay-as-you-go  basis  from  employer,  employee,  and  self-employ- 
ment taxes.  Expected  date  of  completion  :  1953. 

Committee  on  Retirement  Policy  for  Federal  Personnel 

The  Committee  was  established  by  Public  Law  555,  approved  July  16,  1952, 
and  consists  of  the  Secretaries  of  the  Treasury  and  of  Defense,  the  Chairman 
of  the  Board  of  Governors  of  the  Federal  Reserve  System,  the  Director  of  the 
Budget,  the  Chairman  of  the  Civil  Service  Commission,  all  ex  officio,  and  a 
Chairman  appointed  by  the  President.  This  Committee  is  to  make  a  compara- 
tive study  of  all  retirement  systems  for  Federal  personnel.  Its  findings  and 
recommendations  are  to  cover  the  following  areas : 

(1)  "The  types  and  amounts  of  retirement  and  other  related  benefits  pro- 
vided to  Federal  personnel,  including  their  role  in  the  compensation  system  as 
a  whole ; 

(2)  "The  necessity  for  special  benefit  provisions  for  selected  employee 
groups,  including  overseas  personnel  and  employees  in  hazardous 
occupations ; 

(3)  "The  relationships  of  these  retirement  systems  to  one  another,  to  the 
Federal  employees'  compensation  system,  and  to  such  general  systems  as 
old-age  and  survivors  insurance ;  and 

(4)  "The  current  financial  status  of  the  several  systems,  the  most  desirable 
methods  of  cost  determination  and  funding,  the  division  of  costs  between  the 
Government  and  the  members  of  the  systems,  and  the  policies  that  should 
be  followed  in  meeting  the  Government's  portion  of  the  cost  of  the  various 
systems." 

A  report  on  these  problem  areas  by  the  Committee  to  the  Congress  is  due  by 
the  end  of  1953. 

Council  of  State  Chambers  of  Commerce,  Washington,  D.  C. 

The  council  has  concluded  a  study  by  a  subcommittee  of  its  social-security 
committee  on  Needed  Changes  in  the  Old-Age  and  Survivors  Insurance  Program. 
The  report  with  recommendations  by  the  subcommittee,  under  the  chairmanship 
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of  Henry  D.  Alien,  was  published  under  the  above  title  in  September  1952.  It 
points  out  the  problem  areas  in  the  present  old-age  and  survivors  insurance  pro- 
gram and  outlines  the  changes  proposed  by  the  subcommittee.  Individual  sub- 
committee members  have  written  topical  background  reports  which  are  included 
in  the  published  volume. 

Rutgers  University,  Bureau  of  Government  Research 

The  bureau,  Prof.  Bennett  M.  Rich,  director,  has  published  a  study  of  pension 
legislation  for  public  employees  in  New  Jersey  through  1950.  The  report  sum- 
marizes the  important  features  of  this  legislation.  Current  plans  call  for  further 
studies  in  this  area  of  research. 

United  States  Congress,  Joint  Congressional  Committee  on  Railroad  Retirement 
Legislation 

The  joint  committee  established  by  Senate  Concurrent  Resolution  51  in  1951 
under  the  chairmanship  of  Senator  Douglas  of  Illinois,  and  composed  of  three 
members  of  the  Senate  Committee  on  Labor  and  Public  Welfare  and  three  mem- 
bers of  the  House  Committee  on  Interstate  and  Foreign  Commerce,  has  the  task  of 
making  a  complete  investigation  of  the  Railroad  Retirement  Act  and  such 
related  problems  as  the  committee  selects.  Specifically  the  study  will  cover :  (1) 
the  benefit  and  cost  aspects  of  the  present  system;  (2)  existing  relationships 
between  the  railroad-retirement  and  the  old-age  and  survivors  insurance  system; 
(3)  desirable  changes  in  the  benefits  provided  by  the  railroad-retirement  system 
and  the  estimated  cost  thereof;  (4)  changes  in.  the  relationship  of  the  two  sys- 
tems which  are  conceived  to  be  in  the  interest  of  simplified  administration,  elim- 
inating inequities  between  workers  covered  under  either  system,  and  strengthen- 
ing the  financial  basis  for  benefits  with  due  regard  to  both  systems'  finances. 
In  addition,  the  report  will  deal  with  problems  of  the  aging. 

The  findings  will  be  available  early  in  1953. 

United  States  Department  of  Commerce,  Bureau  of  the  Census 

Information  regarding  the  finances  of  employee-retirement  systems  adminis- 
tered by  State  governments  and  individual  cities  of  over  25,000  is  gathered  and 
reported  annually  in  census  publications  on  State  finances  and  city  finances. 
Data  are  presented  for  each  system  as  to  receipts  from  employee  contributions, 
Government  contributions,  and  earnings  on  investments ;  payments  for  benefits, 
withdrawals,  and  other  purposes ;  and  the  assets'  of  these  retirement  systems. 

United  States  Federal  Security  Agency,  Social  Security  Administration,  Bureau 
of  Old-Age  and  Survivors  Insurance 

On  the  basis  of  operational  statistics  pertaining  to  claims  filed  and  benefits 
paid  under  the  program,  the  Bureau  publishes,  on  a  continuing  basis,  information 
on  the  composition  of  the  beneficiary  roll  by  type  of  benefit,  sex  and  age,  the 
number  of  individual  beneficiaries  and  beneficiary  families,  and  the  percentage 
distribution  of  family  benefit  amounts  by  beneficiary  family  composition  and  by 
size  of  family  benefit. 

A  special  study  in  cooperation  with  the  United  States  Civil  Service  Commission 
is  in  progress  whereby  a  sample  of  about  4,000  civil-service  employees  service 
records  will  be  coordinated  with  data  from  the  old-age  and  survivors  insurance 
records.  Data  will  thus  become  available  on  the  relationship  between  the  two 
retirement  programs  covering  the  period  1937-51,  such  as  number  of  employees 
with  service  under  both  programs  and  civil  service  only  and  the  extent  of  their 
participation  in  both  programs.   Tentative  date  of  completion  :  1953. 

Another  coordination  study  is  in  progress  for  a  sample  of  about  1,700  railroad- 
retirement  workers  and  their  corresponding  wage  record  under  old-age  and 
survivors  insurance  during  1937-49.  This  study  will  show  how  many  workers 
were  employed  under  both  programs  and  their  length  of  service,  insurance  status 
under  either  or  both  programs,  by  age,  amount  of  earnings,  and  other  classifica- 
tions.   Tentative  date  of  completion  :  early  1953. 

Finally,  the  Bureau,  in  cooperation  with  the  United  States  Bureau  of  the  Cen- 
sus, is  currently  surveying  a  sample  of  approximately  18,000  State  and  local  gov- 
ernment employees  to  determine  the  extent  to  which  such  employees  are  now 
covered  under  a  public  (State  or  Federal)  or  locally  supported  retirement  sys- 
tem. Tentative  date  of  completion  :  1953. 

United  States  Federal  Security  Agency,  Social  Security  Administration,  Division 
of  Research  and  Statistics 
The  Division  prepares  semi-annual  estimates  of  the  economic  status  of  the  aged 
population,  and  compiles  monthly  and  annual  data  on  beneficiaries  and  benefits 
under  all  public  pension  programs  (old-age  and  survivors  insurance,  railroad 
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retirement,  civil  service,  State  and  local  employees,  veterans  and,  for  benefits, 
workmen's  compensation).  The  Division  also  carries  out  special  studies  and 
analyses  of  the  income  and  other  characteristics  of  aged  persons  and  research 
relating  to  the  over-all  adequacy  of  existing  and  proposed  social-security  pro- 
grams, etc. 

United  States  Senate,  Committee  on  Finance 

The  committee,  or  a  subcommittee  thereof,  has  been  authorized  pursuant  to 
Senate  Resolution  300,  Eighty-first  Congress,  second  session,  "to  make  a  full  and 
complete  study  and  investigation  of  social-security  programs  with  a  view  toward 
ascertaining  what  further  changes  should  be  made  in  the  laws  of  the  United 
States  relating  to  social  security." 

The  study  would  include  an  analysis  of  the  type  of  program  most  consistent 
with  the  needs  of  our  people  and  with  our  economic  system,  including  proposed 
programs  of  universal  coverage  and  specific  extensions  of  coverage  to  groups  not 
now  covered,  alternative  methods  of  financing,  work  possibilities  for  aged  per- 
sons, the  relationship  between  social  security  and  private  pension  plans,  and 
social-security  programs  in  relation  to  disability  and  rehabilitation. 

University  of  Wisconsin,  Industrial  Relations  Center 

The  center  has  made  a  study  of  the  State  employees'  retirement  system  under- 
taken at  the  instance  of  the  public  employees'  unions  and  other  organizations  in 
the  State  which  have  provided  the  financing.  Attention  has  been  centered  upon 
how  former  State,  county,  and  municipal  employees  receiving  small  pensions  from 
the  Wisconsin  State  employees'  retirement  system  are  getting  along  and  what 
pensions  are  likely  to  be  received  by  such  public  employees  in  the  State  who  are 
nearing  retirement  age.  The  study  has  been  based  on  interviews  with  retired 
employees  and  examination  of  the  records  of  the  State  employees'  retirement 
system.  It  was  directed  by  Prof.  Robben  W.  Fleming,  until  recently  director  of 
the  center.  The  study  will  be  published  in  mimeographed  form  and  presented  to 
the  State  legislature  by  the  public  employees'  unions. 

Williamson,  W.  Rulon,  Washington,  D.  C. 

Under  a  John  Simon  Guggenheim  Memorial  Foundation  fellowship,  and  with 
further  sponsorship  from  the  Wyatt  Co.,  research  is  being  undertaken  toward 
a  book  on  social  budgeting  and  taxation.    Expected  date  of  publication :  1953. 

OTHER  PROGRAMS   FOR  INCOME  MAINTENANCE 

American  Veterans  Committee 

A  commission  has  been  formed  to  study  present  public  policy  in  regard  to 
veterans'  pensions  and  all  other  veterans'  benefits  and  to  recommend  an  orderly 
approach  to  the  solution  of  these  problems.  Charles  H.  Slayman,  Jr.,  AVC's 
director  of  research  and  legislation,  is  in  charge  of  the  project.  Expected  date 
of  completion  :  late  1952. 

Chicago  Welfare  Council  (Welfare  Council  of  Metropolitan  Chicago) 

The  council,  in  its  community  project  for  the  aged,  prepared  a  study  on  the 
needs  of  552  dependent  old  people  known  to  major  public  and  private  family 
welfare  agencies.  The  purpose  was  to  discover  the  nature  and  origin  of  the 
need  and  how  community  services'  met  or  could  help  to  meet  them.  The  findings, 
of  which  a  summary  report  is  available,  were  instrumental  in  framing  a  proposed 
plan  of  community  services  for  elderly  people  in  metropolitan  Chicago,  a  project 
sponsored  by  the  Wieboldt  Foundation  and  directed  by  Elizabeth  Breckinridge. 
Several  chapters  bear  on  employment  and  retirement.  The  report  has  been 
published  under  the  title  "Community  Services  for  Older  People"  (Wilcox  & 
Follett  Co.,  Chicago,  111.,  1952). 

The  council  has  also  participated  in  several  studies  of  policies  and  programs 
of  local  institutions  for  the  aged  (see  Social  Service  Review,  March  1950  and 
September  1951),  and  in  May  1952  Miss  Helen  G.  Laue,  of  the  council  staff, 
prepared  a  brief  summary  report  entitled  "Survey  of  the  Field  for  Care  of 
Aged." 

Mooscharen  Research  Laboratory.  Orange  Park,  Fla. 

Dr.  George  E.  Myers,  a  member  of  the  research  laboratory,  which  is  supported! 
by  the  Loyal  Order  of  the  Moose,  has  completed  a  survey  of  homes  for  the  agedl 
in  Florida.  He  has  assembled  a  list  of  homes  available  in  the  State,  classified 
by  type  of  control,  and  has'  described  their  distinctive  features. 
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North  Carolina  State  Board  of  Public  Welfare 

A  study  of  the  needs  of  persons  60  years  of  age  and  over  and  services  rendered 
to  them  by  the  department  of  public  welfare  in  Warren  County,  N.  C,  was 
prepared  by  Ruth  Lindquist  and  Lora  P.  Wilkie  as  the  first  in  a  series  of 
similar  studies  scheduled  to  be  undertaken.  In  addition  to  providing  facts  on 
the  current  needs  of  persons  surveyed,  the  findings'  shed  light  on  their  back- 
ground and  earlier  years  (Research  Publication  No.  1,  North  Carolina  State 
Board  of  Public  Welfare,  Raleigh,  1950). 

Pennsylvania  State  College,  School  of  Agriculture 

Prof.  William  G.  Mather  made  a  study  of  farmers  receiving  old-age  assistance 
in  Pennsylvania  (published  by  the  agricultural  experiment  station  in  1950  as 
Bulletin  521),  in  which  he  analyzes  the  major  causes  for  dependence  upon  public 
assistance  among  198  former  farmers. 

Pomona  College,  Social  Science  Research  Center 

The  center  is  working  on  a  study  of  old-age  assistance  in  California  which  is 
financed  by  a  2-year  grant  from  the  John  and  Laura  Haynes  Foundation  of  Los 
Angeles.  This  is  a  comprehensive  study  of  the  history,  operations,  and  problems 
of  old-age  assistance  in  California.  It  is  being  conducted  by  Pomona  College 
professors  from  the  departments  of  economics,  sociology,  political  science,  and 
psychology.  Besides  utilizing  documentary  sources  and  the  records  of  the  Cali- 
fornia Department  of  Public  Welfare,  extensive  use  has  been  made  of  interviews 
by  trained  investigators  with  a  scientifically  selected  sample  of  the  old  people  in 
all  California  counties,  plus  extensive  interviews  with  the  people  administering 
old-age  assistance.  The  study  is  being  directed  by  Prof.  Floyd  Bond,  who  is  the 
chairman  of  the  department  of  economics  and  director  of  the  center.  It  was 
started  in  the  summer  of  1951,  and  a  report  is  due  by  July  1953.  The  grant  from 
the  Haynes  Foundation  includes  provisions  for  publication  of  the  report. 

United  States  Federal  Security  Agency,  Social  Security  Administration,  Bureau 
of  Public  Assistance 

The  Bureau  collects  information  each  month  on  the  number  of  persons  receiv- 
ing public  assistance  and  the  total  and  per-case  amount  disbursed  to  them  in  each 
State  ;  also,  it  collects  current  data  on  other  aspects  of  the  operation  of  the  several 
public-assistance  programs.  Summary  information,  by  State,  is  published 
monthly  in  the  Social  Security  Bulletin. 

The  Bureau  has  in  progress  a  study  of  relatives'  responsibility  for  support  of 
old-age  assistance  applicants  and  recipients.  This  study  was  begun  in  1951  at 
the  request  of  the  House  Committee  on  Ways  and  Means.  The  first  part  of  the 
study  summarizes  State  old-age  assistance  and  general  support  legislation  related 
to  the  responsibility  of  relatives  for  aged  persons.  A  further  part,  still  in  the 
planning  stage,  relates  to  the  actual  extent  and  nature  of  support  received  by 
recipients  of  old-age  assistance  from  their  sons  or  daughters. 

The  Bureau  obtains  annually  from  State  public-assistance  agencies  a  report  on 
the  number  of  persons  or  families  receiving  old-age  assistance  or  aid  to  dependent 
children  also  receiving  old-age  and  survivors  insurance  benefits.  In  addition, 
this  report  provides  information  on  the  total  assistance  payments  and  total  old- 
age  and  survivors  insurance  benefits  paid  to  these  cases.  This  information  is 
published  in  the  Social  Security  Bulletin.  (See  Social  Security  Bulletin,  August 
1952.) 

A  study  of  requirements,  incomes,  resources,  and  social  characteristics  of 
recipients  of  old-age  assistance  is  being  sponsored  by  the  Bureau.  The  study  will 
be  conducted  by  State  public-assistance  agencies  administering  old-age  assistance, 
and  will  cover  a  sample  of  persons  receiving  such  assistance  in  a  selected  month 
early  in  1953.  Information  collected  during  the  study  will  include  :  (1)  such  per- 
sonal characteristics  as  age,  sex,  race,  living  arrangements,  place  of  residence, 
and  physical  and  mental  condition;  (2)  indexes  of  housing  conditions,  such  as 
number  of  persons  and  number  of  rooms  in  home  and  presence  or  absence  of 
certain  conveniences,  such  as  sanitary  facilities,  electric  lights,  telephone,  etc. ; 
and  (3)  economic  data,  such  as  ownership  of  property,  amount  of  income,  by 
type,  contributions  from  children,  degree  of  need  and  amount  of  the  assistance 
payment. 

A  tabular  release,  with  highlights  of  findings,  will  be  published  by  the  end 
of  1953. 
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Washington  Public  Opinion  Laboratory,  Seattle,  Wash. 

Following  earlier  public-opinion  polls  on  old-age  assistance  undertaken  in 
the  summer  of  1948  and  the  spring  of  1950,  a  third  poll  on  the  same  issue 
was  taken  in  the  fall  of  1950.  The  published  report  thereon  analyzes  changes 
of  opinion  over  the  2-year  period  of  heated  discussion  on  the  State's  old-age 
assistance  program. 

EMPLOYMENT  AND  RETIREMENT 

Alleghany  County  Public  Welfare  Committee,  Alleghany,  N.  Y. 

The  committee  has  completed  a  study  of  the  employment  of  older  workers 
in  rural  areas. 

Columbia  University,  Graduate  School  of  Business 

Conservation  of  Human  Resources,  a  project  established  in  the  fall  of 
1949  under  the  directorship  of  Prof.  Eli  Ginzberg,  has  been  conceived  as  a 
5-year  study  of  the  waste  of  human  resources  in  selected  areas  of  our  civil 
and  military  life.  Among  the  wastes  in  our  industrial  society  singled  out 
for  study  are  enforced  retirement  of  individuals  still  capable  of  effective  work 
and  the  under-utilization  of  the  handicapped.  The  ultimate  aim  of  the  study 
is  "to  uncover  the  more  important  causes  of  such  startling  wastage  of  our 
human  resources,  and  to  identify  the  means  whereby  such  wastage  can  be  at 
least  reduced,  and  possibly  eliminated."  In  particular,  an  attempt  will  be 
made  at  reconstructing  in  detail  the  ways  of  work  and  the  conditions  of 
workers  in  America  in  1890,  and  to  compare  them  with  the  situation  pre- 
vailing today  so  as  to  identify  the  major  changes  in  attitudes  toward  work 
and  the  causes  of  the  changes.  Completion  and  publication  of  this  particular 
study  is  scheduled  for  1952.  Further  progress  reports  and  monographs  are 
promised  in  succession. 

Columbia  University,  Teachers  College 

Dr.  Jacob  Tuckman,  of  the  Institute  of  Adult  Education,  and  Prof.  Irving  Lorge, 
of  the  Institute  of  Psychological  Research,  have  made  two  surveys,  one  of  in- 
dustry and  one  of  labor,  to  determine  current  practices  in  regard  to  retirement, 
especially  psychological  preparation  for  retirement.  The  industry  survey  was 
based  on  a  sample  of  the  113  largest  corporations  in  the  United  States.  Of 
special  interest  among  the  findings  of  this  survey  is  the  widespread  realization  of 
the  need  for,  and  the  actual  operation  of,  pre-retirement  programs.  (Findings 
published  in  Journal  of  Gerontology,  January  1952.)  The  labor  survey  was 
based  on  a  sample  of  the  100  largest  labor  unions  in  the  United  States.  The 
findings  indicate  that  apart  from  the  area  of  financial  security,  labor  unions  had 
until  recently  done  little  to  prepare  their  members  for  the  problems  they  may 
have  to  face  in  their  later  years  and  upon  retirement. 

A  major  undertaking  during  the  past  year  was  a  study  of  attitudes  toward 
retirement  of  a  sample  of  000  International  Ladies'  Garment  Workers'  Union 
members  about  equally  divided  into  those  age  55  and  over  who  are  now  working, 
those  65  and  over  now  working-  but  who  have  applied  for  retirement,  and  those 
65  and  over  already  retired  on  a  union  pension.  The  purpose  of  this  study 
was  to  learn  more  about  attitudes  toward  retirement,  the  awareness  of  and  reac- 
tion to  physical  change  with  age,  the  effect  of  such  changes  on  the  individual's 
self-concept,  and  the  effect  of  retirement  on  the  wife  and  other  members  of  the 
family.  The  study  was  done  in  cooperation  with  the  New  York  regional  office 
of  the  Federal  Security  Agency  and  the  International  Ladies'  Garment  Workers' 
Union.  The  report,  The  Industrial  Worker  in  Retirement:  Prospect  and  Reality, 
will  be  published  by  the  Bureau  of  Publications,  Teachers  College,  late  in  1952 
or  early  in  1953. 

Connecticut  Governor's  Committee  on  Full  Employment 

Under  the  chairmanship  of  Dean  L.  J.  Ackerman  of  the  School  of  Business, 
University  of  Connecticut,  and  with  Prof.  F.  B.  Hall  of  the  Connecticut  Col- 
lege for  Women  as  director  of  research,  the  committee  has  made  a  study  of  the 
older  workers  in  Connecticut  industry  as  a  part  of  its  survey  and  analysis  of  the 
State's  labor  market. 

Cornell  University,  Department  of  Sociology  and  Anthropology 

The  department  has  embarked  on  a  long-range  project  to  test  the  impact  of 
occupational  retirement  in  the  United  States  on  physical  and  mental  morbidity 
and  on  mortality.  The  study,  which  is  directed  by  Prof.  M.  L.  Barron,  will  aim 
at  testing  the  hypotheses  that  chronological,  arbitrary,  involuntary,  and  un- 
planned retirement  is  conducive  to  high  morbidity  among  older  persons  and 
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accelerates  their  senility  and  mortality  and  that,  by  way  of  contrast,  those  pop- 
ulation groups  which,  as  a  rule,  are  not  abruptly  "retired"  show  less  physical 
morbidity  and  retirement  neuroses  in  comparable  physical  age  groups  and  liye 
longer.  In  order  to  perform  this  test,  the  samples  chosen  are  to  exclude  as 
much  as  possible  differences  extraneous  to  the  ones  to  be  tested  such  as  family 
and  economic  status,  living  arrangements,  parental  longevity,  health,  etc.  Com- 
parisons will  be  made  between  nonretiring  and  retiring  persons  and  between 
various  sets  of  persons  retiring  under  different  conditions  and  in  different  ways. 

The  plan  of  study  calls  for  a  7-year  study  period.  The  first  year  has  been 
devoted  to  two  pilot  investigations  with  small  local  samples  for  the  purpose  of 
focusing  the  problems  and  formulating  the  questions.  These  pilot  studies  have 
served  as  starting  points  for  three  other  projects:  (1)  a  Nation-wide  urban 
survey ;  (2)  a  rural  survey  in  six  counties  of  New  York  State;  (3)  based  on  these 
two,  a  series  of  long-term  "in  plant"  studies  of  retirement.  During  the  next  6 
years,  a  national  sample  of  persons  close  to  age  65,  but  in  different  work  or 
retirement  situations  will  be  observed  in  regard  to  their  morbidity  and  mortal- 
ity and  followed  up  through  personal  interviews  with  them,  their  families,  as- 
sociates, doctors,  etc.  A  brief  summary  report  on  the  findings  of  the  pilot 
studies  was  published  in  Public  Health  Reports,  February  1952.  Annual  prog- 
ress reports  will  be  rendered  on  the  project. 

Harvard  University,  Graduate  School  of  Business  Administration 

Prof.  Harold  R.  Hall  has  recently  completed  a  study,  based  primarily  on  in- 
formation obtained  through  field  interviews  in  connection  with  the  retirement 
of  business  executives,  of  problems  facing  the  management  of  businesses  as 
well  as  facing  individual  executives  who  are  contemplating  retirement.  Views 
and  data  were  obtained  from  retired  executives  and  from  executives  pres- 
ently employed.  The  findings  will  be  published  by  the  Harvard  Business  School 
in  January  1953,  under  the  title  "Some  Observations  on  Executive  Retirement." 

Hewitt,  Edwin  Shields  &  Associates,  Chicago,  III. 

The  firm  has  published  the  results  of  its  survey  of  company  practices  regard- 
ing older  workers  and  retirement.  Covering  657  companies  by  means  of  a 
questionnaire,  it  solicited  information  on  reassignment  of  older  workers,  per- 
formance test  preceding  retirement,  preparation  for  retirement,  post-retirement 
contacts,  nature  of  retirement,  related  benefit  plans  in  operation,  and  post- 
retirement  rehiring  practices.  Of  particular  interest  are  the  findings  on  the 
large  percentage  of  workers  who  continue  to  work  despite  their  eligibility  for 
maximum  pensions. 

Indianapolis  Council  of  Social  Agencies,  Indianapolis,  Ind. 

The  council's  committee  on  aging  is  planning  to  follow  up  an  earlier  survey  of 
attitudes  toward  older  workers  on  the  part  of  personnel  directors  of  some  of  the 
city's  business  firms. 

John  Carroll  University,  Cleveland,  Ohio 

Prof.  Arthur  J.  Noetzel,  Jr.,  has  been  engaged  in  local  surveys  of  the  utiliza- 
tion of,  and  retirement  programs  for,  older  workers,  especially  in  smaller  indus- 
trial companies.  Preliminary  findings  have  been  published ;  a  more  compre- 
hensive analysis  is  due  to  be  completed  in  1952. 

Louisville  Health  and  Welfare  Council,  Louisville,  Ky. 

Richard  H.  Uhlig  of  the  council  and  Dorothy  Brownfield  have  published  a  sum- 
mary of  research  on  employment  and  retirement  of  a  group  of  older  males,  Amer- 
ican Sociological  Review,  February  1952. 

New  York  House  and  School  of  Industry 

This  private  nonprofit  agency,  a  subsidiary  of  Greenwich  House,  has  started 
an  experiment  in  vocational  retraining  in  typing  and  stenographic  skills  of  older 
women  who  have  long  been  out  of  the  labor  market.  The  participants  are 
referred  by  the  State  or  other  employment  services  and  after  intensive  training 
are  returned  to  the  source  of  referral  for  placement.  In  connection  with  this 
project  a  study  of  methods  of  training  and  counseling  is  being  conducted.  The 
experiment  is  expected  to  yield  knowledge  relating  to  speed  of  learning,  tech- 
niques of  motivating  older  persons,  practicability  of  training  older  women  for 
employment,  extent  to  which  residue  of  skill  remains,  etc. 
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New  York  University,  Department  of  Education 

Prof.  Alonzo  F.  Myers,  chairman  of  the  department,  is  planning  a  long-term 
study  on  preparation  for  the  years  after  retirement. 

Ohio  State  University,  Department  of  Psychology 

Under  the  direction  of  Prof.  S.  L.  Pressey,  and  with  the  support  of  the  univer- 
sity's development  fund,  Miss  Jeanette  E.  Stanton  made  a  study  of  the  opportu- 
nities for  part-time  employment  of  the  older  worker  which  was  published  in 
the  Journal  of  Applied  Psychology  for  December  1951.  The  study  is  based  on  an 
analysis  of  the  characteristics  and  job  tenure  of  some  3,000  "on  call"  workers  of 
a  large  midwestern  department  store. 

Princeton  University,  Industrial  Relations  Section, 

A  study  has  been  completed  of  current  employer  practices  in  connection  with 
the  retirement  of  aged  workers  including  preparation  for  retirement,  adminis- 
tration of  fixed  and  flexible  retirement  provisions,  and  post-retirement  coun- 
seling under  industrial  retirement  and  pension  plans. 

Syracuse  Council  of  Social  Agencies,  Syracuse,  N.  Y. 

The  economic  security  and  research  committees  of  the  Council  of  the  Aging, 
the  Manufacturers'  Association  of  Syracuse,  and  the  Syracuse  Chamber  of  Com- 
merce have  recently  issued  a  survey  of  the  employment  status  of  older  workers. 
The  findings,  based  on  the  reports  of  77  employers,  shed  light  on  current  person- 
nel policies  with  regard  to  employment  and  retirement  of  older  workers. 

Temple  University,  School  of  Business  and  Public  Ad?ninistration 

The  bureau  of  economic  and  business  research,  John  F.  Adams,  director,  and 
the  Department  of  Labor  and  Industry,  Commonwealth  of  Pennsylvania,  have 
served  as  cosponsors  of  a  recent  conference  on  The  Problem  of  Making  a  Living 
While  Growing  Old  (proceedings  published  by  Temple  University,  September 
1952). 

At  present  the  bureau  is  undertaking  a  detailed  study  of  company  and  union 
attitudes,  and  policies  and  performance  relating  to  the  employment  of  older 
workers  in  Pennsylvania.  This  study  will  focus  on  current  obstacles  to  employ- 
ment and  the  possibilities  of  overcoming  them. 

Tentative  date  of  completion,  1953. 

United  States  Civil  Service  Commission,  Federal  Personnel  Council 

The  council  has  established  a  work  group  which  is  studying  the  problems  of 
the  older  worker  in  the  Federal  service.  This  group  is  :  (1)  to  make  recommen- 
dations to  departments  and  agencies  on  handling  problems  of  the  older  workers; 
(2)  to  present  to  the  council  information  on  changes  in  industry  practices  being 
made  to  adjust  to  the  growth  in  the  working  population  of  older  people;  (3)  to 
make  recommendations  to  the  CSC  on  needed  changes  in  laws  and  regulations. 

United  States  Department  of  Defense,  Department  of  the  Air  Force 

The  Civilian  Personnel  Division  of  the  Wright  Air  Development  Center,  Wright 
Patterson  Air  Force  Base,  Ohio,  has  been  engaged  in  research  on  the  attitude 
toward,  and  problems  of,  retirement  among  its  civilian  employees.  A  survey 
was  made  of  employees  with  25  or  more  years  of  service  and  of  retired  employees. 
Analysis  of  returns  on  this  and  preceding  research  projects  in  this  area  has  led 
to  policy  recommendations  to  the  Chief  of  Staff,  United  States  Air  Force,  entitled 
"Utilization  of  the  Older  Worker  and  Pre-retirement  Preparation." 

United  States  Department  of  Defense,  Department  of  the  Navy 

The  Bureau  of  Naval  Personnel's  Research  Division  has  been  studying  the 
problems  of  older  workers  and  their  opportunities  for  continuing  work  in  a 
different  occupation  after  official  retirement.  A  survey  of  recently  retired  naval 
officer  personnel,  The  Retired  Officer — His  Economic  Adjustments,  has  yielded 
recommendations  for  pre-retirement  counseling  and  other  services  to  super- 
annuated personnel. 

United  States  Department  of  Labor,  Bureau  of  Employment  Security 

The  Bureau  has  made  an  experimental  study  of  the  effectiveness  of  special 
efforts  by  public  employment  offices  in  placing  older  workers  in  jobs.  The 
experiment  was  conducted  in  five  major  cities  in  different  parts  of  the  country. 
The  findings  were  recently  published  under  the  title  "Workers  Are  Young 
Longer  *  *  *"  (U.  S.  Department  of  Labor)  and  summarized  in  the  Employ- 
ment Security  Review  for  October  1952. 
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United  States  Department  of  Labor,  Bureau  of  Ixibor  Statistics 

The  Bureau  is  concerned  with  studying  and  interpreting  the  economic  and 
employment  problems  which  result  from  the  fact  that  the  life  span  and  pro- 
portion of  older  age  groups  in  our  population  have  increased.  While  the  Bureau 
is  not  currently  undertaking  specific  research  projects  relating  to  the  economic 
aud  employment  status  of  older  age  groups,  it  exploits  the  opportunities  for 
obtaining  significant  data  which  are  available  through  its  regular  research 
program. 

Recent  and  current  studies  which  have  a  bearing  on  the  pension  problem 
include : 

1.  Tables  of  Working  Life — Length  of  Working  Life  for  Men. — In  August  1950,. 
the  Bureau  published  Tables  of  Working  Life  which  attempt  to  measure  the 
growing  gap  between  the  span  of  total  life  and  working  life  for  men  in  the 
United  States.  The  Bureau  also  has  plans  for  the  development  of  work-life 
tables  for  women. 

2.  Analyses  of  Population  and  Labor  Force  Data. — The  Bureau's  Division  of 
manpower  and  Employment  Statistics  prepares  analyses  of  population  and  labor 
force  trends  and  characteristics  designed  to  reveal  the  special  employment  prob- 
lems of  older  workers. .  Comprehensive  studies  of  manpower  resources  to  meet 
the  needs  of  the  mobilization  program  have  included  analyses  of  the  additions 
to  the  labor  force  which  may  be  expected  from  the  older-age  groups  of  men 
and  women. 

United  States  Department  of  Labor,  Women's  Bureau 

The  Bureau  takes  a  strong  interest  in  the  employment  and  retirement  prob- 
lems of  older  women.  Preparation  of  a  document  entitled  "Older  Women :  Some 
Aspects  of  Their  Employment  Problems"  is  now  in  process.  Two  pamphlets 
published  by  the  Bureau  are  available  for  distribution:  One,  entitled  "Over 
Forty  and  Looking  for  a  Job?"  contains  a  number  of  suggestions  for  older  women 
who  are  looking  for  work ;  the  other,  entitled  "Hiring  Older  Women,"  embodies 
suggestions  to  employers  contemplating  hiring  older  women.  A  research  project 
now  in  process  will  describe  programs  involving  training  older  women  for  employ- 
ment in  specific  occupations. 

University  of  California  Law  School 

Prof.  Frank  Newman  has  made  a  study  of  laws  affecting  flexibility  in  the 
retirement  of  aging  workers  including  civil  service  laws  and  regulations. 

University  of  Chicago,  Center  on  Industrial  Relations 

Under  the  auspices  of  the  center  there  is  being  conducted  a  project  entitled 
"A  Retirement  Research  Program"  which  deals  with  problems  related  to  the 
change  of  activities  upon  retirement  with  particular  emphasis  on  changes  in 
living  arrangements.  The  study  will  attempt  to  find  out  what  are  the  differences 
in  the  personal  characteristics  and  motivations  of  persons  who  upon  retirement 
remain  in  the  residence  of  their  middle  years  and  those  who  change  residences, 
with  particular  attention  to  those  who  decide  to  migrate  to  more  favorable 
climatic  environments.  Different  types  of  community  life  will  be  studied  in 
Florida,  including  trailer  parks,  congregate  living,  sponsored  village  communi- 
ties, and  large  city  living.  Arrangements  are  being  made  for  cooperation  with 
the  Florida  State  Improvement  Commission,  the  Institute  of  Gerontology  of  the 
University  of  Florida,  and  the  Moosehaven  Research  Laboratory. 

University  of  Chicago,  Committee  on  Human  Development 

The  committee,  under  the  direction  of  Prof.  Robert  J.  Havighurst,  has  com- 
pleted a  series  of  investigations  relating  to  retirement  and  the  meaning  of  work. 
These  studies  are  designed  to  test  a  view  of  retirement  as  a  process  of  adjust- 
ment to  a  new  life  situation  and  the  leaving  of  an  old  familiar  one — the  job. 

Groups  studied  include  professions  and  skilled,  semiskilled,  and  unskilled 
workers  in  different  industries.  An  attempt  is  made  to  relate  skill  and  occupa- 
tional level  of  work  to  attitudes  toward  retirement. 

A  survey  of  employment  programs  for  older  workers,  conducted  by  Elizabeth 
Breckinridge,  also  has  been  completed.  Those  companies  that  have  special 
programs  aimed  at  using  older  workers  to  the  best  advantage  and  preparing 
them  for  retirement  were  studied  through  personal  interview. 

The  committee,  with  the  help  of  a  grant  from  the  United  States  Public  Health 
Service,  has  developed  a  course  on  Making  the  Most  of  Maturity.  The  purposes 
of  the  course  are  to  prepare  people  for  the  later  years ;  to  test  educational 
methods  suited  for  later  life;  and  to  determine  life  patterns  in  later  middle 
age  as  they  related  to  the  aging  process.     Prof.  Mary  Hollis  Little  is  in 
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charge.  This  course  is  now  being  offered  by  the  university's  home  study  de- 
partment. The  text  for  the  course,  entitled  "Good  Living  After  50"  is  available 
for  general  reading. 

The  committee  has  just  commenced  a  study  of  middle  age  and  aging  in  Kansas 
City,  Mo.  Subjects  in  this  study  will  consist  of  a  sampling  of  people  aged 
40  to  SO.  This  study  is  expected  to  yield  information,  among  other  things,  on 
preparation  for  retirement  and  conditions  of  retirement. 

The  committee  is  cooperating  with  the  industrial  relations  center  in  programs 
concerned  with  materials  for  the  use  of  individuals  and  companies  in  programs 
concerned  with  preparation  for  retirement. 

University  of  Connecticut,  Department  of  Rural  Sociology 

Under  the  direction  of  Prof.  Walter  C.  McKain,  Jr.,  there  is  being  completed 
a  series  of  community  analyses  of  the  nature  of  work  and  retirement,  the  eco- 
nomic and  social  adjustments  as  revealed  by  living  arrangements,  income,  as- 
sociations and  activities,  and  the  health  of  retired  and  other  older  persons.  The 
results  will  be  printed  from  time  to  time  as  agricultural  experiment  station 
bulletins.    The  findings  of  the  first  survey  have  already  appeared. 

University  of  Maryland,  Department  of  Sociology 

Prof.  John  F.  Schmidt  has  completed  a  research  study  on  patterns  of  poor 
adjustment  in  old  age  based  on  a  comparative  analysis  of  samples  of  aged 
persons  living  in  different  cities  of  the  Midwest.  (Prelim,  summary  in  Amer. 
Jour,  of  Sociology,  July  1952.) 

University  of  Michigan,  Institute  of  Social  Research 

Prof.  Rensis  Likert  has  been  commissioned  by  the  National  Security  Re- 
sources Board  to  undertake  a  pilot  study  on  Management's  Manpower  Prac- 
tices and  Attitudes  Toward  Manpower  Problems.  This  preliminary  investiga- 
tion based  on  a  small  sample  of  enterprises,  is  to  analyze  the  manpower  situ- 
ation in  a  defense  mobilization  period,  especially  as  it  affects  special  groups 
such  as  older  workers,  the  handicapped,  women,  minorities,  etc. 

Tentative  date  of  completion  :  1952. 

University  of  Minnesota,  Industrial  Relations  Center 

Under  the  guidance  of  Dale  Yoder,  director,  and  Herbert  G.  Henoman,  Jr., 
assistant  director,  the  center  has  conducted  several  local  studies  of  management, 
union,  and  worker  attitudes  and  practices  per.taining  to  employment  and  re- 
tirement of  aged  workers.  The  center  has  also  produced  an  annotated  bibli- 
ography on  Employment  Problems  of  Older  Workers  (mimeographed)  as  well 
as  a  number  of  papers  written  by  members  of  the  staff  on  various  aspects  of  the 
problem  of  utilization  of  older  workers. 

The  current  work  of  the  center  includes  an  exploratory  study  commissioned 
by  the  Office  of  Naval  Research  on  the  reserve  manpower  in  older  age  groups 
with  special  emphasis  on  scientific,  professional,  and  technical  personnel. 

University  of  Oregon,  Department  of  Sociology 

Prof.  Elon  H.  Moore  has  completed  an  investigation  of  the  provisions  made 
by  numerous  companies  in  the  Mideast,  on  the  east  coast,  and  in  parts  of  the  South 
relative  to  their  older  workers.  The  study  is  concerned  primarily  with  the 
personnel  services  offered  to  older  workers  and  retired  employees.  The  ma- 
terial assembled  will  result  in  a  guide  for  company  retirement  preparation 
programs.  The  results  of  an  earlier  study,  Professors  in  Retirement,  was  pub- 
lished in  the  Journal  of  Gerontology,  July  1951. 

W.  E.  Upjohn  Institute  for  Community  Research,  Kalamazoo,  Mich. 

The  institute  has  recently  published  a  booklet  entitled  "Employment  of  the 
Older  Worker"  which  contains  two  papers  on  this  subject  by  C.  Tibbitts  and 
A.  J.  Noetzel,  Jr.,  as  well  as  a  selected  bibliography  by  Charles  C.  Gibbons  on 
employment  of  the  older  worker. 

PHYSIOLOGICAL  AND  PSYCHOLOGICAL  RESEARCH 

We  have  included  here  only  studies  which  seem  to  have  a  direct  bearing  ou 
the  pension  problems.    Purely  medical  research  has  not  been  considered. 

Alabama  Polytechnic  Institute,  Auburn,  Ala. 

Dr.  Ruth  Albrecht,  of  the  department  of  home  economics,  has  been  engaged  in 
research  on  the  social  roles  in  their  relation  to  personal  adjustment  of  aged 
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people.  Two  reports  on  her  research,  The  Social  Roles  of  Old  People,  and  Social 
Roles  in  the  Prevention  of  Senility,  appeared  in  the  Journal  of  Gerontology  for 
April  and  October  1951,  respectively. 

Columbia  University,  Teachers  College 

Dr.  Jacob  Tuckman,  of  the  Institute  of  Adult  Education,  and  Prof.  Irving 
Lorge,  of  the  Institute  of  Psychological  Research,  have  completed  a  series  of 
studies  dealing  with  attitudes  of  the  aged  and  toward  the  aged,  their  psychology 
and  bodily  condition.  The  groups  studied  differed  in  age,  education,  and  socio- 
economic status.    Studies  completed  include : 

1.  Attitudes  Toward  Older  People,  Journal  of  Social  Psychology  (in  press). 

2.  Attitudes  Toward  Older  Workers,  Journal  of  Applied  Psychology,  June  1952. 

3.  The  Effect  of  Institutionalization  on  Attitudes  Toward  Old  People,  Journal 

of  Social  and  Abnormal  Psychology,  April  1952. 

4.  The  Attitudes  of  the  Aged  Toward  the  Older  Worker :  Institutional  and  Non- 

Institutional  Adults,  Journal  of  the  Gerontology,  October  1952. 

5.  The  Effect  of  Family  Environment  Toward  Old  People  and  the  Older  Worker, 

Journal  of  Social  Psychology  (in  press). 

6.  The  Influence  of  a  Course  in  the  Psychology  of  the  Adult  on  Attitudes  Toward 

Old  People  and  Older  Workers,  Journal  of  Educational  Psychology  (In 
press ) . 

7.  Experts'  Biases  About  the  Older  Worker,  Science,  June  1952. 

"8.  The  Influence  of  Changed  Directions  on  Stereotypes  About  Age :  Before  and 
After  Instruction,  Educational  and  Psychological  Measurement  (in  press). 

9.  The  Best  Years  of  Life:  A  Study  in  Ranking,  the  Journal  of  Psychology,  1952. 

10.  The  Value  of  the  Cornell  Medical  Index  and  Supplementary  Health  Question- 

naire for  Appraisal  of  Physical  and  Mental  Health  of  the  Elderly  (in  col- 
laboration with  R.  W.  Steinhardt  and  F.  D.  Zenom),  Journal  of  the  Ameri- 
can Medical  Association  (in  press). 

11.  A  Comparison  of  the  Semantic  and  Psychological  Complaints  of  Institution- 

alized and  Non-Institutionalized  Older  People  (in  collaboration  with  R.  W. 
Steinhardt  and  F.  D.  Zenom),  Geriatrics  (in  press). 

Harvard  University,  School  of  Public  Health 

Prof.  Ross  A.  McFarland  has  recently  completed  a  book  entitled  "Human  Fac- 
tors in  Air  Transportation,"  published  by  McGraw-Hill,  which  includes  a  chapter 
on  Aging  and  Efficiency  in  Airmen,  based  on  many  years  of  extensive  research 
on  the  physiology  of  flying. 

loiva  State  College,  Department  of  Psychology 

Prof.  W.  A.  Owens,  head,  department  of  psychology,  has  conducted  a  longitu- 
dinal study  of  the  effects  of  age  upon  mental  abilities.  Subjects  were  127  males 
who  took  Army  Alpha  Tests  as  freshmen  at  Iowa  State  College  in  1919,  and  who 
were  retested  and  requested  to  fill  out  a  personal  information  sheet  in  1950.  Re- 
sults relate  to:  (1)  effects  of  the  age  increment  upon  performance  level  in  the 
eight  subtest  functions;  (2)  effects  upon  the  magnitudes  of  individual  and  trait 
differences;  and  (3)  personal-social  correlates  of  the  observed  intellectual 
changes. 

Josiah  Macy,  Jr.,  Foundation,  New  York 

Over  the  past  21  years,  the  foundation  has  sponsored  surveys  of  physiological 
and  mental  health,  as  well  as  medical  and  other  aspects  of  aging  and  multi- 
professional  analyses  of  the  aging  process.  In  large  part,  these  studies  have 
been  published  in  annual  conference  volumes  by  the  foundation.  The  foundation 
has  extended  support  to  research  carried  on  in  the  above  fields  and,  at  present, 
is  supporting  two  projects  in  the  fields  of  biology  and  physiology  carried  out 
jointly  by  the  College  of  Physicians  and  Surgeons,  Columbia  University,  and 
the  Albert  and  Mary  Lasker  Foundation. 

Moosehaven  Research  Laboratory,  Orange  Park,  Fla. 

Dr.  R.  W.  Kleemeier,  director  of  the  research  laboratory,  has  published  a 
study  of  the  effect  of  a  work  program  on  adjustment  attitudes  in  an  aged  popu- 
lation. The  study  is  based  on  the  voluntary  work  program  carried  on  in  the 
organization's  fraternal  home  (Journal  of  Gerontology,  October  1951). 

Mr.  Robert  M.  Arms,  another  staff  member,  is  currently  undertaking  a  job 
analysis  of  some  40  paid  jobs  held  by  aged  residents  who  participate  in  the 
voluntary  part-time  work  program. 

A  number  of  other  research  projects  have  been  undertaken  to  test  the  physio- 
logical and  psychological  capacity  of  old  people.    These  include  experimental- 
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studies  of  visual  and  auditory  performance,  strength  of  hand-grasp,  and  changes 
in  memory  and  intelligence.  This  research  is  supported  by  the  Loyal  Order  of 
the  Moose.  A  study  by  Dr.  Walter  D.  Obrist  of  age  influences  on  reaction  time 
will  be  puhlished  shortly  in  the  Journal  of  Psychology. 

Ohio  State  University,  Department  of  Psychology 

Prof.  Albert  R.  Chandler  is  studying  mental  resources  for  retirement  by  means 
of  two  questionnaires,  one  for  retired  and  oue  for  nonretired  persons.  He  is 
also  conducting  a  study  on  personal  traits  of  older  persons  and  changes  therein 
as  observed  in  G35  subjects  aged  50  and  over. 

Prof.  Sidney  L.  Pressey  has  been  engaged  in  a  number  of  case  studies  on  the 
relation  of  age  to  employment  and  the  employment  potentialities  of  older  people. 
■One  of  these  studies,  done  jointly  with  C.  B.  Cover,  dealt  with  Age  and  Route 
Sale  Efficiency  and  was  published  in  the  Journal  of  Applied  Psychology,  August 
1950. 

Under  Professor  Pressey's  direction,  M.  W.  Smith  has  made  a  study  of  Evi- 
dences of  Potentialities  of  Older  Workers  in  a  Manufacturing  Company 
(Personnel  Psychology,  spring  1952),  in  which  he  analyzed  the  hiring  and 
retention  practices  of  a  manufacturing  company  and  the  reasons  for  leaving  or 
lay-off  among  older  as  compared  with  younger  workers. 

There  is  also  underway  a  study  directed  by  Dr.  Pressey  regarding  outstand- 
ing people  and  their  accomplishments.  This  project,  under  subvention  of  the 
United  States  Public  Health  Service,  is'  scheduled  for  completion  in  1954.  An 
earlier  paper  comparing  successful  and  unsuccessful  cases  of  adjustment  to 
old  age  and  offering  evidence  of  the  importance  of  financial  security  in  old  age 
was  published  in  the  Journal  of  Gerontology,  April  1950. 

Ohio  University,  Athens,  Ohio 

Prof.  Harvey  C.  Lehman  has  studied  over  a  number  of  years  the  ages:  (1) 
at  which  outstanding  thinkers  have  most  frequently  made  (or  first  published) 
their  momentous  creative  contributions;  (2)  at  which  leaders  have  most  often 
attained  important  positions  of  leadership;  (3)  at  which  high-salaried  workers 
in  several  areas  have  most  commonly  received  large  annual  incomes;  and  (4) 
professional  athletes  attain  their  highest  level  of  proficiency. 

His  latest  completed  study  entitled  "Some  Examples  of  Creative  Achieve- 
ment During  Later  Maturity  and  Old  Age"  in  the  Journal  of  Social  Psychology, 
1949. 

1'ennsylvania  State  College,  School  of  Agriculture 

The  agricultural  experiment  station  attached  to  the  college  published  in 
1950  a  study  by  Prof.  William  G.  Mather  and  Mr.  A'Delbert  P.  Samson  on 
Personal  and  Social  Adjustment  of  49  Retired  Rural  Men  (Progress  Report 
No.  19).  This  study  was  followed  by  a  master's  thesis  on  the  Personal  and 
Social  Adjustment  of  50  Older  Rural  Women,  by  Ruth  Clark  Cook  (1951, 
unpublished) . 

San  Diego  State  College,  Department  of  Psychology 

Prof.  Oscar  J.  Kaplan  is  carrying  on  research  on  the  role  of  age  in  accidents, 
suicide,  crime,  employment,  hospitalization,  and  mental  breakdown. 

Siveet  Briar  College,  Sweet  Briar,  Va. 

Prof.  Belle  B.  Beard  has  been  engaged  in  case  studies  of  centenarians  living 
in  the  United  States.  Through  questionnaires  and  follow-up  contacts  she  has 
attempted  to  establish  in  about  200  cases  what  characteristics  and  patterns 
of  serial  adjustment  might  have  predisposed  them  for  survival.  Comparative 
studies  with  other  old-age  groups  in  the  United  States  and  with  centenarians  of 
other  lands  may  follow. 

United  States  Public  Health  Service,  National  Heart  Institute 

The  Institute's  section  on  gerontology,  which  is  headed  by  Dr.  Nathan  W. 
Shock,  is  engaged  in  long-term  research  into  the  physiological,  biochemical,  and 
psychological  aspects  of  aging.  The  aim  is  to  isolate  the  bodily  and  mental  factors 
that  make  up  "age."  Completed  projects  have  been  reported  in  the  Journal  of 
Gerontology  and  other  places. 

United  States  Public  Health  Sci-vice,  National  Institute  of  Mental  Health 

As  a  result  of  a  recent  canvass,  extending  over  several  months,  by  one  of  its 
staff  members,  of  approximately  20  centers  of  activity  in  gerontological  research, 
the  institute  is  preparing  a  report  on  the  status  of  research  and  research  needs 
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on  the  psychological  problems  of  our  aging  population,  as  well  as  a  selected 
bibliography  in  this  area  of  investigation. 
Tentative  date  of  publication  :  Early  1953. 

University  of  Florida 

Current  research  bearing  on  the  psycho-physical  problems  of  aging  includes  a 
study  conducted  by  Dr.  Ouida  Abbott  on  the  causes,  prevention,  and  alleviation 
of  physical  and  mental  conditions  associated  with  senility. 

University  of  Minnesota 

Prof.  Josef  Brozek  is  studying  psychological  factors  in  the  development  of 
heart  disease  and  the  influence  of  age  on  personality  in  two  samples  of  150  males 
each,  one  group  of  college  age,  the  other  age  45  to  55.  A  partial  report  was 
published  in  the  Journal  of  Gerontology,  July  1952. 

Western  Reserve  University 

Prof.  Carolyn  K.  Grossman  and  associates  are  studying  personality  character- 
istics and  adjustment  among  men  and  women  inmates  of  an  old-age  home  in 
Cleveland,  Ohio. 

DISABILITY  AND  MORTALITY 

American  Legion 

Through  its  National  Rehabilitation  Commission,  T.  O.  Kraabel,  director,  the 
Legion  takes  a  continuing  interest  in  the  multiple  problems  of  disabled  veterans 
and  their  dependents.  At  the  present  time,  this  commission  in  cooperation  with 
the  Legion's  field  service  division  and  the  United  States  Veterans'  Administration 
is  carrying  on  a  State  by  State  study  of  the  veteran  population  (listing  separately 
those  of  World  Wars  I  and  II),  hospital  and  medical  facilities  available  to 
veterans  and  services  consumed  by  them.  Thirty-eight  State  reports  have  been 
completed. 

Commission  on  Chronic  Illness,  Baltimore,  Md. 

The  commission,  created  through  the  cooperative  efforts  of  the  American  Hos- 
pital Association,  the  American  Medical  Association,  the  American  Public  Health 
Association,  and  the  American  Public  Welfare  Association,  has  made  plans  for 
two  surveys  on  chronic  disease  and  disability,  one  based  on  a  rural  and  one  on 
urban  population.  The  surveys  are  designed  to  ascertain  the  prevalence  of  ill- 
ness and  disability,  both  manifest  and  nonmanifest,  the  degree  of  awareness 
thereof  by  those  affected,  and  the  needs  for  facilities  and  services.  Four 
thousand  households  residing  in  the  communities  chosen  will  be  interviewed. 
A  sample  of  those  professing  to  be  ill  will  be  further  interviewed  and  examined 
by  a  medico-nurse-social  team.  Another  sample,  of  those  professing  not  to  be 
chronically  ill  or  disabled  will  be  given  a  series  of  screening  tests  with  follow-up 
clinical  examination  where  indicated.  The  prevalence  of  chronic  illness  and 
disability  among  the  sample  groups  chosen  will  be  established  and  their  needs 
for  medical,  hospital,  and  related  care  and  facilities  will  be  estimated.  In 
substance,  this  plan  was  adopted  by  the  Hunterdon  Medical  Center,  New  Jersey, 
as  the  basis  for  the  rural  survey  which  is  now  being  undertaken  under  the  super- 
vision of  Dr.  Ray  Trussell.  Its  urban  counterpart  is  being  started  this  year  in 
Baltimore  under  the  direct  supervision  of  the  Commission  on  Chronic  Illness, 
Dr.  Dean  Roberts,  director.  The  Commonwealth  Fund  has  made  a  grant  to  the 
Hunterdon  project,  and  the  United  States  Public  Health  Service  has  made  grants 
to  assist  in  planning  both  studies  and  to  conduct  the  Baltimore  study.  Plans 
call  for  a  2-year  study  but  presumably  preliminary  findings  will  become  available 
prior  to  completion  of  the  whole  project.  Although  not  confined  to  the  aged,  the 
findings  are  expected  to  yield  information  on  the  nature  and  extent  of  work- 
disabling  conditions  in  the  upper-age  groups,  their  requirements  for  care,  as  well 
as  the  social  consequences  arising  therefrom. 

Haverford  College,  Department  of  Political  Science 

Prof.  Herman  M.  Somers  has  completed  a  study,  as  yet  unpublished,  on  the 
challenge  of  occupational  disability.  It  contains  a  detailed  analysis  of  the  insur- 
ance phase  of  workmen's  compensation  and  discusses  the  problems  of  prevention 
and  rehabilitation. 

Health  Insurance  Plan  of  Greater  New  York 

In  addition  to  its  year-to-year  analyses  of  operational  experience  under  the 
plan  which  have  in  the  past  included  inquiries  into  the  problem  of  whether  or 
not  the  aged  constitute  an  insurable  risk  for  prepaid  medical  care,  the  depart- 
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merit  of  research  and  statistics  is  now  engaged  in  a  special  analysis  of  4  years 
of  the  plan's  experience.  This  project  will  also  take  into  account  the  age 
factor.  The  findings  are  expected  to  be  presented  in  a  series  of  special  studies 
featuring  analyses  by  age  as  well  as  other  characteristics. 

Home  for  Aged  and  Infirm  Hebreics,  Neio  York  City 

Dr.  Leo  Dobrin  of  the  medical  staff  of  this  institution  has  related  his  experi- 
ment with  rehabilitating  a  group  of  67  men  and  women  averaging  over  76  years 
of  age  who  are  residents  in  the  home  in  an  article,  Rehabilitation  in  Institutional 
Geriatrics :  A  Preliminary  Report,  New  York  State  Journal  of  Medicine,  January 
1952. 

Metropolitan  Life  Insurance  Co.,  Neic  York  City 

Edward  A.  Lew,  associate  actuary,  and  Wilmer  A.  Jenkins,  administrative 
vice  president  of  the  Teachers  Insurance  and  Annuity  Association,  published  a 
comprehensive  paper  on  A  New  Mortality  Basis  for  Annuities  in  the  Transactions 
of  the  Society  of  Actuaries  (vol.  1,  November  1949).  (Recently  the  Society  of 
Actuaries  also  published  a  volume  containing  mortality  tables  and  annuity  values 
derived  from  that  paper.) 

Louis  J.  Dublin,  second  vice  president,  and  Mortimer  Spiegelman,  statistician, 
have  published  a  paper  on  the  Health  Progress  Among  Industrial  Policyholders 
1946  to  1950  in  the  Transactions  of  the  Society  of  Actuaries  (vol.  3,  September 
1951),  which  is  the  latest  of  three  studies  of  the  mortality  experience  of  urban 
wage-earning  families  as  reflected  in  40  years  continuous  accounting  on  indus- 
trial policyholders  of  the  company. 

New  York  Life  Insurance  Co.,  New  York  City 

Walter  G.  Bowerman,  assistant  actuary,  has  published  a  study  on  annuity 
mortality  containing  some  up-to-date  information  on  mortality,  especially  at  the 
older  ages,  and  a  tabulation  and  discussion  of  increasing  differential  mortality 
between  men  and  women.  Earlier  studies  deal  with  specific  aspects  of  mortality 
and  longevity,  including  a  pioneer  study  on  Centenarians  published  in  the  Trans- 
actions of  the  Actuarial  Society  of  America,  volume  40,  part  2,  1939. 

United  States  Federal  Security  Agency 

A  survey  has  been  undertaken  of  persons  found  to  be  disabled  for  7  months  or 
more  in  two  previous  disability  studies.  The  two  earlier  studies  were  conducted 
in  February  1949  and  September  1950  as  supplements  to  the  Current  Population 
Survey  done  on  a  sample  basis  each  month  by  the  United  States  Bureau  of  the 
Census.  Like  the  preceding  surveys,  the  follow-up  study  is  sponsored  jointly  by 
the  Bureau  of  Old-Age  and  Survivors  Insurance,  the  Office  of  Vocational  Rehabili- 
tation, and  the  United  States  Public  Health  Service  with  the  cooperation  of  the 
Bureau  of  the  Census.  The  information  obtained  from  this  group  of  relatively 
long-term  disabled  persons  who  were  recontacted  was  obtained  primarily  to  ascer- 
tain how  many  of  them  have  recovered  since  they  were  reported  as  disabled,  how 
many  have  died,  and  how  many  are  still  reported  as  disabled  ;  additional  informa- 
tion concerning  acquaintance  with  and  resort  to  rehabilitation  services,  and 
family  and  economic  status  was  also  obtained. 

Tentative  date  of  publication  :  1953. 

United  States  Federal  Security  Agency,  Public  Health  Sei-vice 

The  National  Office  of  Vital  Statistics  prepares  life  tables  at  5-year  age  in- 
tervals, by  race  and  sex,  for  the  United  States  annually.  More  detailed  life  tables 
are  prepared  decennially.  NOVS  also  codes,  tabulates,  and  publishes  annually 
by  age,  race,  and  sex  the  underlying  cause  of  death  reported  by  the  physician  on 
the  death  certificate.  Among  the  studies  planned  around  the  additional  popula- 
tion characteristics  made  available  through  the  1950  census  of  population  is  an 
analysis  of  deaths  in  1950  of  men  at  ages  20-64  according  to  their  usual  occupa- 
tion and  industry. 

The  Division  of  Public  Health  Methods,  Office  of  the  Surgeon  General,  is  con- 
ducting studies,  based  on  the  Hagerstown,  Maryland,  population  surveys,  of  the 
relationship  between  the  health  condition  and  the  social  and  economic  status  of 
older  people,  their  suitability  for  employment,  and  the  medical  history  of  persons 
utilizing  free  medical-care  facilities. 

The  Division  of  Public  Health  Methods  is  also  planning  a  trial  survey  of  illness 
and  availability  for  work  of  persons  45  years  of  age  or  older  not  now  in  the  labor 
force.  The  chief  objective  is  to  develop  a  suitable  schedule  for  possible  use  in 
more  extensive  studies  in  this  area. 
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United  States  Federal  Security  Agency,  Social  Security  Administration,  Division 
of  Research  and  Statistics 
As  a  supplement  to  the  Current  Population  Survey  conducted  by  the  Census 
Bureau  in  March  1952,  a  survey  was  made  of  the  extent  of  hospitalization  and 
the  ownership  of  hospitalization  insurance  among  a  sample  of  persons  aged  65 
and  over.  A  preliminary  summary  of  the  findings  has  been  published  in  the 
Social  Security  Bulletin,  November  1952. 

STATE  COMMISSIONS  AND  COMMITTEES  ON  AGING 

Several  States  have  established  agencies  to  study  the  problems  of  the  aged, 
coordinate  measures  on  their  behalf,  make  recommendations  to  the  State  legis- 
lature or  executive,  etc.  With  some  of  these  agencies  research  is  merely  an  in- 
cidental function.  Wherever  research  projects  of  interest  were  reported  to  us, 
we  have  listed  them  under  the  appropriate  section  in  the  foregoing  pages.  In 
addition,  it  was  thought  that  a  list  of  these  agencies,  whether  or  not  engaged  cur- 
rently in  research,  might  be  useful.  This  list  follows  with  the  name  and  address 
of  the  executive  secretaries  or  other  persons  from  whom  further  information  on 
activities  may  be  obtained. 

California  Interdepartmental  Coordinating  Committee  on  the  Problems  of  the 
Aging 

The  committee  was  established  by  the  Governor  in  1952  and  is  composed  of  the 
directors  of  the  interested  State  departments  under  the  chairmanship  of  C.  I. 
Schottland,  director  of  social  welfare. 

While  the  committee  is  not  itself  engaging  in  research,  it  acts  as  a  clearing- 
house for  information  and  activities  in  the  field;  it  coordinates  all  State  pro- 
grams which  have  a  bearing  upon  the  problems  of  the  aging;  it  encourages  and 
assists  the  communities  of  the  State  to  develop  programs  to  meet  the  needs  of 
their  senior  citizens;  and  finally,  aims  to  make  available  to  these  communities 
the  pertinent  resources  and  services  of  the  State  government. 

Louis  Kuplan,  executive  secretary,  616  K  Street,  Sacramento,  Calif. 

Connecticut  Commission  on  the  Care  and  Retirement  of  the  Chronically  III,  Aged 
and  Infirm 

Establishment  of  the  commission  was  authorized  by  statute  in  1947.  Its  mem- 
bers, including  the  State  commissioners  of  health  and  welfare,  ex  officio,  are 
appointed  by  the  Governor.    Its  present  chairman  is  Dr.  John  C.  Leonard. 

Aside  from  its  responsibilities  for  the  operation  of  hospital,  rehabilitation  and 
chronic  disease  prevention  programs,  the  commission  is  developing  housing 
facilities  for  indigent  and  infirm  aged.  The  commission  has  authority  to  make 
program  and  legislative  recommendations  to  the  Governor  and  State  assembly. 

Rocky  Hill,  Conn. 

Florida  State  Improvement  Commission 

The  commission  was  set  up  by  the  Governor  in  1950  and  is  chaired  by  him. 
The  secretary-director  is  Walter  E.  Keys.  The  commission  is  charged  with 
the  study  and  planning  in  matters  pertaining  to  the  retired  aged  and  is  to  assist 
and  coordinate  the  work  of  State,  local,  and  private  agencies  in  this  field.  A 
citizens  committee  on  retirement  in  Florida  appointed  by  the  Governor  serves  in 
an  advisory  capacity  to  the  commission. 

Dr.  Irving  L.  Webber,  supervisor  "of  the  commission's  research  division,  post 
office  box  930,  Tallahassee,  Fla. 

Illinois  Committee  on  the  Aging 

Established  by  the  Governor  in  1950,  the  committee,  under  the  chairmanship 
of  William  Rutherford  and  with  State  public  welfare  agencies'  representatives 
among  its  members,  is  charged  with  the  prevention  of  dependency  in  old  age, 
determination  of  the  needs  of  older  people,  of  ways  to  meet  these  needs,  and  the 
coordination  of  State  and  voluntary  agencies'  services  to  them. 

Elizabeth  Breckinridge,  executive  secretary,  160  North  La  Salle  Street, 
•Chicago. 

Massachusetts  Recess  Commission  on  Revision  of  Public  Welfare  Laws,  Subcom- 
mittee on  Problems  of  the  Aging 
The  subcommittee  was  created  in  1951  by  the  commission  (itself  established  by 
statute  in  1947),  is  chaired  by  State  Representative  Irene  K.  Thresher,  and 
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has  a  secretary  and  professional  consultants.  The  commission  is  directed  to  re- 
view and  recommend  to  the  legislature  necessary  changes  in  welfare  legisla- 
tion. 

State  House,  Boston,  Mass. 
Michigan  Commission  to  Study  Problems  of  Aging 

Established  by  the  Governor,  the  commission  includes  experts  and  representa- 
tive citizens  under  the  chairmanship  of  Prof.  Marguerite  Patton,  Western 
Michigan  College  of  Education,  Kalamazoo,  Mich.  The  commission  is  to  study 
the  problems  and  needs  of  middle-aged  and  older  persons  and  to  recommend 
programs  and  legislation  to  meet  their  needs.  It  functions  through  several  com- 
mittees and  is  assisted  by  a  State  interdepartmental  committee  on  problems  of 
the  aged,  chaired  by  Frank  Blackford,  aide  to  the  Governor. 

Minnesota  Commission  on  Aging 

Authorized  by  statute  in  1951,  the  commission  is  to  submit  to  the  Governor 
(for  the  1953  regular  session  of  the  legislature)  a  report  of  findings  and  rec- 
ommendations on  the  problems  and  needs  of  persons  45  and  over.  Its  member- 
ship consists  of  State  legislators  and  civic  leaders  appointed  by  the  Governor. 
It  operates  through  several  committees. 

Jerome  Kaplan,  secretary,  134  Court  House,  Minneapolis,  Minn. 

New  Jersey  Welfare  Council,  Committee  on  the  Aged 

Chairman  Marguerite  Galloway,  Bureau  of  Public  Assistance,  Department  of 
Institutions  and  Agencies,  Trenton,  New  Jersey. 

Ncio  York  Joint  Legislative  Committee  on  Problems  of  the  Aging 

Established  in  1947  as  a  standing  committee  by  the  State  legislature,  the 
committee  is  charged  with  studying  the  problems  of  the  aging.  Half  the  mem- 
bers represent  the  Senate,  the  other  half  the  Assembly ;  also,  there  are  ex  officio 
members  and  advisors.  Senator  Thomas  S.  Desmond  is  chairman.  There  are 
several  advisory  committees. 

Albert  J.  Abrams,  director,  94  Broadway,  Newburgh,  N.  Y. 

North  Carolina  Special  Committee  on  Aging 

The  committee  was  established  by  the  Governor  in  1951,  on  the  basis  of  an 
earlier  authorization  by  the  General  Assembly,  with  Edwin  Brower  as  chairman. 
Through  various  subcommittees  the  committee  has  considered  the  recommenda- 
tions of  the  Governor's  1951  Conference  on  Aging  and  is  to  submit  recommenda- 
tions with  regard  to  their  attainment. 

Annie  May  I'emberton,  supervisor,  Services  to  the  Aged,  State  Board  of 
Public  Welfare,  Raleigh,  N.  C,  secretary  to  the  committee. 

Pennsylvania  Joint  State  Government  Commission  of  the  General  Assembly 

Established  by  statute  in  1951,  the  commission  is  to  make  a  thorough  study 
of  the  needs  and  problems  of  the  aged  in  the  State  and  in  cooperation  with 
other  public  and  private  groups  devise  ways  of  meeting  their  needs  and  report 
to  the  assembly  early  in  1953.  Representative  Baker  Royer  is  chairman  of  the 
commission;  half  of  its  members  are  senators,  the  other  half  representatives. 

Dr.  Paul  H.  Wueller,  associate  director  of  research  and  statistics,  Capitol 
Building,  Harrisburg,  Pa. 

Rhode  Island  Governor's  Commission  to  Study  Problems  of  the  Aged 

The  commission,  established  by  statute  in  1951,  is  charged  with  studying  all 

phases  of  the  problems  of  older  people  and  with  recommending  a  State  program 

to  improve  their  welfare.    Its  members,  appointed  by  the  Governor,  are  under 

the  chairmanship  of  Judge  John  P.  Cooney. 
Harold  H.  Lund,  technical  director,  24  Mason  Street,  Providence,  R.  I. 

Washington  Council  for  the  Aging  Population 

The  council,  established  by  the  Governor  in  1952,  is  composed  of  representatives 
designated  by  economic,  professional,  and  civic  organizations  in  the  State.  It 
works  with  the  interested  State  departments. 

Norman  Schutt,  assistant  director,  department  of  labor  and  industries,  is 
executive  secretary  of  the  council,  Olympia,  Wash. 
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West  Virginia  Governor's  Committee  on  Aging 

Established  by  the  Governor  in  1951,  the  committee,  which  is  a  small  profes- 
sional group,  is  to  explore  the  measures  in.  behalf  of  the  aging  taken  in  other 
States  and  by  private  business  organizations,  and  to  report  its  findings  to  the 
Governor. 

Prof.  J.  T.  Richardson,  department  of  sociology,  Marshall  College,  Huntington, 
W.  Va.,  is  chairman  of  the  committee. 

Wisconsin  Legislative  Council,  Committee  on  Problems  of  the  Aged 

Pursuant  to  statutory  authorization  in  1951,  the  council,  itself  a  statutory  body, 
established  the  committee  which  includes  members  and  nonmembers  of  the  coun- 
cil under  the  chairmanship  of  Senator  Foster  B.  Porter.  The  committee's  assign- 
ment was  to  study  welfare  measures  for  the  aged  and  the  costs  thereof  with  a 
view  to  making  recommendations  thereon.  The  committee  has  rendered  a  report 
to  the  council,  which,  in  turn,  may  be  expected  to  make  recommendations  to  the 
legislature  in  1953. 
Leo  T.  Bobel,  director  of  research,  State  Capitol,  Madison,  Wis. 
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LETTER  OF  TRANSMITTAL 


House  op  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.  C,  August  20,  1954, 

Hon.  Carl  T.  Curtis, 

Chairman,  Subcommittee  on  Social  Security, 
Committee  on  Ways  and  Means, 

House  of  Representatives,  Washington  25,  D.  C. 
Dear  Mr.  Chairman:  Pursuant  to  a  resolution  of  the  Ways  and 
Means  Committee  on  May  21,  1953,  a  research  staff  was  appointed 
July  1,  1953,  to  make  an  investigation  of  the  social  security  program. 
The  staff  spent  more  than  4  months  in  research  preparing  for  the 
public  hearings  held  the  following  November.  The  subject  matter 
of  these  hearings  covered  various  factors  relating  directly  or  in- 
directly to  social  security  and  included  the  following  topics: 
United  States  population  trends; 

Tax  treatment  of  individuals  under  private  pension  plans; 
Economic  status  of  the  aged; 
Public  assistance; 

Broad  economic  factors,  and  veterans  benefits,  in  relation  to 
OASI; 

OASI:  Coverage,  eligibility,  and  benefits; 

OASI  benefits  paid  abroad; 

OASI  financial  position;  and 

The  legal  status  of  OASI  benefits. 
These  hearings  were  published  in  8  parts,  including  2  appendixes. 
One  appendix  contained  basic  statistical  tables  and  the  second  a  mis- 
cellany of  pertinent  documents. 

During  the  course  of  this  investigation,  we  found  widespread  mis- 
conceptions with  respect  to  the  fundamental  principles  and  character 
of  the  social  security  program — beliefs  not  founded  on  fact.  After 
extensive  hearings  in  the  spring  of  1954,  the  83d  Congress  amended 
title  II  of  the  Social  Security  Act,  correcting  many  of  the  anomalies 
and  inequities  revealed  in  the  hearings  of  this  subcommittee. 

We  are  herewith  submitting  to  you  a  factual  report  showing  what 
is  the  present  social  security  program  for  the  aged  and  their  depend- 
ents, and  for  survivors.  This  report  is  based  in  large  part  on  the 
facts  developed  in  the  investigation  by  this  subcommittee.  In  the 
light  of  this  report,  an  informed  public  may  make  known  to  its 
elected  representatives  in  Congress  the  kind  of  program  wanted  and 
the  adjustments  desired.  Since  changes  and  improvements  in  social 
security  involve  overriding  considerations  of  social  and  economic 
policy,  the  final  decisions,  of  course,  rest  with  the  Congress. 

Those  participating  in  this  research  project  included:  Rita  R. 
Campbell,  James  E.  Finke,  Howard  Friend,  Alice  M.  Hill,  George  R. 
Leighton,  Harold  W.  Metz,  Wallace  M.  Smith,  W.  Rulon  Williamson, 
and  Robert  H.  Winn. 

Respectfully  yours, 

Karl  T.  Schlotterbeck,  Staff  Director. 
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SOCIAL  SECURITY  AFTER  18  YEARS 


INTRODUCTION 

Obtaining  the  necessities  of  food,  clothing,  and  shelter  in  the  waning 
years  of  life  is  a  problem  facing  aged  persons  who  have  not  laid  by 
enough  to  live  on  and  who  are  no  longer  able  to  support  themselves 
by  working.  This  problem  is  not  a  new  one — and  it  is  one  with 
which  many  of  us  may  be  confronted. 

The  shift  in  the  nature  of  our  society  during  the  last  half  century 
from  a  predominantly  agricultural  way  of  life  to  an  urban-industrial 
economy  has  drastically  altered  the  character  of  the  means  with 
which  these  needs  can  be  satisfied.  In  earlier  times  of  greater  self- 
sufficiency,  most  of  the  family  material  wants  were  provided  through 
working  on  the  farm.  And  there  was  usually  a  place  in  the  farm 
family  arrangement  for  aged  relatives.  In  our  present  highly  indus- 
trialized system,  the  vast  majority  of  people  work  for  money  in  the 
form  of  wages,  salaries  or  self-employment  income  in  order  to  buy  the 
various  goods  and  services  to  satisfy  human  desires.  Money  resources, 
either  as  income  or  invested  savings,  are  today  of  primary  importance 
in  providing  the  necessities  of  living.  Home  ownership,  one  form  of 
savings,  supplies  one  of  these  necessities. 

Other  factors  have  had  an  important  bearing  on  this  problem  of 
dependent,  unproductive  old  age.  Longer  schooling,  albeit  to  com- 
mand higher  pay,  has  shortened  the  working  life  of  individuals.  The 
premium  on  speed  and  endurance  in  our  industrialized  society  has 
probably  diminished  the  iob  opportunities  for  many  in  the  higher  age 
brackets.  Thus,  over  the  past  50  years,  there  has  doubtless  been 
some  shrinkage  at  both  ends  of  the  working  lives  of  individuals  during 
which  they  can  lay  money  aside  for  old  age.  And  over  the  past  half 
century,  scientific  advances  have  added  a  couple  years  of  life  to  those 
in  the  retirement  age  range — 2  to  3  more  years  of  living  for  which 
earlier  provision  must  be  made.  This  reduction  of  one's  working 
years  and  the  lengthening  of  life  beyond  retirement  age  enlarges  the 
job  of  the  self-reliant  to  save  for  old  age.  Rising  standards  of  living 
over  the  years  expand  the  generally  accepted  concepts  of  "necessities" 
and  thus  increase  dollar  requirements  for  one's  old  age.  The  greater 
earning  power  resulting  from  more  educational  training  is  an  offsetting 
factor  to  the  shortened  span  of  one's  work  life. 

The  tides  of  economic  change  can  wear  away  and  even  engulf  savings 
for  old  age.  A  prolonged  period  of  increasing  costs  of  living,  such  as 
we  have  experienced  for  the  past  decade  and  a  half,  renders  once 
seemingly  adequate  retirement  income  quite  insufficient.  Economic 
depression,  showing  no  favorites,  can  wipe  out  jobs  for  the  many  who 
through  choice  or  necessity  continue  to  work  as  long  as  they  are  able. 
Moreover,  such  economic  reversal  can  and  does  greatly  diminish  the 
dollar  value  and  income-producing  capacity  of  an  individual's  in- 
vested savings  for  the  "rainy  day."  Such  was  the  experience  of 
many  in  the  10  years  of  depression  in  the  1930's. 
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Not  until  relatively  recent  years  has  much  public  attention  been 
focused  on  this  problem.  During  the  first  three  decades  of  this  cen- 
tury, some  of  the  older  and  larger  companies  and  a  few  of  the  craft-type 
labor  unions  developed  old-age  income  arrangements  to  meet  their 
special  situations.  In  1929  the  President  appointed  a  Committee  on 
Recent  Social  Trends,  composed  of  leading  economists  and  sociologists, 
to  study  and  survey  the  general  subject  of  social  legislation,  including 
old-age  pensions,  unemployment  insurance,  and  related  matters.  This 
Committee  submitted  its  report  early  in  1933. 

The  extensive  and  continued  decline  in  the  opportunities  for  people 
of  all  ages  to  earn  their  living  during  the  years  1930-35  and  the  steady 
attrition  of  falling  prices  and  investment  values,  and  of  business  losses 
on  people's  life  savings  and  incomes  ultimately  resulted  in  destitution 
and  need  in  large  proportions.  During  these  early  years  of  the  de- 
pression, private  charities  and  municipal  authorities,  and  then  State 
governments,  exhausted  their  limited  means  in  alleviating  dire  want 
on  such  a  huge  scale. 

Midway  through  the  depression  another  Presidential  committee 
made  a  study  of  economic  security.  The  following  year,  Congress 
took  legislative  action  by  passing  the  Social  Security  Act  of  1935, 
nine  parts  of  which  dealt  in  one  manner  or  another  with  need  caused 
by  persons  being  out  of  work  and  having  little  or  no  invested  savings 
on  which  to  live.  In  subsequent  years,  this  act  has  been  amended  a 
number  of  times,  chiefly  to  broaden  the  opportunities  for  eligibility 
for  benefits  and  to  increase  money  benefit  payments. 

The  fact-finding  investigation  by  the  House  Ways  and  Means 
Subcommittee  on  Social  Security  in  public  hearings  in  1953  centered 
attention  on  3  parts  of  the  Social  Security  Act.  These  were  the  sec- 
tions dealing  with  dependency  of  aged  persons,  survivors,  and 
children.  Old-age  assistance  (title  I)  was  designed  to  meet  the  ex- 
isting problem  of  the  needy  aged.  Federal  old-age  benefits  (title 
II)  was  arranged  in  such  manner  as  to  provide  a  "floor  of  income  pro- 
tection" for  the  aged.  In  1939  this  plan  was  amended  to  establish 
survivor  benefits  for  family  members  who  were  dependents  of  the 
breadwinner.  Aid  to  dependent  children  (title  IV)  was  set  up  to 
provide  financial  assistance  to  needy  dependent  children. 

The  common  objective  of  these  3  programs  was  approached  through 
2  methods  of  financing.  The  assistance  programs,  old-age  assistance 
and  aid  to  dependent  children,  have  been  financed  in  part  by  Federal 
grants-in-aid  to  individual  States,  Territories,  and  certain  island 
possessions.  This  support  depended  upon  each  State  or  other  govern- 
ment jurisdiction  establishing  plans  which  met  Federal  standards 
and  which  provided  funds  by  the  State  government  or  State  and  local 
governments.  Old-age  assistance  was  regarded  as  a  diminishing 
program,  to  be  replaced  largely  by  title  II  as  the  latter  was  gradually 
expanded  in  scope. 

Title  II,  originally  designated  Federal  old-age  benefits,  was  re- 
named Federal  old-age  and  survivors  insurance  benefits  in  the  amend- 
ments of  1939.  This  program  has  always  called  for  special  income 
taxes  on  employees,  more  recently  on  many  of  the  self-employed,  and 
an  excise  tax  on  employers,  the  proceeds  of  which  flow  into  the  general 
funds  of  the  United  States  Treasury.  From  its  inception,  this  pro- 
gram has  had  a  trust  fund  financed  by  annual  appropriations  from 
the  general  funds  of  the  Treasury,  generally  equal  in  amount  to  the 
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special  taxes.  Although  the  social-security  taxes  are  not  legally  ear- 
marked for  this  specific  purpose,  nevertheless  Congress  has  always 
regarded  these  taxes  to  have  been  levied  for  the  support  of  this  pro- 
gram. 

Federal  old-age  and  survivors  insurance  benefits  has  always  been 
regarded  as  the  permanent  program  which  would  ultimately  provide 
benefits  to  virtually  all  the  aged  and  to  all  children  dependent  as  a 
result  of  the  death  of  the  father.  Thus,  this  program  would  gradually 
reduce  to  a  minimum  the  need  for  Federal  financial  support  to  these 
two  assistance  programs.  In  mid- 1953  we  find,  of  the  13.5  million 
aged  persons  in  the  country,  roughly  30  percent  were  drawing  benefits 
under  title  II  and  another  15  percent  would  be  eligible  to  receive 
them  if  not  still  working,  but  more  than  55  percent  were  not  entitled 
to  such  benefits.  In  excess  of  15  percent  of  the  13.5  million  aged  were 
needy  persons  relying  solely  on  old-age  assistance  to  supplement 
their  own  resources  in  meeting  their  living  requirements.  Forty 
percent  were  neither  eligible  for  title  II  benefits  nor  receiving  old-age 
assistance  cash  grants.  In  mid-1953,  there  were  approximately 
800,000  unremarried  widows  with  children  under  age  18  and  2.1  million 
children  under  18  who  had  lost  their  fathers.  More  than  25  percent 
of  these  widows  were  drawing  benefits  under  title  II  and  about  40 
percent  of  the  children  were  also  receiving  them.  Another  13  percent 
of  these  widows,  or  100,000,  and  14  percent,  or  300,000,  of  these 
orphaned  children  looked  to  aid  to  dependent  children  cash  grants  to 
supplement  their  own  resources. 

This  report  reviews  the  development  of  this  twofold  approach  in 
meeting  these  problems  of  dependency.  In  the  first  three  chapters,  we 
will  consider  old-age  assistance,  aid  to  dependent  children,  and  Federal 
■old-age  and  survivors  insurance  benefits.  In  the  fourth  and  final 
chapter,  we  will  reexamine  the  underlying  principles  of  grants-in-aid 
social  assistance  programs,  on  the  one  hand,  and  the  title  II  program, 
or  so-called  "social  insurance,"  on  the  other,  to  reveal  their  basic  simi- 
larities and  contrasts. 

The  purpose  of  this  report  is  to  present  the  true  character  of  these 
programs.  One  will  thus  be  better  able  to  decide  what  adjustments 
and  alterations  should  be  made  to  meet  the  changed  needs  of  the 
American  people,  together  with  all  other  demands  on  Government  in 
the  present-day  economy — an  economy  vastly  changed  in  complexion 
from  that  which  prevailed  at  the  time  these  programs  were  conceived. 

This  staff  report  to  the  chairman  of  the  House  Ways  and  Means 
Subcommittee  on  Social  Security  is  based  on  information  developed 
in  public  hearings  in  1953  and  on  other  facts  and  materials  readily 
available  in  published  form. 


43835—54  2 


I.  OLD-AGE  ASSISTANCE 


The  expressed  purpose  of  title  I  of  the  Social  Security  Act — grants 
to  States  for  old-age  assistance — is  to  enable  each  State  to  furnish 
financial  assistance  as  far  as  practicable  under  its  prevailing  conditions 
to  needy  individuals  65  years  of  age  or  over.  Consequently,  title  I 
is  not  a  single  program  but  an  aggregation  of  53  programs,  with  each 
of  the  48  States,  2  Territories,  District  of  Columbia,  and  2  island 
possessions  setting  up  its  own  plan  and  definitions.  Although  each 
plan  must  be  approved  by  the  Federal  agency  administering  the 
grants-in-aid,  these  plans  vary  widely  with  respect  to  their  concepts 
and  practices.  In  each  State,  a  single  agency  must  administer  or 
supervise  the  administration  of  the  plan,  and  the  plan  must  be  in 
effect  in  all  subdivisions  in  the  same  State. 

Under  the  original  concept  of  old-age  assistance  financed  in  part  by 
Federal  grants-in-aid,  payments  were  to  be  made  to  any  aged  person 
in  need;  that  is,  to  one  whose  resources  (including  income)  were  less 
than  the  amount  necessary  for  a  reasonable  subsistence.  The  amount 
of  assistance  to  each  needy  aged  recipient  was  to  be  the  difference 
between  the  cost  of  maintaining  a  subsistence  level  of  living  and 
his  available  resources.  Eligibility  for  this  financial  aid  was  thus  tied 
in  with  a  "means  test,"  and  the  amount  of  assistance  was  to  be  deter- 
mined by  the  extent  of  need  in  each  case.1 

In  this  chapter  we  will  consider  in  turn  the  conditions  of  eligibility, 
the  nature  of  the  "right"  to  assistance,  the  benefits  or  cash  payments 
provided  by  the  State  programs,  and  finally  the  costs  and  methods 
of  financing. 

Conditions  of  eligibility 

The  Social  Security  Act  of  1935  prescribed  conditions  for  receipt 
of  federally  aided  old-age  assistance  grants.  Payments  were  to  be 
made  only  to  individuals  who  were — 

1.  Needy. 

2.  65  years  of  age  or  older. 

Each  State  may  impose  other  conditions  of  eligibility  for  old-age- 
assistance  except  that  no  State  plan  for  old-age  assistance  may  be 
approved  for  Federal  grants-in-aid  which  imposes  as  a  condition  of 
eligibility: 

1.  An  age  requirement  of  more  than  65  years; 

2.  A  residence  requirement  "which  excludes  any  resident  of 
the  State  who  has  resided  therein  5  years  during  the  9  years 
immediately  preceding  the  application  for  old-age  assistance  and 
has  resided  therein  continuously  for  1  year  immediately  preceding 
the  application";  or 

3.  "Any  citizenship  requirement  which  excludes  any  citizen  of 
the  United  States."  2 

Beyond  these  specifications  in  the  Federal  act,  each  State  prescribes 
its  own  additional  conditions  of  eligibility  including  (1)  limitations  on 

•  See  report  of  the  Committee  on  Economic  Security,  hearings  before  the  Committee  on  Ways  and  Means, 
75th  Cong.,  1st  sess.,  p.  41. 
2  Social  Security  Act,  title  I,  sec.  2  (b). 
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the  value  of  various  kinds  of  property,  (2)  responsibility  of  relatives 
for  support,  and  (3)  the  definition  and  the  proof  of  "need."  2a  Ascer- 
tainment of  the  facts  relating  to  these  conditions  is  made  through  the 
"means  test."  This  test  involves  an  inquiry3  into  several  phases  of 
an  applicant's  personal  affairs.4 

In  all  but  1  State  the  minimum  age  requirement  is  65  years. 
Colorado  grants  old-age  assistance  to  persons  aged  60-64  with  35  years' 
residence  in  the  State  but  the  Federal  Government  does  not  share 
the  expenditures  for  assistance  to  those  under  65.  Residence  require- 
ments vary  from  State  to  State.  One  State  pays  assistance  regardless 
of  the  length  of  time  the  individual  has  resided  in  the  State.  Another 
imposes  the  full  residence  requirement  permitted  under  the  Social 
Security  Act.  United  States  citizenship  is  required  in  some  States 
but  not  in  others. 

1.  Property  limitations.- — All  plans  specify  maximum  amounts  of 
various  kinds  of  property  an  applicant  may  own  and  still  receive 
further  consideration  for  old-age  assistance.  These  include  limita- 
tions on  cash  savings,  the  cash-surrender  value  of  insurance,  the  value 
of  other  liquid  assets,  and  real  estate. 

The  maximum  values  an  individual  may  own  and  yet  qualify  as  a 
needy  person  vary  from  State  to  State.5  In  New  Hampshire,  for 
example,  an  applicant  is  not  eligible  if  his  net  equity  in  real  property 
exceeds  $1,000,  or  if  he  has  personal  property  worth  more  than  $300. 

In  Oklahoma,  a  recipient  of  old-age  assistance  may  own  a  home  up 
to  $8,000  in  value,  or  40  acres  in  area,  plus  other  personal  property  not 
to  exceed  $350  for  an  individual  or  $500  for  a  couple.6 

Minnesota  limits  property  ownership  to  $7,500  in  real  property 
plus  $800  in  cash  or  liquid  assets  for  a  single  recipient  and  $1,450  for 
a  couple.7 

Nebraska  permits  ownership  of  a  home  "in  keeping  with  the  neigh- 
borhood" and  liquid  assets  not  to  exceed  $500  per  recipient.8 

In  New  Jersey  there  is  no  fixed  dollar  limitation  on  real  property 
used  as  a  home.  Most  other  property,  real  and  personal,  must  be 
liquidated  within  6  months.9 

Individuals  applying  for  old-age  assistance  who  have  property  in 
excess  of  the  limitations  prescribed  in  the  State  plan  are,  if  these 
provisions  are  effectively  enforced,  ineligible  for  old-age  assistance. 

2.  Responsibility  of  relatives. — In  applying  the  means  test,  some 
State  plans  require  a  determination  as  to  whether  the  individual  has 
close  relatives  who  could  support  the  applicant.  Provisions  relating 
to  relatives'  responsibilities  fall  into  three  broad  classes.  In  the  first 
group  are  those  laws  which  provide  that  assistance  may  be  granted  to 
the  individual  but  that  the  State  may  make  recovery  through  court 
action  against  the  relatives  who  are  named  responsible.    In  the 

J»  Congress  Intended  that,  subject  to  the  few  general  standards  enumerated  above,  each  State  should 
determine  the  character  and  reach  of  its  assistance  programs. 

3  The  extent  of  enforcement  has  varied  among  States  and  even  within  a  State.  See  Analysis  of  the  Social 
Security  System,  hearings  before  a  subcommittee  of  the  Committee  on  Ways  and  Means,  House  of  Repre- 
sentatives, 83d  Cong.,  1st  sess.,  pt.  4,  p.  603;  pt.  6,  pp.  682,  684,  and  687-688.  All  subsequent  references  in 
this  report  to  these  documents  will  be  cited  as  "hearings". 

•  Regulations  of  the  Bureau  of  Public  Assistance  require  the  State  plan  to  provide  for  a  reconsideration 
once  every  12  months  of  all  conditions  of  eligibility,  including  at  least  1  personal  interview,  to  determine 
that  the  recipient  continues  to  satisfy  all  such  conditions.  See  Handbook  of  Public  Assistance  Administra- 
tion, sec.  2231,  2  b. 

•  For  a  complete  listing  of  the  property  limitations  in  each  of  the  48  State  plans  as  of  July  1,  1951,  see 
hearings,  appendix  I,  pp.  1188-1189. 

8  See  testimony  in  hearings,  pt.  4,  p.  536. 
1  See  testimony  in  hearings,  pt.  5,  p.  820. 

•  See  testimony  in  hearings,  pt.  4,  p.  623. 

•  See  testimony  in  hearings,  pt.  5,  p.  746. 
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second  group  are  those  provisions  which  affect  eligibility  only  to  the 
extent  support  actually  is  rendered  by  that  responsible  relative.  The 
third  class  of  provisions  finds  the  applicant  ineligible  if  there  are 
relatives  "legally  liable  and  able  to  support  him,"  regardless  of 
whether  that  support  is  actually  forthcoming.10 

Data  were  presented  in  the  hearings  which  showed  the  number  of 
assistance  recipients  per  1,000  aged  population  in  those  States  which 
had  relatives'  responsibility  laws.  As  of  July  1,  1951,  15  States  had 
no  condition  of  eligibility  involving  relatives'  responsibility,  8  States 
had  such  provisions  but  no  lien  and/or  recovery  law,  and  25  States  had 
both  types  of  laws.  The  data  for  the  8  States  did  not  disclose  that  a 
relatives'  responsibility  law,  without  lien  or  recovery,  resulted  in  a 
lower  caseload.  Public  opinion  and  the  degree  of  enforcement  may 
be  a  partial  explanation.  One  welfare  director  stated  that  because 
of  public  opinion,  the  relatives'  responsibility  law  was  "practically 
ignored"  and  later  repealed.11 

Another  welfare  director  testified  that  repeal  of  a  relatives'  respon- 
sibility law  in  his  State  resulted  in  a  larger  case  load  and  in  higher 
assistance  costs.12  The  part  that  lien  or  recovery  plays  in  the  assist- 
ance process  and  the  effect  on  the  caseload  will  be  considered  on 
page  8. 

3.  The  determination  of  need. — In  discussing  need,  the  Social 
Security  Board  in  its  Annual  Report  for  1941,  page  126,  wrote: 

Economic  need  *  *  *  bears  a  relationship  to  both  the  requirements  [of  living] 
and  the  resources  of  the  individual  and  not  to  resources  alone  or  to  requirements 
alone. 

Thus  a  lack  of  resources  to  meet  established  requirements  [of  living]  determines 
that  need  exists.  A  comparison  between  established  requirements  and  all  avail- 
able income  and  other  resources  determines  the  deficit  in  resources  and  the  amount 
of  assistance  needed.13 

While  the  definition  of  need  is  left  to  each  State,  the  Federal  law 
requires  that  "the  State  agency  shall,  in  determining  need,  take  into 
consideration  any  other  income  and  resources  of  an  individual  claiming 
old-age  assistance."  14 

Thus,  the  State  plan  must  provide  for  a  determination  of  each 
individual's  living  requirements,  his  resources,  and  his  net  need.15 

In  making  this  budget  deficiency  determination,  each  State  sets  up 
a  standard  of  essential  living  requirements  for  an  aged  person,  a 
standard  likely  to  be  defined  differently  in  each  State.  One  may 
include  food,  shelter,  clothing,  light  and  heat,  and  little  if  any  more. 
Another  may  also  provide  for  all  needed  medical  care,  recreation,  and 
many  special  items,  such  as  laundry  for  the  invalided  or  telephone 
service  for  the  isolated  according  to  the  special  circumstances  of  the 
person  concerned. 

The  State  standards  may  prescribe  a  fixed  dollar  amount  allowable 
for  some  budget  items  and  a  maximum,  or  a  range  between  a  stated 
minimum  and  maximum,  for  others.  Occasionally  they  set  forth  that 
every  aged  individual  in  the  State  requires  the  same  total  amount  for 
his  "content  of  living."  Ordinarily  the  standards  permit  variable 
budget  item  amounts  related  directly  to  the  wants  of  the  individual 
applicants. 

>°  For  more  detailed  Information  see  hearings,  pt.  3,  pp.  353-355. 
"  See  hearings,  pt.  4,  p.  536. 

12  See  hearings,  pt.  3,  pp.  438-439. 

13  Quoted  in  hearings,  pt.  3,  p.  364. 

M  See  Social  Security  Act  as  amended,  title  I,  sec.  2  (a)  (7). 
'8  See  testimony  in  hearings,  pt.  3,  p.  365. 
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The  budget  deficiency  process  establishes  the  money  value  of  the 
applicant's  income  and  resources.  The  amount  of  income  and  the 
value  of  resources  available  to  the  individual  to  meet  his  monthly 
requirements  are  deducted  from  the  total  requirements.  The 
remainder  is  the  "budget  deficit." 

To  illustrate,  an  individual's  need  might  be  determined  in  the 
following  manner: 


Monthly  budgeted  living  requirements: 

Food   $25.  00 

Shelter   20.  00 

Clothing   5.  50 

Utilities  (light  and  heat)   10.  50 

Household  equipment   3.  00 

Medicine   3.  00 

Personal  items   16.  50 


Total  living  requirements   $83.  50 

Less  income  and  available  resources: 

Wage  from  part-time  work   $15.  00 

Assistance  from  son   10  00 

Shelter  value  of  home,  less  taxes  and  maintenance   8.  00 

Food  produced  on  farm,  less  cost  of  production   11.  00 


Total  income  and  resources   44.  00 


The  need,  or  budget  deficit,  is   39.  50 


In  the  example  above,  the  individual's  necessary  items  of  living  re- 
quirements exceed  his  income  and  resources  and  he  is,  therefore,  found 
to  be  in  "need."  The  budget  deficit  is  considered  the  extent  to  which 
he  is  in  "need"  and  becomes  the  basis  for  determining  his  old-age 
assistance  payment.  If  this  applicant  is  not  found  ineligible  because 
of  ownership  of  property  above  the  limitations  or  because  of  the  exist- 
ence of  responsible  relatives  who  could  support  him  (if  the  State  has 
specific  limitations),  he  has  a  conditional  right  to  assistance  under  the 
State  statute.  If  his  income  and  available  resources  should  exceed 
the  State  standard  of  requirements,  the  applicant  is  deemed  not  to  be 
in  "need"  and  hence  not  eligible  for  assistance. 

As  may  be  observed  from  the  illustration  above,  "resources"  con- 
sisting of  the  income  and  assets  of  the  applicant  affect  his  ability  to 
meet  his  living  requirements  and  may  be  in  cash  or  "in  kind."  An 
aged  person  may  receive  cash  income  from  employment,  private  or 
public  old-age  income  plans,  sale  of  home-produced  articles,  rental 
income,  and  perhaps  contributions  from  relatives  or  other  sources. 
Income  "in  kind"  includes  any  living  requirements  available  to  him 
in  a  form  other  than  money.  The  most  common  forms  of  income  in 
kind  are  shelter  derived  from  his  ownership  of  a  home  or  in  the  home 
of  relatives  or  friends,  and  food  produced  on  a  farm  or  garden  or 
contributed  by  friends  or  relatives. 

The  level  of  total  requirements  and  the  extent  to  which  resources 
are  given  effect  in  the  computation  of  need  vary  widely  from  State  to 
State.  The  definitions  of  "living  requirements"  and  "resources"  are 
left  to  each  State  and  are  of  crucial  importance  in  relation  to  the 
number  of  aged  found  to  be  in  "need,"  the  amount  of  assistance  pay- 
ment, and  the  total  costs  of  the  assistance  program.  Variations  in  the 
definitions  account  in  substantial  measure  for  the  wide  range  from 
State  to  State  in  the  proportion  of  the  total  aged  population  receiving 
old-age  assistance.  In  June  1953  that  proportion  ranged  from  599 
OAA  recipients  per  1,000  aged  persons  in  Louisiana  to  49  recipients 


8 


SOCIAL  SECURITY  AFTER   18  YEARS 


per  1,000  aged  persons  in  New  Jersey.  (A  full  discussion  of  various 
factors  bearing  on  the  relative  size  of  the  caseload  may  be  found  on 
page  15-20.)  One  witness  in  the  hearings  testified  with  respect  to 
these  variations  as  follows : 

Some  States  specify  legally  responsible  relatives  of  applicants  for  public  assist- 
ance and  require  maximum  support  from  such  relatives  before  aid  is  given,  while 
other  States  give  no  consideration  to  this  resource.  Some  States  file  liens  on  the 
property  of  assistance  recipients  and  other  States  do  not.  Some  States  expect 
otherwise  eligible  applicants  to  work  if  employment  is  available  and  suitable  to 
their  capabilities,  while  others  do  not  follow  this  practice.  There  is  great  varia- 
tion between  States  in  liquid  assets,  life  insurance,  and  other  personal  property, 
permitted  to  be  held  by  the  applicant,  which  affects  tremendously  the  number  of 
persons  qualifying  for  aid  and,  therefore,  the  amount  of  Federal  funds  made 
available  to  the  different  States  for  public-assistance  purposes.16 

There  are  also  variations  between  States  in  the  general  attitude  to 
the  concept  of  need.  This  is  indicated  by  legislation  enacted  in  1953 
on  the  consideration  to  be  given  income  in  determining  eligibility  for 
assistance  and  the  amount  of  the  assistant  grant. 

*  *  *  The  Florida  Legislature  determined  that,  in  arriving  at  the  amount  of 
assistance  an  individual  is  to  receive,  the  State  welfare  department  should  not 
consider  the  benefits  derived  from  livestock  and  garden  produce  that  are  used  only 
for  consumption  by  the  applicant  and  his  family.17 

*  *  *  In  Colorado  a  constitutional  amendment  is  to  be  voted  upon  at  the  next 
general  election  to  permit  income  to  be  disregarded  in  old-age  assistance.  The 
proposal  would  make  the  legislation  inoperative  if  the  Federal  law  does  not  permit 
such  disregarding  of  income  in  an  approved  assistance  plan. 

Under  legislation  adopted  in  Missouri,  the  State  welfare  department  is  to  dis- 
regard whatever  earned  income  is  permitted  under  Federal  legislation  for  old-age 
assistance,  aid  to  dependent  children,  and  aid  to  the  permanently  and  totally 
disabled.    Nebraska  adopted  a  similar  provision  for  old-age  assistance. 

The  legislatures  of  five  States — California,  New  Mexico,  Oregon,  Washington, 
and  Wisconsin — adopted  resolutions  recommending  to  Congress  that  the  Federal 
law  be  changed  to  permit  the  States  to  disregard  income  of  assistance  recipients 
in  programs  other  than  aid  to  the  blind  without  loss  of  Federal  funds.  *  *  * 18 

Other  States  enacted  legislation  to  insure  more  nearly  complete 
consideration  of  the  income  of  assistance  recipients. 

*  *  *  Connecticut  legislation  gives  the  commissioner  of  welfare  authority  to 
require  the  attendance  and  testimony  of  employers  who  refuse  to  disclose  infor- 
mation on  wages  paid.  A  penalty  is  imposed  for  failure  to  comply.  Vermont 
provided  authority  for  the  State  welfare  department  to  obtain  information  from 
banks  and  other  organizations  concerning  the  resources  of  assistance  recipients. 

In  Pennsylvania  an  amendment  to  the  unemployment  insurance  law  provides 
that  the  State  agency  administering  that  program  shall,  on  notification  by  the 
State  welfare  department,  forward  to  the  welfare  department  benefit  checks  equal 
to  the  amount  of  public  assistance  paid  to  an  individual  for  necessities  furnished 
him,  his  spouse,  or  his  dependents  during  the  time  he  was  unemployed  and  eligible 
for  unemployment  insurance  benefits.  *  *  * 19 

An  additional  and  significant  feature  in  the  process  of  approving 
payment  to  an  applicant  for  assistance  is  the  operation  of  the  lien  and 
recovery  laws  in  those  States  which  have  such  a  statute  on  the  books. 
In  determining  the  applicant's  budget  deficiency  or  need,  all  plans 
give  consideration  to  the  use  which  an  individual  derives  from  his  real 
property  in  meeting  his  living  requirements.  In  none  of  the  53  plans 
is  an  applicant  required  to  dispose  of  his  home  and  use  up  in  living  the 
proceeds  from  such  sale  before  he  is  found  eligible  for  assistance.  In  37 
of  these  jurisdictions,  however,  there  are  provisions  enabling  the  State 
to  recoup  as  much  as  possible  of  the  assistance  granted  to  the  applicant. 

18  See  testimony,  hearings,  pt.  4,  pp.  603-604. 

1T  See  Social  Security  Bulletin,  January  1954,  State  Public  Assistance  Legislation,  1953,  p.  3. 
n  See  tbe  same,  p.  4. 
«  The  same. 
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This  recovery  is  made  after  the  death  of  the  recipient,  and  usually 
after  the  death  of  any  dependents.  These  provisions  are  known  as 
the  lien  and  recovery  laws. 

There  are  two  reasons  advanced  for  such  statutes.  One  is  that  old- 
age  assistance  is  intended  for  the  care  of  aged  persons  in  need  but  not 
in  a  manner  enabling  them  to  pass  on  their  property  intact  as  a  gift  or 
inheritance  to  persons  who  had  not  provided  support  during  the 
declining  years  of  the  recipient.  The  other  reason  offered  is  that,  in 
the  absence  of  relatives  who  are  willing  or  able  to  support  the  aged 
person,  the  State  has  taken  the  place  of  the  children,  or  other  relatives 
by  providing  support.  Therefore,  at  the  time  of  liquidation  of  the 
recipient's  estate,  the  State  should  occupy  the  position  of  the  children 
to  the  extent  that  assistance  was  provided.20 

The  existence  on  the  statute  books  of  lien  or  recovery  laws  results  in 
a  smaller  caseload  and  a  lower  cost  than  would  otherwise  obtain. 
Testimony  and  other  evidence  presented  in  the  hearings  revealed  that 
a  principal  effect  of  the  lien  law  was  to  act  as  a  deterrent  on  aged 
persons  applying  for  old-age  assistance.21 

The  "right"  to  public  assistance 

Our  complex  society  largely  depends  on  various  "rights."  For 
example,  mention  is  frequently  made  of  an  inherent  "right" — derived 
perhaps  from  our  concept  of  human  or  natural  rights.  There  are  also 
others,  including  constitutional,  property,  vested,  contractual,  statu- 
tory, conditional,  and  civil  rights.22 

Various  government  publications  have  often  stated  that  public 
assistance  is  "paid  as  a  matter  of  right  based  on  a  showing  of  need." 
In  view  of  this  myriad  of  "rights,"  it  is  not  surprising  that  we  find 
"paid  as  a  matter  of  right"  variously  interpreted  in  different  parts  of 
the  country.  We  learned  in  the  hearings  in  1953  that  many  people 
had  come  to  believe  they  were  entitled  to  old-age  assistance,  for 
example,  as  a  matter  of  right  regardless  of  need  on  reaching  age  65. 
The  director  of  the  Department  of  Public  Welfare  for  South  Carolina 
testified  that — 

*  *  *  it  requires  constant  interpretation  on  the  part  of  all  workers  to  the  many 
persons  in  the  community  who  feel  that  it  is  a  matter  of  right,  that  it  is  not. 
******* 

For  instance,  we  find  it  necessary  in  many  instances  to  explain  to,  we  will  say, 
wealthy  sons  or  well-off  sons  or  other  wealthy  relatives,  that  old-age  assistance  is 
not  just  a  matter  of  right;  that  it  is  an  assistance  program  and  a  conditional 
program;  *  *  * 23 

The  director  of  public  welfare  for  the  State  of  Oklahoma  testified 
in  the  hearings  as  follows: 

I  have  found  in  Oklahoma  that  many  people  are  misinformed  as  to  the  mean- 
ing of  the  statutory  right  to  assistance.  A  great  majority  of  these  people  over 
65  years  of  age,  and  many  who  are  under  65,  are  still  of  the  opinion  that  Okla- 
homa adopted  a  social-security  c law  that  gave  them  a  right  to  assistance  upon 
reaching  their  65th  birthday,  regardless  of  need.  It  is  true  that  the  social  workers 
have  had  to  constantly  interpret  that  this  is  a  program  based  upon  need. 

Chairman  Curtis.  Is  that  misunderstanding  among  the  public  something  that 
occurs  on  rare  occasions,  or  does  it  happen  occasionally  in  every  community? 

Mr.  Radjer.  I  would  say  it  is  very  general.24 

20  For  more  detailed  information  see  hearings,  pt.  3,  pp.  352-353  and  p.  358;  pt.  4,  p.  626;  and  pt.  5,  p.  758. 

21  For  more  detailed  information  see  hearings,  pt.  3,  pp.  348  and  364;  pt.  4,  p.  622;  pt.  5,  pp.  744,  758,  and'819. 

22  If  one  side  of  a  coin  is  a  "right,"  the  obverse  side  is  an  "obligation."  In  the  case  of  a  statutory  right 
the  obligation  rests  upon  the  government  which  passed  the  particular  law. 

22  See  hearings,  pt.  3,  p.  436. 
2<  Hearings,  pt.  4,  p.  530. 
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A  similar  belief  is  widely  held  in  Louisiana.  Two  independent  and 
competent  scholars  who  have  been  engaged  in  a  thorough  study  of 
public  assistance  in  that  State  testified  before  the  subcommittee  in 
1953  as  follows: 

Mr.  French.  *  *  *  insofar  as  the  population  of  the  State  is  concerned,  I 
think  there  is  no  doubt  that  it  is  considered  very  much  as  a  right.  \ou  would 
have  no  difficulty,  I  think,  in  reaching  that  conclusion. 

If  you  were  to  talk  to  anyone  in  or  out  of  the  legislature,  it  is  just  considered 
that  it  is  something  that  people  have  a  right  to  get,  and  men  who  have  run  for 
public  office  in  our  State  have  repeated  this  over  and  over  again.  *  *  * 

******* 

Mr.  Carmon.  *  *  *  The  attitude  expressed  by  parish  officers  is  one  indi- 
cation also.  This  is  straight  from  our  discussions  with  parish  directors — that  old- 
age  assistance  is  considered  to  be  a  pension  program  in  Louisiana,  and  the  em- 
phasis on  need  is  underplayed  considerably.25 

The  commissioner  of  public  welfare  in  Minnesota  indicated  a 
similar  attitude  prevailed  in  that  State.  In  the  hearings  of  1953  he 
reported  as  follows: 

Mr.  Lierfallom.  *  *  *  we  have  found  that  the  public  as  a  whole  more 
or  less  develops  its  own  ideas,  as  to  whether  there  should  be  pensions,  or  what 
the  old-age  assistance  payment  means.  To  many  of  them  it  means  "pension"  in 
return  for  taxes  paid  over  the  years;  "pension"  for  being  a  good  citizen  and  hav- 
ing pioneered  the  country;  cleared  the  forests,  and  all  those  things  which  we  hear 
quoted  so  liberally  during  legislative  time  and  election  campaigns.26 

A  special  commission,  appointed  by  the  Governor  of  Rhode  Island, 
expressed  similar  views  as  follows: 

It  should  be  the  privilege  of  every  aged  person  to  retire  when  he  wishes  to  do  so, 
or  when  he  has  to  do  so,  without  fear  of  economic  disaster. 

People  who  have  spent  their  working  lives  as  productive  citizens,  as  fathers  and 
mothers,  as  builders  of  our  communities,  should  be  assured  of  retirement  income 
sufficient  for  a  modest,  American  standard  of  living.27 

Official  Government  publications,  instructions  from  the  Bureau  of 
Public  Assistance  to  regional,  State,  and  local  welfare  workers,  and 
"unofficial"  study  reports  of  the  Bureau  have  doubtless  played  some 
part  in  the  growth  of  this  public  attitude  that  aged  persons,  for 
example,  have  an  unqualified  right  to  assistance.  A  1945  publication 
of  the  Bureau  of  Public  Assistance  entitled  "Common  Human  Needs" 
stresses  the  notion  that  the  individual  has  an  inherent,  unqualified 
right  to  public  assistance.28  This  basic  idea  is  implicit  in  the  following 
guidance  for  social  workers: 

If  we  public  assistance  workers  have  a  deep  conviction  ourselves  that  every 
individual  has  a  rightful  claim  on  society  for  assistance  in  time  of  need,  we  will 
reach  out  to  help  the  person  establish  eligibility  with  an  attitude  which  expresses 
our  confidence  in  his  application.29 


»  See  hearings,  pt.  5,  pp.  678-679. 
>*  See  hearings,  pt.  5,  n.  814. 

s'  See  Old  Age  in  Rhode  Island,  Report  of  the  Governor's  Commission  to  Study  Problems  of  the  Aged, 
State  of  Rhode  Island  and  Providence  Plantations  (July  1953),  pp.  41,  72. 

2»  Common  Human  Needs,  an  Interpretation  for  Staff  in  Public  Assistance  Agencies.  The  foreword  of 
the  publication  states  "Supervisors  and  training  consultants  in  State  agencies  have  emphasized  the  need  for 
training  materials  which  would  widen  and  deepen  the  staff's  understanding  of  individuals  and  would  form 
the  basis  for  developing  skill  in  administering  services  which  intimately  touch  people's  lives.  To  meet 
these  urgent  requests,  the  present  discussion  of  common  human  needs  has  been  prepared  by  Charlotte 
Towle  in  consultation  with  the  staff  of  the  Bureau.  *  *  *  Supervisory  personnel  and  persons  with  special 
responsibility  for  staff  training  will  find  the  material  of  particular  value  in  planning  and  conducting  training 
sessions  as  well  as  in  the  less  formal  day-to-day  individual  and  group  conferences.  Only  as  this  content 
stimulates  study,  becomes  a  basis  for  discussion,  and  is  thoughtfully  applied,  will  it  fully  realize  its  educa- 
tional aim." 

»  Common  Human  Needs,  Public  Assistance  Report  No.  8,  p.  22. 
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At  another  point  the  Bureau's  pamphlet  asserts: 

If,  as  public  assistance  administrators,  we  have  genuine  conviction  as  to  the 
applicant's  rightful  claim  on  society  in  time  of  need,  if  our  feelings  about  this 
principle  are  not  divided,  we  will  be  Inclined  to  think  and  feel  in  terms  of  the 
applicant's  needs  and  be  less  protective  of  the  taxpayer.30 

If  assistance  is  a  matter  of  right  then  it  is  logical  to  assume  that 
there  is  a  presumption  that  every  applicant  is  qualified  for  old-age 
assistance  until  it  is  proved  specifically  that  he  is  not  qualified.  Thus, 
a  publication  of  the  Bureau  states: 

It  is  essential  that  the  applicant  feels  that  in  our  eyes  he  is  eligible  until  proved 
ineligible.31 

As  a  part  of  this  assumption  that  the  applicant  is  qualified  until  he 
is  proved  ineligible,  the  Bureau  of  Public  Assistance  urges  that  the 
States  consider  the  applicant  to  be  the  primary  source  of  information 
concerning  his  eligibility.  The  Handbook  of  Public  Assistance  (sec. 
2241),  prepared  by  and  published  by  the  Bureau  of  Public  Assistance, 
advises  the  States  as  follows: 

The  applicant  as  the  primary  source  of  information:  By  using  the  applicant  as 
the  primary  source  of  information  in  determining  eligibility  as  described  in 
IV-2232,  payments  can  be  made  promptly  with  no  sacrifice  of  essential  legal  or 
administrative  responsibility  and  without  loss  of  Federal  financial  participation 
in  initial  payments.  States  are  urged  to  simplify  the  initial  exploration  of 
eligibility  in  order  not  only  to  complete  that  part  of  the  application  process 
promptly  but  also  to  take  advantage  of  increased  assurance  of  Federal  financial 
participation  in  initial  payments. 

******* 

The  use  of  the  applicant  as  the  primary  source  of  information  in  determining 
eligibility  means  that  the  exploration  of  the  facts  concerning  eligibility  is  a  joint 
responsibility  of  the  applicant  and  the  worker,  and  that,  in  general,  a  determina- 
tion of  eligibility  can  be  made  by  the  agency  on  the  basis  of  facts  supplied  by  the 
applicant. 

Another  part  of  the  same  section  provides: 

An  agency  that  desires  to  determine  eligibility  by  using  the  applicant  as  the 
primary  source  of  information  to  the  fullest  extent  will  include  in  its  suggested 
sources  of  acceptable  information,  pertinent  and  consistent  details  presented 
orally  by  the  applicant  concerning  his  current  circumstances  or  his  personal 
and  family  history  which,  when  related  to  other  known  facts  and  combined  with 
the  observations  of  the  worker,  substantiate  the  applicant's  assertions  concerning 
specific  conditions  of  eligibility. 

******* 

The  worker  takes  no  step  in  the  operation  of  eligibility  in  which  the  applicant 
does  not  agree. 

Thus,  the  assumption  of  an  unqualified  right  is  made  an  integral  part 
of  the  crucial  application  process. 

These  statements  by  employees  of  the  Bureau  of  Public  Assistance 
do  not  make  clear  that  any  right  to  assistance  is  only  derived  from  the 
statute  and  is  not  inherent.  The  implication  tacitly  conveyed  is  that 
the  right  is  natural,  inherent,  and  unqualified. 

If  it  is  accepted  that  public  assistance  is  an  inherent  right,  then  the 
case  worker  "will  be  inclined  to  think  and  feel  in  terms  of  the  appli- 
cant's need  and  be  less  protective  of  the  taxpayer."  32  This  guidance 
circulated  by  the  Bureau  of  Public  Assistance  is  significant  because  it 
means  that  the  social  worker  in  administering  old-age  assistance  will 
place  the  interest  of  the  applicant  first  and  the  rights  and  interests  of 

*>  The  same,  p.  23. 
"  The  same,  p.  22. 
a  The  same,  p.  23. 
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the  taxpayer  second.  The  publication  of  the  Bureau  from  which  this 
advice  was  quoted  specifically  goes  on  to  say: 

If,  however,  we  are  in  conflict  in  our  thinking  about  the  individual's  right  to 
public  assistance,  we  may  fear  the  community's  attitude  toward  our  spending 
and,  instead  of  assuming  responsibility  for  interpretation  of  the  applicant's  need, 
we  may  ease  our  fears  by  silently  conserving  public  funds  at  the  recipient's  im- 
mediate, and  the  community's  eventual,  cost.  We  may  then  give  our  services 
grudgingly,  inadequately,  short-sightedly.  In  such  instances,  the  negative  feeling 
of  the  applicant  for  the  agency  may  mount  to  such  an  extent  that  the  agency 
experience  in  the  long  run  is  destructive  for  him.33 

A  conception  that  the  aged  individual  has  an  unqualified  "right" 
to  public  assistance  will,  directly  or  indirectly,  affect  the  numbers 
receiving  such  aid  and  the  total  cost.  We  noted  above  the  widespread 
public  belief  in  Oklahoma  that  old-age  assistance  is  a  pension  to  which 
an  aged  person  is  automatically  entitled  on  reaching  age  65.  As  a 
result,  practically  no  attention  was  given  to  the  relative-responsibility 
laws  then  on  the  statute  books.  These  requirements  were  later 
repealed.34  Similarly,  a  broad  interpretation  of  the  "right"  to  old-age 
assistance  by  the  case  workers  in  Louisiana  has  resulted  in  little  or  no 
investigation  with  respect  to  the  property  resources  of  the  applicant 
in  the  determination  of  his  eligibility  for  assistance.35 

It  is  clear  that,  unless  there  is  a  specific  definition  of  the  word 
"right"  and  this  definition  is  widely  understood,  the  boundaries  and 
contents  of  the  word  "right"  are  likely  to  become  increasingly  more 
inclusive.  In  the  hearings  of  1953,  the  Associate  Director  of  the 
Bureau  of  Public  Assistance  cleared  away  much  of  the  confusion  as  to 
the  nature  of  the  right  to  public  assistance.  She  observed  that  this 
right  is  conditional  in  nature  and  statutory  in  origin.30 

A  clear  understanding  of  the  nature  of  the  "right"  to  assistance 
is  important  to  any  applicant,  and  also  to  the  country  as  a  whole. 
A  moment's  reflection  will  reveal  that  a  "right"  to  assistance  is 
important  to  the  individual  applicant  because  it  is  a  right  to  some- 
thing of  value — cash  benefits.  Since  it  is  a  conditional  right,  the 
applicant  for  assistance  must  meet  certain  conditions  of  eligibility  in 
order  to  become  entitled  to  receive  a  cash  payment.  Moreover,  the 
recipient  of  assistance  must  continue  to  meet  the  conditions  of  eligi- 
bility in  order  to  exercise  that  "right"  to  benefits  in  the  future. 
Since  it  is  a  statutory  "right,"  the  underlying  conditions  of  eligibility 
and  also  the  value  of  the  "right" — expressed  in  terms  of  cash  benefits — 
may  be  changed  at  any  time  by  the  sovereign  government.  A  right 
to  assistance  as  defined,  understood,  and  administered,  is  important 
to  the  people  as  a  whole  because  of  its  direct  and  indirect  effect  on 
the  total  costs  of  each  assistance  program. 

This  matter  of  "right"  again  arises  in  connection  with  the  benefits 
under  the  title  II  program.  Because  there  is  a  widespread  miscon- 
ception as  to  the  nature  of  the  right  to  title  II  benefits,  attention  will 
be  given  to  it  in  chapter  III.  In  chapter  IV,  we  will  compare  the 
character  of  the  "right  "  to  benefits  under  public  assistance  with  that 
to  title  II  benefits  to  determine  any  fundamental  similarities  or  con- 
trasts. 


«  The  same,  p.  23. 

M  See  testimony  in  hearings,  pt.  4,  p.  536. 

•!  See  testimony  in  hearires,  pt.  5,  pp.  687-688. 

M  See  hearings,  pt.  3,  p.  421. 
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Benefits 

Old-age  assistance  as  originally  denned  in  the  Social  Security  Act 
of  1935  meant  "money  payments  to  needy  aged  individuals."  While 
this  is  still  its  principal  meaning,  the  1950  amendments  provided  for 
direct  payments  to  physicians  and  others  who  furnish  specified  medi- 
cal or  other  remedial  care  in  behalf  of  the  needy  aged.37  Some  States 
had  been  making  such  payments  out  of  their  own  funds  in  previous 
years  but,  with  these  amendments,  such  payments  became  subject  to 
Federal  participation. 

The  public  assistance  grant — that  is,  the  cash  payment  to  an  indi- 
vidual or  for  his  medical  care  37a — is  based  on  the  amount  of  assist- 
ance needed,  determined  by  the  budget  deficiency  method.  (See  pp. 
6-7.)  In  a  few  States  the  amount  determined  by  this  method  is 
not  fully  met  by  the  cash  grant.  The  scope  or  magnitude  of  the 
State's  "standard  of  living  requirements"  in  relation  to  the  amount 
of  State  and  local  funds  appropriated  for  this  purpose  is  a  determining 
factor  in  this  regard.33 

This  old-age  assistance  program  has  always  involved  Federal  partici- 
pation in  the  cash  payments  to  individuals,  with  a  ceiling  placed  on 
the  amount  of  participation.  At  the  present  time,  the  Federal  Gov- 
ernment supplies  on  the  average  $20  of  the  first  $25  and  half  of  the 
next  $30,  or  a  maximum  of  $35  in  a  $55  monthly  payment.  It  should 
be  noted  that  the  Federal  act  doe?  not  limit  the  amount  of  money  that 
a  State  may  pay  over  and  above  its  share  called  for  in  the  participation 
arrangement. 

The  participation  formula  has  been  amended  4  times  since  1935 — ■ 
in  1939,  1946,  1948,  and  again  in  1952.  In  each  case,  the  maximum 
subject  to  Federal  participation  has  been  increased,  and  in  the  last 
three  amendments  both  the  amount  and  the  proportion  of  the  maxi- 
mum subject  to  participation  from  Federal  funds  has  been  increased. 

Congress  has  amended  the  formula  in  this  manner  in  order  that 
old-age  assistance  recipients  would  receive  larger  monthly  grants. 
The  data  below  show  the  average  old-age  assistance  grants  to  indi- 
viduals in  the  month  of  June  1940  and  1953  for  selected  States  and  for 
the  United  States  as  a  whole.39 


June  1940 

June  1953 

United  States  

$19.  92 

$49.  48 

Arkansas  

7. 56 

32.  25 

California.-.  

37. 95 

69.  39 

Colorado-..  

33.  57 

78.  70 

Louisiana.             .  . 

11.89 

51.19 

Massachusetts  

28.  51 

66.70 

June  1940 

June  1953 

Minnesota   

$20. 99 

$45.28 

Nebraska  

16.  51 

43.23 

New  Jersey  

20. 49 

59.  85 

Oklahoma   

17. 72 

65.88 

'Virginia  

9.  82 

26.74 

As  may  be  seen  from  the  figures  above,  the  average  monthly  grant 
in  June  1940  ranged  from  a  low  of  $7.56  in  Arkansas  to  a  high  of 
$37.95  in  California  and  amounted  to  $19.92  for  the  entire  United 
States.  Between  1940  and  1953,  the  maximum  grant  subject  to 
Federal  participation  has  been  increased  from  $40  to  $55,  and  the 
maximum  potential  Federal  participation  has  been  raised  from  $20  to 


»7  See  Social  Security  Act,  title  I,  sec.  6. 

"a  It  ma  /  do  not.'i  in  passing  that  the  grant  to  the  individual  is  a  gift  or  gratuity  and  is  therefore  not 
subj  'Ct  1 1  the  Fe  l<Tal  income  tax. 
>8  dee  heari  vgs,  appendix  I,  p.  1161,  for  further  details. 

3»  Data  are  from  the  Department  of  Health,  Education,  and  Welfare.  Figures  for  all  States  for  these  and 
selected  intervening  years  are  given  in  the  appendix,  p.  57. 
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$35.  The  figures  show  that  average  grants  in  June  1953  ranged  from 
a  low  of  $26.74  in  Virginia  to  a  high  of  $78.70  in  Colorado,  and  the 
average  for  the  United  States  as  a  whole  was  $49. 48. 40  It  may  be 
observed  that  these  average  monthly  payment  figures  do  not  reflect 
the  total  income  on  which  an  old-age  assistance  recipient  has  on  the 
average  to  live.  These  cash  payments  are  granted  to  cover  all  or  part 
of  the  balance  of  his  living  requirements  after  allowance  for  his 
resources  and  other  income.  These  items  may  include  financial  help 
from  relatives,  money  from  the  liquidation  of  some  property,  the 
rental  value  derived  through  living  in  his  own  home,  food  grown  on 
his  property,  earnings  from  odd  jobs,  and  any  old-age  income  such 
as  Federal  old-age  and  survivors  insurance  benefits.41 

Costs  and  financing 

As  was  indicated  earlier,  State  and  local  governments  did  not  have 
sufficient  fiscal  resources  in  the  mid-1930's  to  meet  their  sharply 
rising  relief  burdens.  To  provide  financial  assistance  to  three  cate- 
gories of  needy  people,  Federal  grants-in-aid  were  offered  to  each  State, 
if  matched  by  State  or  by  State  and  local  funds.  These  groups  of 
persons  were  the  needy  aged,  needy  dependent  children,  and  needy 
blind.  We  are  here  concerned  with  the  costs  and  financing  of  the 
program  providing  assistance  to  the  needy  aged. 

Total  costs  for  old-age  assistance  payments  and  for  administration 
have  increased  greatly  in  the  period  1940  to  1952.  The  figures  showing 
the  rise  in  aggregate  costs  in  millions  of  dollars  for  the  old-age  assist- 
ance programs  of  the  48  States  and  3  other  governmental  juris- 
dictions 42  are  as  follows  for  specified  calendar  years:  43 


[In  millions] 


1940 

1952 

$245.  6 
202.3 
52.4 

$858. 3 
653.2 
104.3 

Local.    -  -  

Total      -  

500.3 

1, 615. 8 

The  data  show  that  over  this  12-year  period  total  expenditures  have 
risen  from  $500  million  to  $1.6  billion.44 

While  the  proportion  of  the  total  supplied  by  the  Federal  Govern- 
ment has  increased  very  slightly  from  approximately  49  to  53  percent, 
in  absolute  terms  the  rise  has  been  from  $246  million  to  $858  million, 
or  249  percent.  The  data  above  include  payments  to  individuals  in 
excess  of  the  maximum  grants  subject  to  Federal  participation.  If 
the  figures  were  adjusted  to  show  only  those  expenditures  in  which 
there  was  sharing,  the  Federal  participation  in  1952  Would  be  in  the 
neighborhood  of  60  percent. 

Over  this  span  of  years,  the  aged  population  of  the  United  States 
increased  from  9  million  in  1940  to  an  estimated  13.1  million  in  1952, 
or  roughly  45  percent.    The  number  receiving  old-age  assistance 

45  Puerto  Rico  and  the  Virgin  Islands  were  added  to  the  old-age  assistance  program  by  the  1950  amend 
ments.  For  purposes  of  comparability,  the  United  States  average  for  June  1953  has  been  calculated  exclusive 
of  the  figures  for  these  2  island  possessions. 

*'  For  more  complete  discussion  see  pp.  6-7. 

«  These  are  the  District  of  Columbia,  Alaska,  and  Hawaii. 

«  Data  are  from  the  Department  of  Health,  Education,  and  Welfare.  For  detailed  figures  by  States, 
see  hearings,  appendix  I,  pp.  1167  and  1171. 

"  These  data  include  assistance  payments  made  in  excess  of  the  maximum  subject  to  Federal  participation. 
Payments  above  the  ceiling  are  from  State,  or  State  and  local  funds. 
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meanwhile  increased  from  2,066,000  in  December  1940  to  2,640,000 
in  December  1952, 45  or  slightly  less  than  30  percent.46  During  this 
same  period  of  years,  the  number  of  aged  persons  drawing  benefits 
under  the  permanent  program,  Federal  old-age  and  survivors  insur- 
ance benefits,  rose  from  147,000  in  December  1940  to  3,825,000  in 
December  1952.  Since  title  II  benefit  payments  were  initiated  in 
1940,  the  rise  in  the  number  of  beneficiaries  naturally  was  much 
greater  than  the  growth  in  the  total  aged  population. 

The  foregoing  data  show  that  the  number  of  aged  drawing  benefits 
under  the  permanent  program,  title  II,  has  increased  very  materially 
but  that  the  number  receiving  payments  under  old-age  assistance  47 
has  risen  less  percentagewise  than  the  growth  in  the  aged  population. 
Despite  this  relatively  smaller  increase  in  the  number  of  old-age 
assistance  recipients,  total  costs  for  this  grant-in-aid  program  have 
increased  by  over  200  percent. 

Several  factors  account  for  this  increase  in  the  costs  of  old-age 
assistance.  It  is  impossible  to  measure  exactly  the  effect  of  the 
various  influences  on  total  expenditures,  but,  in  addition  to  the  exten- 
sive rise  in  the  cost  of  living,  (of  90  percent),  probably  the  two  other 
most  important  elements  have  been  the  conditions  of  eligibility  pre- 
scribed in  each  State  plan,  together  with  the  implementing  regulations, 
and  congressional  changes  in  the  Federal  participating  formula  for 
financial  support. 

The  discussion  and  analysis  on  pages  4-12  have  indicated  how  the 
conditions  of  eligibility,  the  definitions  of  resources,  the  regulations  and 
the  administration  of  these  provisions  in  each  of  the  State  programs 
affect  the  number  of  individuals  found  to  be  eligible  for  old-age 
assistance  cash  grants  48  and  the  level  of  cash  payments  made.  The 
product  of  these  factors  determines  the  total  expenditures  for  old-age 
assistance  in  each  of  the  States,  which  in  turn  form  the  basis  for 
automatically  determining 49  the  aggregate  Federal  grants-in-aid. 

The  Federal  participation  formula  exerts  its  influence  directly  on 
total  expenditures.50  This  formula  has  been  liberalized  three  times 
since  the  amendments  of  1939  to  provide  more  funds  to  all  States, 
particularly  to  States  whose  average  payments  were  relatively  low. 
It  should  be  noted  that,  because  of  the  extensive  rise  in  the  cost  of 
living,  it  was  hoped  that  all  States  would  increase  the  amount  of  indi- 
vidual monthly  cash  grants.  Before  showing  the  bearing  of  the 
formula  on  costs  we  will  first  briefly  describe  the  manner  in  which  it 
operates  and  how  it  was  liberalized. 


15  Includes  grants  for  vendor  payments  for  medical  care  only,  for  11,202  individuals. 
<4  The  peak  in  the  number  on  the  old-age  assistance  rolls  of  2,810,000  was  reached  in  September  1950. 
"  In  recent  years  roughly  10  percent  of  aged  beneficiaries  under  title  II  have  also  received  cash  grants 
under  old-age  assistance. 

,8  Congressman  Baker.  Miss  Godwin,  does  the  Federal  Government  have  no  jurisdiction  whatever  in 
determing  the  number  of  recipients.  *  *  * 

******* 

Miss  Goodwin.  (Associate  Director,  Bureau  of  Public  Assistance).  I  think  that  it  needs  to  be  understood 
that  the  State  agency  determines  who  is  to  be  eligible  under  its  program.  That  in  itself  is  the  major  factor  in 
determining  how  many  persons  will  come  within  the  program  in  that  State.  It  also  determines  the  level  of 
assistance  that  it  expects  to  pay  and  defines  what  it  regards  as  need.  *  *  *  (Hearings,  pt.  3,  p.  343.) 

*•  Under  existing  law  and  practice,  Congress  does  not  exercise  the  same  kind  of  review  and  appraisal  of 
the  amount  of  money  that  is  to  be  appropriated  and  spent  in  any  1  year  for  old-age  assistance  or  for  any  other 
form  of  public  assistance,  as  it  exercises  in  connection  with  other  requests  for  funds.  The  House  Committee 
on  Appropriations  feels  that  it  is  precluded  from  reviewing  on  their  merits  requests  for  funds  for  such  pur- 
poses. Thus,  this  committee  reported  to  the  House  of  Representatives  that,  "The  Committee  on  Appro- 
priations is  powerless  to  control  such  items  as  grants  for  old-age  assistance,  aid  to  the  blind,  and  so  forth, 
as  the  only  control  is  in  the  formula  in  the  statute  itself,  and  desires  to  express  the  hope  that  these  matters 
may  have  the  attention  of  the  appropriate  legislative  committees  of  the  Congress"  (House  Appropriations 
Committee  report  on  Report  of  Labor,  Federal  Security  Agency  bill  for  1948, 80th  Cong.  1st  sess.,  H.  Rept. 
178.   Seep.  29.) 

!0  See  testimony,  hearings,  pt.  3,  pp.  342-343. 
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In  its  original  program  of  old-age  assistance,  the  Federal  Govern- 
ment matched  dollar  for  dollar  the  monthly  cash  grants  to  needy  aged 
recipients  with  a  ceiling  placed  at  $30  on  the  grant  subject  to  Federal 
participation.  The  data  below  show  how  the  changes  in  later  years 
in  the  grants-in-aid  formula  have  increased  the  maximum  old-age 
assistance  monthly  payment  subject  to  Federal  participation. 

Effect  of  amendments  to  title  I  of  the  Social  Security  Act  on  Federal  and  State  shares 
of  maximum  OAA  payment  subject  to  Federal  participation  1 


Effective  date  of  amendment 


Maximum 
amount 
subject  to 
Federal  par- 
ticipation 


Federal 
share 


State  share 
(including 
local) 


Feb.  1,  1936 
Jan.  1,  1940. 
Oct.  1,  1946. 
Oct.  1,  1948. 
Oct.  1,  1952. 


$30 
40 
45 
50 
55 


$15 
20 
25 
30 
35 


$15 
20 
20 
20 
20 


From  hearings,  pt.  3,  p.  378. 


As  may  be  seen  from  the  table,  the  maximum  amount  subject  to 
Federal  participation  has  risen  from  $30  a  month  in  1935  to  $55  a 
month  and  the  Federal  share  has  increased  from  $15  to  $35.  It  should 
be  noted  that  there  has  never  been  a  provision  in  the  Federal  statute 
which  prevented  any  State  from  making  cash  payments  from  State, 
or  from  State  and  local  funds,  to  individuals  in  excess  of  the  participat- 
ing maximum.    In  fact,  a  number  of  the  States  have  regularly  done  so. 

In  the  process  of  legislative  change,  the  original  matching  arrange- 
ment has  been  discarded.  By  amendments  in  1946,  again  in  1948, 
and  again  in  1952,  the  Federal  Government  has  progressively  raised 
the  maximum  subject  to  participation,  and  increased  its  overall  share 
in  this  from  50  percent  to  something  in  excess  of  60  percent. 

The  table  below  shows  how  the  formula  provides  a  larger  share  of 
Federal  funds  for  the  maximum  grant  subject  to  participation. 


Legislative  chronology  of  provisions  for  Federal  participation  in  payments 
of  old-age  assistance 


Legislation 1 

Maximum 
amounts  of 
individual 
monthly 
payments 
to  OAA 
recipients 
subject  to 
Federal 
participation 

Federal  share  of  expenditures  within  specified 
maximums  to  aged 

1935  original  act..  

$30 
40 
45 
50 
50 
30 
55 

« 

%  of  1st  $15  (average),  plus  Vi  of  the  balance. 
H  of  1st  $20  (average),  plus  H  of  the  balance. 
H  of  1st  $20  (average),  plus  Yi  of  the  balance. 

Yi. 

H  of  1st  $25  (average),  plus  \<i  of  the  balance. 
(«). 

1939  amendments   

1946  amendments   

1948  amendments     

1950  amendments  _  

Puerto  Rico  2  and  Virgin  Islands  3  

1952  amendments  4  ...  

Puerto  Rico  •  and  Virgin  Islands  3  

1  Effective  date  of  legislation:  The  1935  original  act  was  effective  February  1936,  the  1939  amendments  in 
January  1940,  and  subsequent  amendments  in  October  of  the  year  in  which  enacted. 
s  Maximum  Federal  payment  in  a  fiscal  year,  $4,250,000,  under  titles  I,  IV,  X,  and  XIV. 
'  Maximum  Federal  payment  in  a  fiscal  year,  $160,000,  under  titles  I,  IV,  X,  and  XIV. 

*  The  amendments  expire  Sept.  30,  1954. 

•  No  change. 
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As  may  be  observed  from  the  table,  the  dollar  for  dollar  matching 
was  increased  from  a  maximum  of  $30  to  $40  with  the  1939  amend- 
ments. Thereafter  the  Federal  share  has  steadily  been  increased  for 
a  portion  of  the  grant,  and  the  balance  up  to  the  maximum  is  on  a 
matching  basis.52  In  contrast  with  this  steady  increase  in  the  Federal 
share,  not  only  in  percentage  terms  but  in  absolute  terms,  the  maxi- 
mum amount  required  of  the  State  has  been  held  in  this  arrangement 
at  $20  since  1939. 

The  staggered  grants-in-aid  formula  has  a  direct  bearing  on  the 
level  of  total  costs  and  has  been  changed  by  Congress  in  order  to 
supply  additional  funds  to  all  States,  especially  to  those  making  cash 
payments  which,  on  the  average,  are  substantially  below  the  United 
States  average.  Data  show  that  certain  States  consistently  have  had 
relatively  low  average  old-age  assistance  monthly  payments  to  aged 
recipients  and  a  higher  proportion  of  their  aged  population  on  old-age 
assistance  rolls.  Examination  of  other  data  reveals  that  a  compara- 
tively small  portion  of  the  aged  in  these  States  received  Federal  old-age 
and  survivors  insurance  benefits,  and  that  per  capita  income,  viewed 
as  a  measure  of  taxpaying  capacity,  was  low  in  comparison  with  that 
for  other  States.  These  facts  have  been  analyzed  in  a  manner  to 
support  greater  Federal  grants-in-aid. 

For  example,  we  find  that  in  June  1953  only  20  percent  of  the  aged 
population  in  Georgia  received  Federal  OASI  benefits  as  compared 
with  a  national  average  of  32  percent.  According  to  this  analysis,  we 
are  likely  to  find  a  higher  proportion  of  the  aged  in  Georgia  on  the  OAA 
rolls  than  is  true  for  the  country  as  a  whole.  The  data  show  that  such 
is  the  case,  with  39  percent  of  Georgia's  aged  population  receiving  OAA 
as  compared  with  19  percent  for  the  United  States.  Georgia  has  had 
a  relatively  low  per  capita  income,  ranking  44th  among  all  States  in 
1947,  42d  in  1949,  and  42d  in  1952.  Because  of  the  relatively  large 
proportion  of  its  aged  on  the  OAA  rolls  and  its  low  "taxpaying  capac- 
ity," (per  capita  income)  the  average  cash  grant  is  likely  to  be  com- 
paratively low.  We  find  such  expectations  confirmed  with  respect  to 
average  cash  grants,  with  Georgia  ranking  48th  in  1947,  47th  in  1949, 
and  42d  in  1952.  Data  for  other  States  could  have  been  selected 
tending  to  show  that  the  Federal  OASI  recipient  rate  and  per  capita 
income  apparently  explained  the  large  portion  of  the  aged  population 
in  a  State  on  old-age  assistance  and  the  relatively  small  average  cash 
grants.  This  line  of  analysis  has  induced  Congress  to  increase  the 
Federal  share  in  the  participating  formula. 

The  willingness  or  unwillingness  of  the  people  in  a  State  to  be  taxed 
more  for  this  program,  however,  may  be  of  greater  importance  than 
the  State's  OASI  recipiency  rate  and  per  capita  income  in  explaining 
the  numbers  on  the  OAA  rolls  and  level  of  average  payment.  Louisi- 
ana, for  example,  has  likewise  had  a  low  proportion  of  its  aged  receiv- 
ing OASI  benefits — roughly  22  percent,  as  compared  with  32  percent 
for  the  United  States  as  a  whole  in  June  1953.  It  has  also  had  a  high 
proportion  on  the  OAA  rolls — 60  percent  as  compared  with  the  United 
States  average  of  19  percent.  In  per  capita  income,  Louisiana  was 
42d  in  1947,  40th  in  1949,  and  41st  in  1952 — in  other  words,  exhibiting 
a  relatively  low  taxpaying  capacity.    However,  in  average  OAA  cash 

!!  The  present  participating  arrangement  may  be  described  in  general  terms  as  follows:  The  Federal 
Government  furnishes  80  percent  of  the  first  $25  of  all  monthly  old-age  assistance  grants  in  a  State,  and 
half  of  the  remaining  $30  within  the  $55  limit  for  an  individual.  For  a  detailed  description,  see  hearings, 
pt.  3,  pp.  384-387. 
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grants,  it  advanced  from  38th  in  1947,  to  17th  in  1949  and  ranked 
19th  in  1952.  In  1948,  Louisiana  passed  a  2-percent  sales  tax  ear- 
marked for  the  support  of  public  welfare,  the  major  share  of  which 
was  devoted  to  OAA.  Here  the  most  significant  factor  appears  to 
be  a  willingness  on  the  part  of  the  people  to  be  taxed  more  heavily 
to  support  this  specific  program.53 

Oklahoma,  with  a  similar  experience  in  respect  to  its  OASI  recipi- 
ency rate,  has  a  high  proportion  of  its  aged  on  the  OAA  rolls  and  a 
relatively  low  taxpaying  capacity,  as  measured  by  per  capita  income, 
but  nevertheless  makes  a  comparatively  high  cash  payment  on  the 
average  to  OAA  recipients.  In  this  instance,  an  earmarked  sales  tax 
was  passed  in  1936.  The  people  in  this  State  likewise  indicated  a 
willingness  to  be  taxed  for  this  program.64 

The  data  for  some  States  indicate  that  their  people  either  are  un- 
willing to  pay  more  taxes  for  larger  State  activities,  including  public 
assistance,  or  else  there  is  a  consensus  that  the  prevailing  OAA  cash 
grants  are  adequate.65  In  1953,  for  example,  Virginia  had  only  25 
percent  of  her  aged  receiving  OASI  as  compared  with  the  national 
average  of  32  percent.  Contrary  to  expectations,  we  find  not  a  large 
portion  of  its  aged  are  on  the  OAA  rolls,  but  only  7  percent  as  com- 
pared with  the  national  average  of  19  percent.  In  average  cash 
grants,  Virginia  ranked  44th  in  1947  and  48th  in  1949  and  1952. 
However,  in  per  capita  income,  the  State  also  ranked  relatively 
low,  being  38th  in  1947,  39th  in  1949,  and  35th  in  1952.  Since  1950, 
the  State  has  had  a  statute  on  the  books  which  provides  "for  a 
reduction  in  income  taxes  upon  a  surplus  of  tax  receipts  over  the 
budget  expenditures."  This  resulted  in  a  total  tax  saving  to  tax- 
payers in  1951  of  roughly  $10  million.56  Data  for  Maryland  reveal  a 
similar  although  not  so  striking  a  situation.67  These  facts  clearly 
show  a  taxpaying  capacity  existed  in  these  two  States.  The  relatively 
low  per  capita  income  in  Virginia  did  not  reflect  a  low  taxpaying 
capacity  on  the  part  of  the  residents  of  Virginia.  Maryland  had  a 
much  higher  per  capita  income.  One  can  only  conclude  that  the 
people  of  these  States  were  unwilling  to  be  taxed  more  or  they  regarded 
the  OAA  payments  as  adequate.67* 

"  Mr.  Winn  (counsel).  Doctor,  would  you  say,  as  a  result  of  the  earmarked  tax  and  the  high  OAA  re- 
cipiency rate,  that  despite  the  low  per  capita  income  and  the  relatively  low  OASI  recipiency  rate  in 
Louisiana  this  program  indicates  that  the  people  of  Louisiana  are  willing  to  be  taxed  more  to  support  this 
categorical  program? 

Mr.  French.  I  believe  that  you  cannot  come  to  any  other  conclusion  *  •  • 

•  •••••• 

Mr.  French.  •  •  •  The  people  voted  for  that  program  by  voting  for  a  candidate  for  governor.  In  that 
campaign  it  was  indicated  that  the  people  of  the  State  would  have  to  pay  for  this  program  because  the 
State  had  no  surpluses  to  support  such  an  expanded  program  and  so  the  legislature  under  the  leadership 
of  that  administration  passed  a  2  percent  sales  tax,  the  incidence  of  which  bears  very  heavily  upon  the 
common  people  of  the  State  of  Louisiana,  and  so  one  can  only  conclude,  I  believe,  that  it  was  an  open  case 
of  willingness  to  be  taxed  to  support  this  particular  program  (hearings,  pt.  5,  pp.  691-692). 

•  •••••• 

Mr.  Winn.  Then  actually  what  you  are  saying  about  Louisiana  is  that,  despite  a  relatively  small  pro- 
portion of  the  aged  population  receiving  old-age  and  survivors  insurance  benefits  and  despite  a  low  per 
capita  income,  Louisiana  has  paid  a  high  old-age  assistances  cash  payment  as  a  result  of  a  willingness  on  the 
part  of  the  people  of  the  State  of  Louisiana  to  be  taxed  more  for  this  program;  is  that  not  correct? 

Miss  Geddes  (Chief,  Division  of  Program  Statistics  and  Analysis,  Bureau  of  Public  Assistance,  Social 
Security  Administration).   That  is  correct  (hearings,  pt.  3,  p.  414). 

«  See  hearings,  pt.  4,  pp.  531-532. 

»  In  the  1953  hearings,  the  Associate  Director  of  the  Bureau  of  Public  Assistance  testified  that  after  the 
Federal  participation  share  in  the  formula  was  increased  in  1952,  "Some  States  had  ample  funds  and  were 
already  paying  at  a  level  which  they  felt  was  adequate,  and  did  not  believe  it  was  necessary  or  desirable 
to  increase  individual  payments."   See  hearings,  pt.  3,  pp.  379-380. 

h  See  hearings,  pt.  3,  pp.  414-416. 

•7  For  detailed  testimony,  see  hearings,  pt.  3,  pp.  402-416. 

As  we  noted  earlier,  Congress  intended  that  each  assistance  plan  be  geared  to  the  conditions  within 
each  State.  In  part  this  was  because  the  necessary  "living  requirements"  vary  substantially  between 
industrial  States  and  agricultural  States,  and  also  between  urban  areas  and  rural  regions  within  a  State. 
In  consequence,  we  would  expect  to  find  the  average  cash  payments  materially  lower  In  agricultural  States 
as  compared  with  those  that  are  highly  industrialized. 


45835— 54  4 
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There  are  other  factors,  of  course,  which  have  influenced  the  cost  of 
OAA.  The  rise  in  the  cost  of  living  of  90  percent  from  1940  to  1952 
has  meant  larger  payments  to  meet  the  same  degree  of  individual  need. 
The  expansion  of  coverage,  liberalization  of  the  eligibility  require- 
ments, aod  the  large  benefit  increases  in  the  1950  amendments  to 
title  II  and  the  further  raises  in  benefits  in  the  1952  amendments  to 
this  title  have  had  an  effect  directly  or  indirectly  on  OAA  costs.  The 
benefit  increases  resulted  chiefly  in  lowering  the  amount  of  OAA 
assistance  to  those  persons  drawing  benefits  under  both  programs.68 
However,  expanded  coverage  and  liberalized  eligibility  conditions 
under  the  1950  amendments  to  Federal  old-age  and  survivors  insur- 
ance benefits  will  reduce  the  OAA  caseload  rather  gradually.  This  is 
because  roughly  half  of  the  OAA  recipients  were  of  such  an  age  that 
probably  few  could  take  advantage  of  the  easier  work  requirements 
to  qualify  for  OASI  benefits.  In  the  period  December  1952  to  May 
1953  roughly  30  percent  of  the  OAA  recipients  were  70  to  74  years  of 
age  and  50  percent  were  75  and  over.59  The  expanded  coverage  and 
liberalized  eligibility  conditions  in  the  1954  amendments  to  Federal 
old-age  and  survivors  insurance  benefits  will  similarly  lighten  the 
OAA  caseload  very  slowly. 

The  composite  effect  of  these  various  factors — including  eligibility 
conditions  of  State  plans,  the  rise  in  the  cost  of  living,  the  Federal 
participation  formula,  the  willingness  or  unwillingness  of  persons  of 
each  of  the  States  to  be  taxed  more  for  government  programs  or  for 
public  assistance  specifically,  and  a  consensus  within  a  State  that  the 
prevailing  OAA  cash  grant  is  adequate — is  reflected  directly  or  in- 
directly in  the  amount  the  Federal  Government  pays  to  each  State 
for  OAA. 

The  map  on  page  19  shows  the  amount  of  Federal  grants-in-aid  to 
each  State  in  1952  for  OAA.  A  comparison  of  any  pair  of  States  with 
approximately  equal  aged  population  and  reasonably  similar  eco- 
nomic characteristics  reveals  the  manner  in  which  these  various  factors 
have  affected  Federal  financial  support  for  OAA. 

Chairman  Curtis.  I  see  one  thing  on  this  map  that  I  would  like  to  call  attention 
to  and  that  is  my  own  State  of  Nebraska  as  compared  with  its  neighbor  on  the 
west,  Colorado.  I  think  I  am  quite  familiar  with  the  economy  of  both  States. 
I  find  that  Nebraska  has  137,000  aged  people,  that  21,000  are  recipients  of  old-age 
assistance,  and  that  the  Federal  Government  is  sending  in  $7  million  for  that 
purpose. 

Colorado  has  a  smaller  population.  They  have  an  aged  population  of  122,000 
but  they  have  48,000  recipients  of  old-age  assistance  or  almost  2}o  times  as  many. 
The  Federal  taxpayers  over  the  United  States  are  sending  into  that  State  $17}^ 
million. 

I  think  that  is  quite  significant  because  our  economies  are  not  identical  but  they 
are  not  too  much  different,  and  not  too  much  different  in  the  application  of 
OASI  which  in  due  time  we  will  show  with  a  similar  chart. 

I  would  also  like  to  call  attention  to  the  fact  that  the  State  with  the  largest  num- 
ber on  old-age  assistance  of  their  population,  Louisiana,  has  193,000  aged  persons, 
while  my  State  had  137,000.  It  is  not  half  again  as  large.  There  are  six  times 
as  many  aged  persons  receiving  assistance  in  Louisiana  as  in  Nebraska,  and  the 
Federal  Government  is  contributing  to  this  program  in  Louisiana  $42.9  million. 

A  similar  comparison  might  be  made  between  Oklahoma  and  Kansas.  The 
aged  population  is  so  close.  Kansas  has  203,000  aged  persons,  Oklahoma  has 
206,000. 

Kansas  has  37,000  recipients,  Oklahoma  has  95,000  recipients.  The  Federal 
Government  pays  into  Kansas  $12.7  million  and  into  Oklahoma  $33.2  million. 

M  "The  bulk  of  all  [OAA]  cases  with  Increased  [OASI]  benefits  continued  to  need  assistance  but  their 
payments  were  usually  reduced."  See  Public  Assistance:  Effect  of  the  Increase  in  the  Current  Old-Age  and 
Survivors  Benefits,  Social  Security  Bulletin,  September  1951 ,  p.  5. 

«  Data  are  from  the  Department  of  Health,  Education,  and  Welfare.  See  hearings,  appendix  I,  p.  1181. 
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In  other  words,  of  an  approximately  equal  aged  population,  Oklahoma  has 
about  2%  times  as  many  on  OAA.60 

The  financing  of  Federal-State  public-assistance  programs,  includ- 
ing OAA,  has  been  a  joint  undertaking  since  their  inception.  The 
draft  on  Federal  funds  and  on  State  and  local  tax  revenues  for  OAA 
has  increased  from  $500  million  in  1940  to  $1.6  billion  in  1952.  The 
State  and  local  funds  are  derived  from  a  wide  range  of  taxes — in 
some  States,  such  as  Oklahoma  and  Louisiana,  financial  support  is 
provided  wholly  from  earmarked  sales  taxes,  but  in  others  by  drafts 
on  general  tax  revenues.  A  very  modest  form  of  capacity-to-pay 
taxes  is  employed  in  a  few  States. 

Federal  grants-in-aid  are  appropriated  from  the  general  funds  of 
the  United  States  Treasury.  During  the  war  years,  of  course,  a 
very  substantial  part  of  these  was  obtained  by  borrowing,  but  during 
the  3  fiscal  years  1950-53  not  more  than  roughly  5  percent  have  been 
derived  in  this  manner.  Approximately  40  percent  of  the  general 
funds  of  the  Treasury  for  the  fiscal  years  1950-53  represented  receipts 
from  graduated  individual  income  taxes — levied  in  relation  to  the 
capacity  of  individuals  to  pay — and  the  remaining  55  percent  have 
been  receipts  from  corporate  income  taxes  and  excises  on  a  miscellany 
of  commodities,  consumer  goods  and  services.  The  dollars  in  the 
general  funds  are  indistinguishable  as  to  their  specific  source,  whether 
from  one  tax  or  another,  or  borrowed.  Thus,  of  the  $860  million  of 
Federal  funds  for  old-age  assistance  in  1952  (see  table  on  p.  14), 
about  $350  million  may  be  attributed  to  capacity-to-pay  taxes. 
This  is  approximately  22  percent  of  the  $1.6  billion  total  expenditure 
that  year.  Making  some  allowance  for  State  and  local  funds  from 
this  type  of  tax,  probably  25  percent  of  these  expenditures  might  be 
said  to  have  been  financed  by  capacity-to-pay  taxes. 


M  See  hearings,  pt.  3,  pp.  341-342. 


II.  AID  TO  DEPENDENT  CHILDREN 


Title  IV — Aid  to  Dependent  Children — was  developed  to  meet  a 
growing  problem.  Prior  to  1935,  45  States  had  plans  in  operation 
providing  financial  help  to  needy  children.  These  plans  were  gener- 
ally known  as  mother's  aid.  By  1935  there  were  more  fatherless- 
children  families  on  Federal  emergency  relief  rolls  than  were  on  the 
State  and  locally  financed  mother's-aid  programs.  It  was  contended 
at  the  time  that  the  need  existing  among  fatherless  children  was  not  of 
an  emergency  character  since  this  kind  of  situation  would  continue 
even  with  the  return  of  prosperity.  Moreover,  the  contemplated 
termination  of  Federal-relief  programs  would  throw  the  entire  cost  of 
care  for  those  families  upon  State  and  local  governments.  Since  less 
than  one-half  of  the  local  government  units  authorized  to  grant 
mothers'  aid  were  actually  doing  so,  it  was  argued  that  Federal  grants- 
in-aid  and  increased  State  financial  participation  were  essential  to 
meet  the  problem  effectively. 

The  purpose,  therefore,  of  aid  to  dependent  children  was  to  offer 
such  grants-in-aid  to  any  State  which  set  up  an  assistance  program 
to  provide  financial  help  for  all  needy  children  deprived  of  parental 
support  or  care  who  were  living  in  the  home  of  an  adult  relative. 
Title  IV  was  enacted  in  1935  to  carry  out  this  objective.  By  1940,  1 
Territory,  Hawaii;  40  States;  and  the  District  of  Columbia  had 
developed  aid-to-dependent-children  programs.  At  the  present  time 
aid-to-dependent-children  plans  are  in  effect  in  all  States,  Territories, 
and  possessions,  with  the  single  exception  of  Nevada. 

In  this  chapter  we  will  present  facts  concerning  the  conditions  of 
eligibility,  benefits,  and  the  costs  and  method  of  financing  the  programs 
under  title  IV. 

Conditions  o  f  eligibility 

Eligibility  consists  of  meeting  certain  conditions  in  order  to  acquire 
a  "right"  to  assistance.  The  Social  Security  Act  lays  down  four  con- 
ditions for  receipt  of  aid  to  dependent  children.  The  dependent  child 
must  be — 

1.  In  need; 

2.  Under  16  years  of  age,  or  under  18  if  attending  school; 61 

3.  Deprived  of  parental  support  or  care;  and 

4.  Living  with  a  relative  of  specified  degree  in  the  home 
maintained  by  one  or  more  of  such  relatives. 

The  Federal  law  further  provides  that  the  State  may  not  impose  a 
residence  requirement  which  denies  aid  to  a  child — 

1 .  Who  has  resided  in  the  State  for  1  year  immediately  preced- 
ing the  application  for  aid ;  or 

2.  If  less  than  1  year  of  age,  is  living  with  a  relative  who  has 
resided  in  the  State  for  1  year  immediately  preceding  the  child's 
birth. 


Prior  to  1940,  Federal  funds  could  not  be  used  for  aid  to  children  16  years  of  age  or  older. 
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All  other  conditions  of  eligibility,  including  the  determination  of 
"need,"  are  left  to  each  State  in  setting  up  its  plan,  provided  by  State 
law  and  by  implementing  regulations.  The  discussion  on  the  "means 
test"  in  the  chapter  on  old-age  assistance  (see  pp.  4-7)  shows  the  nature 
of  these  conditions  and  how  the  "need"  is  established.  The  aid  to 
dependent  children  programs  employ  the  same  budget  deficiency 
method  of  determining  "need" — a  process  which  involves  a  "standard 
of  living  requirements,"  evaluation  of  the  resources  and  income  of  the 
applicant,  and  determination  of  the  unsatisfied  "need." 

As  was  true  in  the  case  of  old-age  assistance,  there  are  variations 
among  the  State  plans  with  respect  to  "standard  of  living  require- 
ments" and  the  treatment  of  "resources  and  income."  Employ- 
ability  of  the  mother  as  a  "resource"  in  determining  "need"  provides 
an  example  of  differing  interpretations.  The  position  of  the  Bureau 
of  Public  Assistance  in  this  respect  has  been  that  the  mother  should 
have  the  final  decision  whether  or  not  she  could  hold  a  job.62  Some 
States,  however,  regard  as  a  "resource"  the  employability  of  a  mother 
where  suitable  work  is  available,  providing  her  children  are  of  a  more 
mature  age,  in  school,  and  suitable  arrangements  made  for  their 
care.83 

The  right  to  assistance 

This  matter  was  fully  discussed  in  the  chapter  on  old-age  assistance 
and  the  same  general  principles  are  applicable  here.    (See  pp.  9-12.) 

Benefits 

The  level  of  the  aid  to  dependent  children  payment  per  child  has 
been  strongly  influenced  by  the  Federal  grants-in-aid  formula.  To 
provide  larger  money  payments  to  the  child  or  children  in  the  family, 
this  participation  arrangement  has  been  amended  upward  four  times 
since  1935.  At  the  present  time  the  maximum  grant  in  which  the 
Federal  Government  participates  is  $30  for  the  first  needy  dependent 
child  in  the  family  plus  $30  for  1  adult  caretaker,  and  $21  for  each 
additional  needy  child  in  the  family.  The  Federal  participation 
amounts  to  80  percent  of  the  first  $15  of  each  single  grant  plus  50 
percent  of  the  balance.  The  effect  of  the  participation  formula  on 
costs  is  discussed  more  fully  in  the  next  section. 

There  has  always  been  a  wide  range  in  the  average  aid  to  dependent 
children  payments  per  family.  The  average  assistance  payment  per 
family  in  States  receiving  Federal  grants-in-aid  in  June  1940  ranged 
from  $12.01  in  Arkansas  to  $58.56  in  Massachusetts,  and  by  June 
1953,  from  $27.91  in  Mississippi  to  $120.56  in  Washington.64 

The  average  monthly  payment  per  family  for  the  couDtry  as  a 
whole  increased  from  $31.74  in  June  1940  to  $87.10  in  June  1953. 
The  data  for  June  1953  include  payments  to  the  needy  adult  care- 
takers with  whom  dependent  children  were  living.  Grants  to  such 
persons  were  made  subject  to  Federal  participation  by  the  amend- 
ments of  1950.  Prior  to  this  change,  a  number  of  States  were  making 
such  payments  from  their  own  funds. 

Costs  and  financing 

We  noted  earlier  that  not  all  States  developed  aid  to  dependent 
children  plans  immediately  following  the  passage  of  the  Social  Security 
Act  of  .1935.    In  fact,  even  in  1940,  7  States  and  1  Territory  had  failed 

*>  See  hearings,  pt.  4,  pp.  630-631. 

*  See  hearings,  pt.  4,  pp.  628  and  632. 

w  See  hearings,  appendix  I,  table  126,  p.  1134. 
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to  do  so  and  another  State  received  Federal  grants  for  only  the  last 
2  months  of  the  calendar  year.  By  1952,  one  State,  Nevada,  still  had 
not  adopted  a  plan  which  would  enable  it  to  receive  Federal  partici- 
pation. However,  it  operated  its  own  State  plan  for  providing  finan- 
cial aid  to  needy  children. 

The  overall  costs  for  aid  to  dependent  children  have  shown  a  very 
sharp  increase  since  1940.  The  data  below  show  the  rise  in  total 
expenditures  for  assistance  payments  and  for  administration,  by  source 
of  funds,  for  specified  years.  The  figures  in  millions  of  dollars  are  as 
follows:  65 


1940 

1945 

1952 

Federal  -      _    __ 

$57.  5 
53.4 
33.0 

$56.9 
78.0 
28.6 

$320.8 
218.8 
65.5 

State     

Local   _  -__ 

Total     

143.9 

163.5 

605.1 

As  may  be  seen  in  the  table  above,  total  costs  have  increased  from 
roughly  $145  million  in  1940  to  $605  million  in  1952,  or  by  approxi- 
mately 300  percent.  The  Federal  share  of  aid  to  dependent  children 
costs  has  grown  by  450  percent  as  compared  with  300  percent  for  the 
States  and  100  percent  for  local  governments.  The  most  striking 
fact  revealed  by  these  figures  is  that  the  bulk  of  the  rise  in  total  costs 
has  taken  place  since  1945. 

Several  factors,  in  addition  to  the  rise  in  the  cost  of  living,  have 
accounted  for  this  large  rise  in  expenditures  for  aid  to  dependent 
children.  Expenditures  are,  of  course,  the  result  of  the  amount  of 
grants  to  individual  cases  and  the  numbers  on  the  rolls.  The  data 
below  show  the  numbers  of  persons  receiving  aid  to  children  grants 
for  the  month  of  June  in  three  specified  years.  The  number  of  recip- 
ients in  thousands  are  as  follows:  66 


June  1940 

June  1945 

June  1952 

835.0 

646.8 

1,  528. 1 
515. 0 

835.0 

646.8 

2,  043. 1 

One  factor  affecting  the  size  of  the  caseload  was  the  increase  in  the 
number  of  States  and  Territories  adopting  plans  according  to  the 
standards  of  title  IV  and,  therefore,  subject  to  Federal  participation. 
In  1940,  there  were  8  States,  2  possessions,  and  1  Territory  that  received 
little  or  no  funds.  By  1952,  all  of  these  11  jurisdictions,  with  the 
exception  of  Nevada,  had  developed  plans  involving  Federal  grants- 
in-aid. 

In  1940,  the  age  ceiling  was  raised  from  16  to  18  years  and  the 
number  of  needy  children  receiving  cash  grants  rose  during  1940-41 
by  roughly  20  percent.67 

The  figures  above  on  the  size  of  the  caseload  in  1940,  1945,  and  1952 
show  that  the  number  of  child  recipients  declined  from  835,000  in 

85  Data  are  from  the  Department  of  Health,  Education,  and  Welfare.  See  hearings,  appendix  I, 
pp.  1135-1136  and  1139.  '  ■ 

The  data  for  these  years  and  for  June  of  other  years,  1936  through  1953,  are  from  the  Department  of 
Health,  Education,  and  Welfare,  and  may  be  found  in  hearings,  pt.  3,  p.  294. 

67  The  data  for  number  of  child  recipients  by  months  may  be  found  in  hearings,  appendix  I,  pp.  1112-1113. 
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1940  to  647,000  in  1945  and  then  increased  to  1.5  millions  in  1952. 
Thus,  the  rise  from  1940  to  1952  has  been  strictly  a  postwar 
development. 

Liberalization  in  the  conditions  of  eligibility  in  various  States  is 
the  major  factor  explaining  the  rise  in  the  caseload  and,  of  course, 
in  the  growth  in  total  expenditures.  The  Associate  Director  of  the 
Bureau  of  Public  Assistance  said : 

Most  of  the  early  plans  for  aid  to  dependent  children  simply  carried  over  from 
the  old  mothers'  aid  programs,  which  included  primarily  only  children  whose 
parents  were  dead  or  permanently  out  of  the  picture.  As  the  program  has 
developed  more,  the  States  have  tended  to  include  more  of  the  situations  in  which 
children  are  temporarily  disadvantaged  by  the  absence  of  the  father  or  an  in- 
capacity which  is  not  a  permanent  incapacity.68 

It  may  be  noted  that  there  are  3  underlying  causes  for  needy  child 
dependency.  These  arise  from  loss  of  parental  support  or  care  by 
reason  of  (1)  death  of  the  father,  (2)  his  continued  absence  from  the 
home,  or  (3)  physical  or  mental  incapacity  of  a  parent.  The  only 
available  data  show  that  the  number  of  families  receiving  aid  to  de- 
pendent children  as  a  result  of  death  of  the  father  have  decreased 
from  138,000  in  1942  to  133,000  in  1951.  This  decrease  may  be 
attributable  in  substantial  measure  to  the  expansion  in  benefit  pay- 
ments to  orphaned  or  dependent  children  under  the  title  II  program. 
This  is  the  only  area  in  which  aid  to  dependent  children  and  Federal 
old-age  and  survivors  insurance  benefits  overlap.  Dependency  occa- 
sioned by  incapacitation  of  the  parent  has  increased  in  the  period  1942 
to  1951  from  82,000  to  152,000  and  the  number  of  families  receiving 
aid  to  dependent  children  as  a  result  of  the  father's  absence  from  the 
home  has  increased  from  145,000  to  326, 000.69 

It  may  be  observed  that  the  most  significant  cause  in  the  rise  in  the 
numbers  of  families  on  aid  to  dependent  children  rolls  is  absence  of 
the  father  from  the  home  and  that  desertion  or  abandonment  by  the 
father  is  the  chief  explanation.70 

The  increase  in  child  dependency  due  to  desertion  of  the  father  has 
given  rise  to  serious  concern  among  the  States.  Forty-six  States 
have  legislated  reciprocal  arrangements  "*  *  *  designed  to  catch  up 
with  the  person  who  shirks  his  legal  liability  for  support  by  absconding 
across  State  lines."  71  This  legislation  has  been  in  effect  for  too  short 
a  period  to  provide  statistical  information  on  the  results  obtained  in 
reducing  child  dependency  from  this  cause.  Moreover,  its  greatest 
effect  may  prove  to  be  deterrent  in  character  and,  therefore,  not  sub- 
ject to  measurement.72  It  was  observed  in  the  hearings  that  the  aid 
to  dependent  children  benefits  in  some  States  were  sufficiently  large 
to  families  with  several  children  to  act  as  an  inducement  for  fathers 
to  claim  disability  or  to  desert  their  families.73  Testimony  before  the 
Senate  Finance  Committee  in  1950  indicates  that  this  incentive  to 
desertion  is  not  a  recent  development.74  Another  factor  contribut- 
ing to  the  rise  in  the  number  aided,  and  thus  in  total  cost,  has  been  a 
change  in  a  condition  of  eligibility  in  the  1950  amendments  to  title 
IV.  This  was  the  liberalization  which  made  cash  payments  to  the 
adult  caretaker  of  needy  dependent  children  subject  to  Federal  par- 
s' See  hearings,  pt.  3,  p.  299. 

«9  These  data  ire  from  the  Department  of  Health,  Education,  and  Welfare  and  mav  be  found  in  the  Hear- 
ings, pt.  3,  p.  303. 
™  See  hearings,  pt.  3,  pp.  301-304;  also  pt.  4,  p.  362. 
"  Hearings,  pt.  3,  p.  307,  exhibit  44. 
75  See  hearings,  pt.  4,  p.  540. 
«  See  hearings,  pt.  5,  pp.  690-691. 

"  See  the  statement  of  the  Right  Reverend  Monsignor  John  O'Grady,  secretary,  National  Conference 
of  Catholic  Charities,  in  Social  Security  Revision  hearings,  Senate  Finance  Committee,  81st  Cong.,  2d 
seSs.,  vol.  I,  p.  605. 
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ticipation.  The  data  on  page  24  show  that  there  were  515,000  such 
adults  receiving  aid  to  dependent  children  cash  grants  in  connection 
with  care  for  needy  dependent  children.75 

The  third  major  factor  contributing  to  the  increase  in  cost  has 
been  the  rise  in  the  amount  of  cash  payment  per  recipient,  influenced 
chiefly  by  the  progressive  advances  in  the  Federal  participation  for- 
mula. The  table  below  shows  the  congressional  changes  in  this 
formula  from  the  original  act  through  the  1952  amendments. 


Changes  in  the  Federal  Participation  Formula 


Legislation  1 

Maximum  amounts  of  individual 
monthly  payments  subject  to 
Federal  participation 

Federal  share  of  expenditures  within 
specified  maximums 

1st  child 

Each  addi- 
tional 
child 

1935  original  act  

1939  amendments  

1946  amendments  

$18  

$18   

$24  

$12 
12 

15 

18 
18 

12 
21 

(«) 

H. 
H. 

$S  of  1st  $9  (average  per  child)  plus  Vi 

of  the  balance. 
Yi  of  1st  $12  (average  per  child)  plus  H 

of  the  balance. 
H  of  1st  $12  (average  per  person)  plus 

$i  of  the  balance. 

H. 

f,S  of  1st  $15  (average  per  person)  plus 
H  of  the  balance. 

(•). 

1948  amendments  

1950  amendments  

Puerto  Rico3  and  Vir- 
gin Islands.* 
1952  amendments  !  

Puerto  Rico*  and  Vir- 
gin Islands.4 

$27  

$27   plus   $27   for  1 
needy  adult  in  each 
family. 

$18.  

$30  plus  $30  for  1 
needy  adult  in  each 
family. 

(•)— -  

1  Hearings,  pt.  3,  p.  370. 

2  Effective  date  of  legislation:  The  1935  original  act  was  effective  February  1936,  the  1939  amendments  in 
January  1940,  and  subsequent  amendments  in  October  of  the  year  in  which  enacted. 

'  Maximum  Federal  payment  in  a  fiscal  year,  under  titles  I,  IV,  X,  and  XIV,  $4,250,000. 
*  Maximum  Federal  payment  in  a  fiscal  year,  under  titles  I,  IV,  X,  and  XIV,  $160,000. 
'  The  amendments  expire  Sept.  30, 1954. 
1  No  change. 

As  may  be  observed,  there  is  a  ceiling  placed  on  the  amount  in  which 
the  Federal  Government  participates  and  the  ceiling  is  higher  for  the 
first  child  than  is  the  case  for  any  additional  children.  Moreover, 
the  Federal  participation  has  been  progressively  increased  from  one- 
third  of  the  maximum  of  $18  for  the  first  child  and  of  the  $12  maximum 
for  each  additional  child  provided  in  the  original  act  to  four-fifths  of 
the  first  $15  and  half  of  the  next  $15  for  the  first  child,  the  same  for 
one  needy  adult,  and  four-fifths  of  the  first  $15  and  half  of  the  next  $6 
for  each  additional  child  in  the  family  in  1952.76  The  influence  on  the 
total  cost  resulting  from  the  advances  in  the  participation  formula 
is  indicated  by  the  rise  in  the  average  cash  payment  per  family  for  the 
country  as  a  whole.  This  increase  was  from  $31.74  in  June  1940  to 
$87.10  in  June  1953. 

The  financing  of  aid  to  dependent  children,  like  old-age  assistance, 
has  been  a  joint  effort  between  the  Federal  Government  on  the  one 
hand  and  State  or  State  and  local  governments  on  the  other  hand. 
The  sources  of  Federal  participation  are  identical  with  those  for  old-age 
assistance;  that  is,  from  the  general  funds  of  the  United  States 
Treasury.  Undoubtedly,  a  much  smaller  proportion  of  State  and 
local  financial  support  is  raised  by  means  of  earmarked  taxes.  Thus, 
reliance  is  placed  for  the  most  part  on  appropriations  from  general  State 
and  local  tax  revenues. 

71  For  further  discussion,  see  "Some  Major  Findings,"  an  interim  staff  report  to  the  chairman  (Decem- 
ber 23, 1953),  appendix,  pp.  61-62. 

19  These  maximums  apply  only  to  the  Federal  participation  and  do  not  prevent  any  State  from  making  an 
additional  payment  in  each  case. 


III.  FEDERAL  OLD-AGE  AND  SURVIVORS  INSURANCE 

BENEFITS 

Title  I— Old-Age  Assistance  was  designed  to  meet  the  existing 
problem  of  old-age  dependency.  Title  II — Federal  Old-Age  Benefits 
was  a  program  looking  to  the  future.  This  was  intended  to  be  the 
permanent  program  for  dealing  with  old-age  dependency  and,  thus, 
ultimately  to  take  over  virtually  the  full  load  of  aged  workers.  Title 
IV — Aid  to  Dependent  Children  was,  as  noted  earlier,  concerned 
solely  with  the  problem  of  child  dependency,  arising  from  a  lack  of 
parental  care.  The  amendments  to  title  II  in  1939  extended  its  scope 
to  dependents  of  retired  workers  and  survivors  of  deceased  workers. 
With  this  change,  there  was  a  complete  overlap  of  title  II  with  title 
I  so  far  as  the  classes  of  persons  were  involved,  and  a  partial  overlap 
with  title  IV. 

In  this  chapter,  we  will  present  facts  with  respect  to  basic  changes 
in  title  II  resulting  from  these  amendments.  As  in  the  two  preceding 
chapters,  the  order  of  presentation  will  deal  with  (1)  conditions  of 
eligibility,  (2)  the  nature  of  the  "right"  to  benefits,  (3)  benefits,  and 
(4)  the  costs  and  method  of  financing. 

Conditions  of  eligibility 

To  acquire  a  "right"  to  title  II  benefits,  certain  conditions  of 
eligibility  must  be  met.  These  include  (1)  a  record  of  employment 
in  any  of  the  several  specified  occupations;  (2)  a  minimum  average 
income  in  such  jobs  and  for  a  specified  minimum  amount  of  time;  (3) 
an  age  test;  (4)  for  a  "right"  to  survivor  or  dependents'  benefits,  a 
close  family  relationship;  and  (5)  for  a  person  to  exercise  this  "right" 
to  benefits  over  the  years,  he  must  meet  a  continuing  condition  of 
eligibility  known  as  the  "work  test." 

Coverage. — The  first  and  basic  condition  for  the  building  up  of 
eligibility  for  OASI  benefits  by  an  individual  for  himself  and  mem- 
bers of  his  immediate  family  is  that  of  his  working  in  and  having 
income  from  specified  types  of  employment  and  self-employment  in 
the  United  States  and  its  principal  possessions  (and  outside  the 
United  States,  under  certain  conditions). 

When  any  person  is  engaged  in  employment  and  is  receiving  income 
subject  to  Federal  Insurance  Contributions  Act  taxation,  he  at  least 
is  working  toward  eligibility  for  title  II  benefits.  Whether  he  and 
members  of  his  family  eventually  qualify  for  the  benefits  is  dependent 
upon  their  satisfying  a  number  of  eligibility  conditions,  of  which  an 
essential  one  is  that  the  individual  must  have  earned  a  specified 
minimum  amount  of  income  during  a  qualifying  length  of  time  in 
employment  covered  by  this  program. 

Under  the  original  1935  Social  Security  Act,  when  title  II  was 
known  as  the  Federal  old-age  benefits  system,  the  coverage  extended 
to  a  majority  of  the  wage  and  salary  jobs  in  private  employment  in 
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the  United  States.  It  was  limited,  however,  to  service  of  an  em- 
ployee for  his  employer,  as  differentiated  from  self-employment. 
Types  of  employment  excluded  from  the  coverage  of  the  program 
were  the  following : 77 

1 .  Agricultural  labor. 

2.  Domestic  service  in  a  private  home. 

3.  Casual  labor  not  in  the  course  of  the  employer's  trade  or 
business. 

4.  Maritime  employment. 

5.  Service  in  the  employ  of  the  United  States  Government  and 
its  instrumentalities. 

6.  Service  in  the  employ  of  State  and  local  governmental  units 
and  their  instrumentalities, 

7.  Service  in  the  employ  "of  a  corporation,  community  chest, 
fund,  or  foundation,  organized  and  operated  exclusively  for 
religious,  charitable,  scientific,  literary,  or  educational  purposes, 
or  for  the  prevention  of  cruelty  to  children  or  animals,  no  part 
of  the  net  earnings  of  which  inures  to  the  benefit  of  any  private 
shareholder  or  individual." 

8.  Employment  of  individuals  aged  65  and  over. 

9.  Self-employed. 

Furthermore,  railroad  employees,  for  whom  the  special  railroad 
retirement  system  had  been  established  by  an  act  of  Congress  a  few 
weeks  after  the  passage  of  the  Social  Security  Act,  were  taken  out 
from  under  the  title  II  program. 

In  1939  when  the  Social  Security  Act  was  largely  rewritten  and  the 
old-age  benefits  system  became  the  Federal  old-age  and  survivors 
insurance  benefits  program  (Public  Law  379,  76th  Cong.;,  coverage 
was  expanded  in  some  respects  and  clarified  and  restricted  in  other 
respects.  The  principal  expansions  of  coverage  were  (1)  the  making 
of  employment  of  persons  aged  65  and  over  in  covered  areas  of  em- 
ployment subject  to  and  taxable  under  the  program,  and  (2)  the 
bringing  into  coverage  of  maritime  services  on  American  vessels. 

Along  with  numerous  technical  clarifications  of  the  types  of  em- 
ployment covered  and  not  covered  by  the  title  II  program,  the  1939 
amendments  specifically  excluded  from  coverage  certain  types  of 
service  such  as  that  of  newsboys  under  the  age  of  18,  certain  types  of 
commercial  fishing,  services  of  student  nurses  and  interns  under 
specified  conditions,  and  the  employment  of  a  person  by  his  son, 
daughter,  or  spouse,  or  the  employment  of  a  minor  by  his  parent. 
The  1939  amendments  also  contained  a  new  detailed  definition  of 
excluded  agricultural  labor  and  other  new  definitions  of  excluded 
services  with  respect  to  employment  by  foreign  governments  within 
the  United  States,  services  for  voluntary  employees'  beneficiary 
associations,  and  casual  service  for  nonprofit  associations. 

For  11  years  there  were  no  outright  OASI  coverage  extensions 
(although  wage  credit  rights  were  granted  to  war  veterans  in  a  manner 
that  will  be  described  later).  In  the  Social  Security  Act  Amendments 
of  1950,  the  following  major  occupational  groups  were  covered  by  the 
program,  beginning  in  1951: 

1.  "Regularly  employed"  agricultural  laborers. 

2.  "Regularly  employed"  domestic  workers. 


"  1935  Social  Security  Act:  title  EC,  sec.  210  (b)  and  title  VIH,  sec.  811  (b). 
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3.  Civilian  employees  of  the  Federal  Government,  with  certain 
exceptions,  in  governmental  service  not  already  covered  by  civil 
service  or  other  Federal  retirement  systems. 

4.  Employees  of  State  and  local  governments  not  already  cov- 
ered by  public  retirement  systems,  on  a  permissive  basis,  subject 
to  the  option  of  the  States  and  their  subdivisions. 

5.  Employees  of  nonprofit  religious,  charitable,  educational, 
and  similar  organizations  (exempt  from  income  tax  under  sec. 
101  (6)  of  the  Internal  Revenue  Code),  on  a  permissive  basis, 
subject  to  the  option  of  the  organizations  and  their  employees  by 
a  two-thirds  vote. 

6.  Persons  engaged  in  self-employment,  with  exceptions  as  to 
specified  professions,  the  operating  of  farms,  and  certain  other 
minor  self-employment  classifications. 

In  addition  to  these  major  coverage  expansions,  the  1950  amend- 
ments brought  into  the  program  the  employment  outside  the  United 
States  of  citizens  of  the  United  States  working  as  employees  of  Ameri- 
can employers.  Other  technical  adjustments  of  definitions  of  covered 
employment  were  made. 

From  a  geographical  standpoint,  the  operation  of  the  OASI  pro- 
gram was  extended  in  1950  to  include  Puerto  Rico  and  the  Virgin 
Islands.  With  this  extension,  the  program  was  in  effect,  beginning  in 
1951,  in  all  of  the  continental  United  States,  Alaska,  Hawaii,  the 
Virgin  Islands,  and  Puerto  Rico. 

There  have  been  several  coverage  changes  of  a  special  nature  affect- 
ing war  veterans  and  railroad  employees.  Under  a  1946  amendment 
to  the  Social  Security  Act,  any  person  who  served  in  the  active  military 
or  naval  services  after  September  15,  1940,  and  before  the  date  of 
termination  of  World  War  II  and  had  been  discharged,  other  than 
dishonorably,  after  at  least  90  days  of  service  (or  had  been  discharged, 
because  of  a  service-connected  disability)  was,  in  the  event  of  death 
within  3  years  of  discharge,  treated  as  being  fully  insured  with  an 
average  monthly  wage  of  $160.  The  purpose  of  this  grant  of  insured 
status  was  to  bridge  the  gap  in  respect  to  survivorship  benefits  only 
for  servicemen  until  they  could  earn  title  II-insured  status  in  civilian 
employment. 

In  1950,  a  Title  II  military  service  credit  of  $160  a  month  was 
granted  on  a  month-to-month  basis  for  all  types  of  benefits.  The 
purpose  now  was  to  give  World  War  II  veterans  the  status  they  might 
have  had  if  military  service  had  not  interfered  with  their  employ- 
ment. The  effective  time  period  for  the  granting  of  this  credit  ran 
to  July  24,  1947,  and  in  1952  and  again  in  1953,  further  time  exten- 
sions were  made. 

The  net  effect  of  these  laws  has  been  to  extend  coverage  to  persons 
in  the  Armed  Forces  by  providing  title  II  wage  credits  for  such 
service  through  the  15-year  period  from  September  16,  1940,  to  July 
1955,  and  in  connection  with  which  no  FICA  taxes  are  paid.  Orig- 
inally the  cost  of  these  special  provisions  for  military  service  was  paid 
for  out  of  the  general  funds  of  the  Treasury.  Since  the  extensions 
under  the  amendments  of  1950  and  thereafter,  however,  costs  have 
been  charged  to  the  trust  fund. 

Amendments  dealing  somewhat  indirectly  with  coverage  under 
OASI  of  railroad  workers  came  in  1946  and  1951.  As  has  been 
indicated  previously,  railroad  employment  was  excluded  from  OASI 
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coverage  when  the  railroad  retirement  system  was  created.  Amend- 
ments to  the  Railroad  Retirement  Act  in  1946  and  1951  represented 
steps  in  the  direction  of  coordination  of  railroad  retirement  and 
title  II  benefit  rights  for  persons  with  an  employment  history  under 
the  coverage  of  both  programs. 

The  first  step  was  the  1946  introduction  into  the  railroad  retire- 
ment system  of  survivor  benefits  coordinated  to  a  certain  degree  with 
those  under  title  II.  The  more  significant  step  was  taken  in  1951 
when,  among  other  changes,  it  was  provided  that  for  deaths  and 
retirements  of  persons  with  less  than  10  years  of  railroad  service, 
the  wage  credits  for  railroad  service  after  1936  are  transferred  to  the 
OASI  program  for  utilization  in  the  payment  of  OASI  benefits.  In 
line  with  this  and  other  interlocking  arrangements,  it  is  provided 
that  financial  interchanges  will  be  made  between  the  title  II  and  the 
railroad  retirement  programs  that  will  have  the  effect  of  placing  the 
trust  fund  of  title  II  in  the  same  position  it  would  have  been  in  if 
all  railroad  employment  had  always  been  covered  by  it. 

In  1954,  Congress  again  extended  social  security  so  that  virtually 
universal  coverage  of  jobs  will  be  achieved  beginning  in  1955.  These 
amendments  covered  the  following  occupations: 

1.  Self-employed  farm  operators. 

2.  Self-employed  professionals,  including  architects,  engineers,  ac- 

countants and  funeral  directors. 

3.  Ministers.  Christian  Science  practitioners  and  members  of  most 

religious  orders.  (Persons  in  these  occupations  are  covered 
on  an  individual  elective  basis.) 

4.  State  and  local  government  employees  already  covered  by  a 

retirement  plan,  on  a  permissive  basis,  subject  to  the  options 
of  the  State  and  their  subdivisions. 

5.  Certain  farm  workers  and  domestic  workers  who,  because  of 

the  old  complicated  test  of  "regularly  employed,"  were  un- 
able to  obtain  coverage. 

6.  A  miscellany  of  jobs,  including  fishing  and  related  activities, 

homeworkers,    American   citizens    employed    abroad  by 
American-owned  subsidiaries  incorporated  in  foreign  coun- 
tries, and  certain  civilian  emplo}*ees  of  the  Federal  Govern- 
ment not  under  retirement  systems. 
These  amendments  specifically  exclude  firemen  and  policemen  under 
retirement  plans,  self-employed  lawyers,  and  self-employed  doctors, 
dentists  and  others  in  the  medical  practices. 

Extent  of  coverage,  1955. — In  consequence  of  the  original  1935 
Social  Security  Act  and  subsequent  amendments,  what  is  the  pros- 
pective title  II  coverage  of  employment  and  self-employment  as  of 
1955?  Several  facts  should  be  noted:  Title  II  coverage  follows  the 
job,  rather  than  the  person.  Because  many  people  move  into  and 
out  of  the  labor  force  and  employment,  the  number  who  acquire  wage 
or  self-employment  income  credits  in  covered  jobs  during  the  year 
will  exceed  the  numbers  employed  at  any  one  time.  The  level  of 
covered  employment  and  self-employment  for  next  year  is,  of  course, 
unknown.  The  jobs  specifically  excluded  or  not  included  may  be 
estimated  at  roughly  2.5  millions.  Thus,  if  gainful  employment  in 
1955  averages  68  millions,  the  number  of  covered  jobs  would  aggre- 
gate 65.5  millions. 
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In  connection  with  this  section  on  coverage,  it  should  be  noted 
that  certain  types  of  income  do  not  meet  the  coverage  conditions  of 
eligibility.  For  example,  investment  income  such  as  dividends  and 
interest  (unless  received  by  a  dealer  in  stocks  and  securities),  rentals 
from  real  estate  (unless  received  by  a  real  estate  dealer),  and  gains 
from  the  sale  or  exchange  of  capital  assets  are  not  acceptable  for  OASI 
coverage  purposes.  Hence,  individuals  whose  income  may  be  derived 
entirely  from  such  sources  cannot  thereby  acquire  eligibility  for 
Federal  old-age  and  survivors  insurance  benefits.  It  has  been  noted 
that  self-employment  income  is  not  creditable  if  it  amounts  to  less 
than  $400  in  a  taxable  year  for  an  individual.  But  if  an  individual 
has  both  taxable  wage  income  and  self-employment  income,  the  self- 
employment  income  is  taxable  and  creditable  toward  benefits  only  to 
the  extent,  if  any,  that  the  taxable  wage  income  does  not  reach  the 
annual  taxable  wage  base  limit  of  $4,200.  In  no  instance  is  income  of 
an  individual  in  excess  of  $4,200  a  year  taxable  for  title  II  purposes — 
except  where  he  may  have  been  employed  by  two  or  more  employers  in 
a  year,  in  which  case  the  employee  (but  not  the  employer)  is  entitled 
to  a  refund  for  the  excess  amount  of  taxes. 

Other  conditions  of  eligibility 

The  wage  credit  test. — Eligibility  for  all  types  of  benefits  is  based 
upon  someone's  earnings  record.  In  the  case  of  primary  old-age  bene- 
fits, the  eligibility  is  based  upon  the  individual's  own  earnings  record. 
The  earnings  record  of  the  individual  also  provides  the  basis  for  eligi- 
bility for  benefits  of  his  dependents  and  survivors. 

The  number  of  quarters  of  coverage  standing  to  a  person's  credit  is 
the  key  to  whether  the  wage  credit  test  can  be  met.  A  quarter  of 
coverage  for  a  wage  earner  is  a  calendar  quarter  in  which  he  has  been 
paid  $50  or  more  in  wages  for  services  in  employment  covered  by  the 
social  security  program.  For  the  self-employed  person,  a  quarter  of 
coverage  is  a  calendar  quarter  for  which  he  has  been  credited  with 
$100  or  more  of  self-employment  income. 

No  quarter  after  that  in  which  a  person  died  may  be  a  quarter  of 
coverage.  Where  covered  wages,  paid  to  a  person  in  a  calendar  year 
after  1954,  equal  or  exceed  $4,200,  or  self-employment  income  or  both 
self-employment  income  and  wages  in  a  taxable  year  equal  $4,200, 
each  quarter  having  any  part  falling  in  the  calendar  or  taxable  year 
is  a  quarter  of  coverage. 

To  be  "fully  insured,"  a  person  who  was  living  on  or  after  Septem- 
ber 1,  1950,  must  have  not  less  than  1  quarter  of  coverage,  acquired 
any  time  since  1936,  for  each  2  calendar  quarters  that  have  elapsed 
after  1950  or  after  the  quarter  in  which  he  attained  age  21  (whichever 
is  later)  and  up  to  but  excluding  the  quarter  in  which  he  attained  age  65 
or  died — except  that  he  must  have  a  minimum  of  6  quarters  of  cover- 
age. When  a  person  acquires  40  quarters  of  coverage,  he  is  "fully 
insured"  for  life,  regardless  of  his  employment  experience  thereafter.78 

In  connection  with  the  recent  extension  of  coverage,  the  1954 
amendments  provided  an  alternative  method  of  acquiring  a  "fully 
insured"  status.  The  law  provides  that  anyone  is  "fully  insured" 
at  age  65,  or  at  death,  who  has  continuous  coverage  after  1954,  and 
with  a  minimum  of  6  quarters.  This  is  a  transitional  device,  benefiting 
chiefly  elderly  persons  in  jobs  newly  covered  by  the  1954  amendments. 


78  This  assumes,  of  course,  that  Congress  does  not  change  this  condition  of  eligibility. 
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Under  either  method,  he  has  satisfied  this  condition  of  eligibility,  as 
now  provided  in  the  law.  The  "fully  insured"  status  is  necessary  to 
establish  eligibility  for  old-age  primary  benefits  and  to  give  eligibility 
to  dependents  and  survivors  for  wife's,  widow's,  and  parent's  benefits. 

To  be  "currently  insured,"  a  person  must  have  not  less  than 
6  quarters  of  coverage  during  the  13-quarter  period  ending  with  the 
quarter  in  which  he  died  or  with  the  quarter  in  which  he  became  en- 
titled to  old-age  benefits.  This,  primarily,  is  a  test  of  recent  covered 
employment  experience,  and  the  general  test  of  half  of  the  elapsed 
time  is  not  applicable. 

For  a  person  to  be  eligible  for  a  husband's  benefit,  the  aged  wife 
upon  whose  earnings  the  benefit  is  based,  must  have  been  both  "fully" 
and  "currently  insured"  at  the  time  she  became  entitled  to  her  own  old- 
age  benefit.  Similarly,  the  deceased  wife  must  hive  been  both  fully 
and  currently  insured  at  the  time  of  her  death  to  give  eligibility  for 
benefits  to  a  widower. 

For  eligibility  for  survivor  child's  and  mother's  benefits  and  for 
lump-sum  death  payments,  the  person  upon  whose  earnings  the  bene- 
fits are  based  needs  to  have  been  either  "fully  insured"  or  "currently 
insured". 

The  existing  conditions  for  the  "fully  insured"  status,  as  adopted 
in  1950,  are  identical  in  pattern  to  those  originated  in  1939  except  for  a 
significant  difference  in  the  starting  date  of  the  elapsed  period  during 
which  an  individual  must  meet  the  general  rule  of  being  in  covered 
employment  at  least  half  the  time.  Under  the  1939  amendments,  this 
starting  date  began  with  January  1,  1937.  Under  the  1950  amend- 
ments, the  starting  date  begins  with  January  1,  1951. 

This  change  in  the  starting  date  and  other  eligibility  ramifications 
represent  the  "new  start"  of  the  1950  legislation. 

In  other  words,  prior  to  the  September  1,  1950,  effective  date  of 
the  1950  legislation,  for  a  person  to  establish  eligibility  for  benefits 
for  himself  and  his  survivors  he  had  to  have  at  least  1  quarter  of 
coverage  for  each  2  calendar  quarters  elapsing  between  the  end  of 
1936  and  the  date  of  his  death  or  attainment  of  age  65  (also  a  mini- 
mum of  6  such  quarters  of  coverage).  For  example,  the  person  who 
reached  age  65  or  died  on  August  31,  1950,  had  to  have  at  least  27 
quarters  of  coverage  (unless  he  was  in  early  adulthood)  in  order  to  be 
fully  insured  and  thus  establish  eligibility  for  himself  or  his  survivors — 
since  there  would  have  been  54  full  quarters  elapsing. 

Under  the  "new  start"  provisions  of  the  1950  legislation,  however, 
the  individual  dying  or  reaching  age  65  on  or  after  September  1,  1950, 
needed  only  a  minimum  of  6  quarters  of  coverage,  acquired  any  time 
after  1936,  to  establish  the  fully  insured  status,  as  did  also  the  person 
living  then  who  had  previously  attained  age  65.  Hence,  the  person 
aged  65  or  over,  living  on  September  1,  1950,  or  who  died  on  September 
1,  1950,  needed  only  6  quarters  of  coverage  to  establish  benefit  eligi- 
bility, as  contrasted  to  the  individual  who,  on  the  day  before,  needed 
27  quarters  of  coverage.  This  was  because  the  number  of  quarters 
elapsing  after  the  end  of  1950  was  zero,  and  the  required  minimum  of 
6  quarters  of  coverage  represented  "at  least  half"  of  a  zero  elapse  of 
time. 

It  should  be  noted  that  even  though  an  individual  had  attained 
age  65  prior  to  September  1,  1950,  but  was  still  living,  the  "new  start" 
on  the  basis  of  6  quarters  of  coverage  was  available  to  him.  Similarly, 
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quarters  of  coverage  acquired  after  1950  could  be  utilized  by  sucb 
individuals  as  well  as  previously  acquired  quarters  of  coverage. 

Except  for  tbe  temporary  device  provided  in  the  1954  amendments, 
the  number  of  required  quarters  of  coverage  to  establish  eligibility 
again  becomes  progressively  larger.  In  other  words,  future  bene- 
ficiaries have  to  meet  the  rule  of  having  covered  employment  or  self- 
employment  for  at  least  half  the  time  (up  to  40  quarters)  elapsing 
after  1950.  This  means  that  at  least  40  quarters  oi  coverage  will  be 
needed  to  establish  eligibility  for  retirement  benefits  by  all  persons 
who  attain  age  48  after  1953.  Older  persons  will  require  a  smaller 
number  of  quarters  of  coverage  to  be  eligible  for  the  retirement 
benefits. 

An  illustration  of  one  of  the  effects  of  the  1950  "new  start"  provision 
was  that  as  of  September  1,  1950,  there  were  an  estimated  675,000 
aged  persons  not  previously  eligible  for  benefits  who  became  auto- 
matically eligible  without  having  to  work  any  more  in  covered  employ- 
ment, since  they  already  had  the  necessary  6  quarters  of  coverage.79 

Another  illustration  of  the  workings  of  the  1950  "new  start"  provi- 
sion is  given  by  the  following  quotations 80  from  hearings  of  the 
Subcommittee  on  Social  Security,  the  exchange  being  between  the 
counsel  for  the  subcommittee  and  the  Acting  Director  of  the  Bureau 
of  Old- Age  and  Survivors  Insurance: 

Mr.  Winn.  Suppose  an  individual  had  worked  24  quarters,  or  6  years,  in  covered 
employment,  from  January  1940  to  January  1946,  and  died  on  January  1950  just 
before  reaching  age  65,  would  his  widow,  upon  reaching  age  65,  be  eligible  for  an 
old-age  benefit? 

Mr.  Ball.  No.  In  the  example  you  give  he  would  not  have  met  the  insured 
status  requirement  in  effect  at  the  time  he  died.  He  would  have  been  required 
to  have  26  quarters  of  coverage,  and  he  actually  had  24. 

Mr.  Winn.  Suppose  an  individual  with  exactly  the  same  wage  record,  that  is, 
24  quarters,  or  6  years,  in  covered  employment  from  January  1940  to  January 
1946  died  in  January  1951,  just  before  reaching  age  65,  would  his  widow  upon 
reaching  age  65  be  eligible  for  an  old-age  benefit? 

Mr.  Ball.  Yes. 

Chairman  Curtis.  This  is  by  operation  of  the  1950  amendments,  is  it? 

Mr.  Ball.  Well,  it  is  by  operation  of  the  fact,  Mr.  Chairman,  that  in  the  1950 
amendments  the  cases  of  people  who  had  already  died  prior  to  September  1, 
1950,  were  not  picked  up  and  there  was  really  no  going  back  and  giving  benefits 
to  that  group. 

The  1954  amendments  corrected  this  situation  by  defining  as 
"fully  insured"  any  person  who  died  before  September  1,  1950  and 
after  1939  with  at  least  6  quarters  of  coverage.  All  survivors  of  such 
individuals  are  thereby  eligible  for  survivors  benefits. 

The  broad  general  effect  of  the  "new  start"  provision,  however, 
was  that  at  least  for  the  time  being  it  abbreviated  the  period  of  cov- 
ered employment  or  self-employment  necessary  to  establish  eligibility 
to  benefits  to  a  minimum  of  18  months  and  thus  established  a  minimum 
of  18  months  of  covered  employment  as  the  dividing  line  between 
eligibility  for  benefits  for  many  aged  persons  and  noneligibility  for 
benefits  for  the  some  6  out  of  10  aged  persons  who,  at  the  end  of 
1952,  were  neither  drawing  nor  eligible  for  the  benefits. 

The  thinness  of  the  line  separating  persons  able  to  qualify  for  ben- 
efits with  the  minimum  amount  of  coverage  from  the  some  8  million 
aged  persons  unable  to  qualify  for  primary  or  secondary  benefits  is 
illustrated  by  the  following  exchange  between  the  subcommittee 


l*  Hearings,  pt.  4,  p.  656. 
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counsel  and  the  Acting  Director  of  the  Bureau  of  Old-Age  and  Sur- 
vivors Insurance: 

Mr.  Winn.  Is  it  true  that  as  of  the  end  of  1952,  6  quarters  of  OASI  coverage  or 
18  months  represented  the  minimum  amount  of  service  in  OASI-covered  employ- 
ment or  self-employment  that  was  required  for  a  person  to  be  fully  insured? 

Mr.  Ball.  Yes;  that  is  the  extreme. 

Mr.  Winn.  At  existing  rates  of  taxation  for  OASI  purposes,  the  total  tax  con- 
tributions in  this  instance  would  have  been  $4.50  paid  by  the  employee  and  $4.50 
paid  by  the  employer;  is  that  correct? 

Mr.  Ball.  Yes. 

Mr.  Winn.  May  it  be  concluded,  then,  that  amounts  of  wage  credits  which 
required  the  payment  by  an  individual  of  $4.50  in  taxes  with  the  same  amount 
by  his  employer  could  have  meant  the  difference  between  eligibility  for  minimum 
benefits  of  $25  monthly  and  lack  of  eligibility  for  such  benefits? 

Mr.  Ball.  Yes,  Mr.  Winn,  in  that  extreme  case. 

Mr.  Winn.  Actually,  if  a  person  had  some  coverage  experience  but  lacked  the 
full  six  quarters'  wages,  that  would  have  required  only  a  few  cents  in  taxes,  it 
could  mean  the  difference  between  eligibility  or  lack  of  eligibility  for  benefits; 
is  that  not  correct? 

Mr.  Ball.  Yes. 

Mr.  Winn.  Is  it  also  true  that  for  a  person  at  or  beyond  the  retirement  age  in 
the  latter  part  of  1952,  employment  for  18  months  at  a  level  wage  of  at  least  $300 
monthly  requiring  the  payment  of  $162  in  employer  and  employee  OASI  taxes 
could  have  qualified  the  individual  to  receive  the  maximum  OASI  benefits  of  $85 
per  month? 

Mr.  Ball.  Yes  Mr.  Winn.  You  understand  that  situation  is  only  possible  for 
a  limited  period  of  time;  that,  for  instance,  people  retiring  now,  becoming  65  and 
retiring  now  and  qualifying  on  the  maximum  wages  for  that  6-qi  arter  period 
would  not  get  the  $85.  'That  would  be  down  to  about  $70.81 

The  1954  amendments  contain  a  temporary  "new  start"  provision. 
Anyone  is  "fully  insured"  who  dies  or  retires  after  1954  providing  all 
the  elapsed  quarters  since  that  year  are  quarters  of  coverage,  with  a 
minimum  of  6  quarters  required.  This  is  a  transitional  provision, 
since  anyone  first  covered  by  the  1954  amendments  and  with  subse- 
quent continuous  coverage  who  dies  or  reaches  age  65  in  the  fourth 
quarter  of  1958  or  thereafter  would  be  "fully  insured"  under  the  1950 
"new  start"  provision. 

The  disability  freeze. — The  1954  amendments  added  a  new  provision 
affecting  the  "insured  status"  condition  of  eligibility.  If  a  person 
has  a  "currently  insured,"  "fully  insured"  status,  or  both,  and  be- 
comes totally  disabled  for  an  extended  period,  he  might  over  time 
lose  his  right  to  benefits  for  himself,  his  dependents  or  survivors. 
In  these  amendments  Congress  has  provided  that  a  person  totally 
disabled  could  have  his  "insured  status"  frozen  at  the  time  of  dis- 
ablement. To  qualify  for  this  freeze,  6  of  the  last  13,  and  20  of  the 
last  40  quarters  must  have  been  quarters  of  coverage.  Six  months 
of  total  disability  must  have  elapsed  before  the  person  may  file  for 
an  application  of  disablement.  This  provision  has  been  made  retro- 
active for  all  who  may  have  suffered  extended  total  disability  at  any 
time  since  the  third  quarter  of  1941,  provided  they  are  alive  on 
July  1,  1955,  and  file  a  claim. 

The  age  test. — The  tests  of  eligibility  with  respect  to  age  are  simple. 

An  individual  must  have  attained  age  65  to  be  eligible  for  primary 
old-age  benefits  based  upon  his  own  earnings  records  or  for  husband's, 
widow's,  widower's,  or  parent's  benefits.  For  a  wife's  benefit,  the 
person  must  be  aged  65  unless  she  has  in  her  care  a  child  entitled  to  a 
child's  benefit  on  the  basis  of  her  living  aged  husband's  earnings. 
The  65-year  age  limit  is  applicable  alike  to  both  males  and  females. 
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A  child's  benefit,  based  upon  the  earnings  of  a  deceased  father  or 
mother  upon  whom  he  had  been  dependent  (or  on  the  earnings  of  a 
living  parent  if  the  parent  is  beyond  age  65  and  drawing  primary 
benefits)  is  payable  only  so  long  as  the  child  is  under  the  age  of  18. 

Age  is  not  a  condition  of  eligibility  for  a  mother's  benefit  or  lump- 
sum death  payment.  Similarly,  the  age  at  which  a  covered  worker 
died  makes  no  difference  as  to  the  eligibility  for  benefits  of  his 
survivors. 

It  is  to  be  noted  that  a  widow  without  an  entitled  child  in  her  care 
cannot  be  eligible  for  benefits  until  she  reaches  age  65. 

Marital  status  and  family  relationship  tests. — The  principal  conditions 
with  respect  to  marital  status  and  other  family  relationships  required 
to  meet  one  of  the  conditions  of  eligibility  for  survivors'  or  dependents' 
benefits  under  the  title  II  program  are  summarized  below. 

Wife's  benefits:  The  applicant  must  be  the  wife  of  a  wage  earner 
(used  here  and  hereafter  as  referring  also  to  the  self-employment 
"earner")  who  is  himself  entitled  to  primary  old-age  benefits  on  the 
basis  of  his  own  earnings.  If  she  is  under  age  65,  she  must  have  a 
child  in  her  care  who  is  eligible  for  benefits  on  the  basis  of  the  father's 
earnings.  She  must  be  the  wage  earner's  wife  under  the  laws  of  the 
State  of  his  domicile  and  be  either  (1)  the  natural  mother  of  his  son 
or  daughter,  born  alive  but  not  necessarily  surviving,  or  (2)  have  been 
married  to  him  not  less  than  3  years  prior  to  her  application  for 
benefits.  In  any  event,  she  must  have  been  living  with  the  husband 
at  the  time  her  application  was  filed. 

Husband's  benefits:  The  applicant  must  be  the  husband  of  a  wage 
earner  who  was  currently  insured  as  well  as  "fully  insured"  when  she 
became  eligible  to  primary  old-age  benefits  in  her  own  right;  have  been 
living  with  her  when  he  filed  his  application,  and  have  been  receiving 
at  least  half  of  his  support  from  her  at  the  time  she  became  entitled 
to  her  benefits.  He  must  be  her  husband  under  laws  of  the  State  in 
which  she  is  domiciled  and  also  either  must  be  the  natural  father  of 
her  child,  born  alive  but  not  necessarily  surviving,  or  must  have  been 
married  to  her  for  at  least  3  years. 

Child's  benefits:  The  applicant  must  be  the  unmarried  child  of  a 
wage  earner  who  is  eligible  for  a  primary  old-age  benefit  or  of  a  wage 
earner  who  died  "fully"  or  "currently  insured"  after  December  31, 
1939.  The  child  also  must  have  been  dependent  upon  the  wage 
earner  when  the  application  was  filed  or  when  the  wage  earner  (who 
may  be  either  the  father  or  mother)  died. 

Widow's  benefits:  The  applicant  must  be  the  widow  of  a  wage 
earner  who  died  fully  insured  after  December  31,  1939;  must  have 
been  living  with  the  husband  at  the  time  of  his  death,  and  must  not 
have  remarried  (unless  the  later  marriage  was  annulled).  She  must 
have  been  married  to  the  wage  earner  for  at  least  1  year  preceding 
his  death;  or  be  the  mother  of  his  child,  born  alive  but  not  necessardy 
surviving;  or  have  legally  adopted  his  child  while  she  was  married 
to  him  and  the  child  was  under  18,  or  have  been  married  to  him 
when  they  both  legally  adopted  a  child  under  age  18. 

Widower's  benefits:  The  applicant  must  meet  conditions  as  a 
widower  identical  to  those  outlined  for  widow's  benefits,  plus  the  facts 
that  he  must  have  been  receiving  at  least  half  of  his  support  from  the 
wage  earner  wife  at  the  time  of  her  death  or  at  the  time  she  became 
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entitled  to  primary  benefits  in  her  own  right,  that  she  must  have  been 
both  "fully  and  currently  insured,"  and  that  she  died  after  August  31r 
1950. 

Mother's  benefits:  If  the  applicant  is  the  widow  of  the  wage  earner, 
she  must  not  have  remarried,  must  have  been  living  with  him  at 
the  time  of  his  death,  and  must  have  in  her  care  a  child  of  the  wage 
earner's  who  is  entitled  to  child's  benefits.  If  she  is  the  divorced 
former  wife  of  the  wage  earner,  she  must  have  been  receiving  at  least 
half  her  support  from  her  former  husband,  the  wage  earner,  at  the 
time  of  his  death,  she  must  not  have  remarried  and  she  must  have  in 
her  care  a  child  of  the  deceased  wage  earner  entitled  to  child's  benefits. 

Parent's  benefits:  The  applicant  must  be  the  parent  of  a  wage 
earner  who  died  fully  insured  after  1939;  he  must  have  been  receiving 
at  least  half  his  support  from  the  wage  earner  at  the  time  of  the 
latter's  death,  and  he  must  not  have  married  after  the  wage  earner's 
death.  In  addition,  parent's  benefits  are  n6t  payable  if  the  wage 
earner  (son  or  daughter)  was  survived,  generally  speaking,  by  a  child 
or  spouse  immediately  or  potentially  eligible  for  OASI  benefits. 

The  "work  testy — From  the  inception  of  the  title  II  program,  one 
of  its  basic  concepts  has  been  that  of  conditioning  the  payment  of 
benefits  on  an  individual's  lack  of  employment  income.  As  applied 
to  aged  beneficiaries,  the  "work  test,"  in  effect,  requires  retirement 
as  a  condition  of  eligibility  for  benefits.82 

Beginning  in  1955,  the  "work  test"  provides  that  no  one  who  has 
met  all  other  conditions  for  a  right  to  primary,  dependents,  or  sur- 
vivors benefits  is  eligible  for  benefits  each  month  when  earning  more 
than  $1,200  in  a  year.  This  test  applies  to  earnings  from  employ- 
ment or  self-employment,  whether  covered  by  title  II  or  not,  with 
certain  special  rules  applicable  to  employment  outside  the  United 
States.  Dependents  are  not  eligible  for  benefits,  if  the  "insured 
person"  fails  to  meet  this  retirement  test.  However,  this  ineligibility 
does  not  apply  to  those  months  in  which  the  person  earns  no  more 
than  $80  in  wages,  or  in  which  he  renders  no  substantial  services  in 
self -employment. 

In  the  original  1935  act  there  was  a  prohibition  against  benefits 
being  paid  to  any  person  receiving  wages  in  regular  employment. 
Under  the  1939  amendments,  the  earnings  limitation  was  fixed  at 
$14.99  monthly  in  covered  employment.  It  was  increased  to  $50 
monthly  by  the  1950  amendments  and  $75  monthly  by  the  1952 
amendments.  Beginning  in  1951,  the  "work  test"  was  made  not 
applicable  to  persons  75  or  over,  and  the  1954  amendments  reduced 
the  age  limit  to  72,  after  1954. 

The  original  1935  Social  Security  Act  did  not  provide  for  the  em- 
ployment of  a  person  beyond  the  age  of  65.  Primarily  for  the  purpose 
of  permitting  a  person  beyond  age  65  to  accumulate  earnings  credits 
toward  the  establishment  of  eligibility  for  benefits,  however,  the  1939 
amendments  recognized  covered  employment  of  an  individual  at  any 
age  to  be  acceptable  toward  eligibility.  Such  employment  was  also 
made  subject  to  the  FICA  tax.  This  means  that  those  who  choose 
to  continue  to  work  are  ineligible  and  must  pay  FICA  taxes.  By 
quitting  work,  they  become  eligible — and  of  course  no  longer  pay 
FICA  taxes. 


»J  See  hearings,  pt.  5,  pp.  696-730,  for  statement  and  testimony  on  this  subject. 
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Studies  by  the  Social  Security  Administration  indicate  that  if  the 
"work  test"  as  a  condition  of  eligibility  were  repealed,  the  long-range 
costs  of  the  OASI  program  would  be  increased  by  approximately  15 
percent,  and  in  1954  these  additional  costs  would  aggregate  $1.4 
billions.  These  costs  would  be  incurred  to  pay  benefits  to  those  still 
working. 

This  presentation  on  the  conditions  of  eligibility  may  be  concluded 
by  a  summary  statement  showing  the  eligibility  status  of  the  United 
States  population  aged  14  years  and  over.  The  figures  for  the  end  of 
1952  are  as  follows:  83 


Population  aged  65  and  over   13,  305,  000 


Number  drawing  OASI  benefits   3,  824,  000 

Number  "fully  insured"  1  but  not  drawing  primary  benefits 

(presumably  working)  ,   1,  440,  000 

Number  neither  insured  nor  drawing  benefits   8,  041,  000 


Population  aged  14-64   102,  700,  000 


Number  "fully  insured"  1   61,  900,  000 

Number  "uninsured"  but  with  some  earnings  credited  under 

title  II   22,  700,  000 

Number  with  no  earnings  credited  under  title  II   18,  100,  000 


'  ■A  person  "fully  insured"  means  that  if  he  or  she  had  died  with  that  status,  the  immediate  survivors 
could  receive  title  II  benefits  providing  they  met  the  respective  tests  of  eligibility  as  to  family  relationship, 
age,  and  the  "work  test."  "Fully  insured"  does  not  mean  that  the  individual  so  identified  necessarily  had 
an  eligibility  for  old-age  benefits  that  would  remain  with  him  until  he  reached  age  65. 

It  may  be  observed  that  neither  residence  within  the  United  States 
or  its  possessions  nor  American  citizenship  is  a  condition  of  eligibility 
in  acquiring  a  right  to  benefits.  It  is  for  this  reason  that  we  find  a 
substantial  number  of  aged  and  child  beneficiaries  residing  in  various 
countries  around  the  world.84  However,  if  a  noncitizen  is  to  be 
deported,  he  loses  his  right  to  primary  benefits.  Any  of  his  dependents 
or  survivors,  if  residing  in  a  foreign  country,  lose  their  right  to  benefits. 

The  "right"  to  benefits 

During  the  18  years  in  which  title  II  of  the  Social  Security  Act  has 
been  in  effect,  a  belief 85  has  developed  in  the  minds  of  many  in.  this 
country  that  title  II-  benefits  are  paid  as  the  result  of  a  contractual 
obligation  on  the  part  of  the  United  States  Government.86  Any  such 
obligation  would  of  necessity  confer  upon  the  beneficiary  a  contractual 
right  to  payment  of  the  benefit  specified.87  This  belief  has  been  fos- 
tered to  a  considerable  extent  by  publications  and  other  statements  of 
responsible  officials  of  the  Social  Security  Administration.83 

Testimony  and  other  evidence  in  the  1953  hearings  clearly  es- 
tablished that  there  is  no  contract  involved  in  title  II  of  the  Social 
Security  Act.89  ^Moreover,  it  was  showo  that  section  1104  of  the  act, 

83  See  hearings,  pt.  4,  pp.  478  and  518. 

M  For  further  information,  see  appendix,  pp.  64-65  and  also  hearings,  pt.  2,  pp.  79-188,  and  appendix 
II, p.  1571. 

«  See  hearings,  pt.  6,  pp.  966,  985-992,  and  1010-1013. 

M  Lynch  v.  United  States,  292  U.  S.  571.   See  hearings,  appendix  2,  p.  1419. 

87  Such  oft-repeated  statements  as  "old-age  and  survivors  insurance  is  insurance"  have  doubtless  contrib- 
uted to  this  belief.  It  may  be  observed  that,  whatever  its  structural  similarities  to  "insurance"  as  that 
term  has  been  understood  in  this  country,  title  II  as  now  established  cannot  provide  insurance  protection 
to  any  individual.  Only  through  a  contractual  right  can  the  individual  surely  look  forward  to  the  payment 
of  a  stated  sum  of  money  upon  the  occurrence  of  a  specified  event.  This  is  the  essence  of  insurance  to  any 
individual.   For  further  discussion,  see  appendix,  pp.  70-72. 

!s  That  this  belief  has  been  widely  held  is  indisputable.  For  example,  2  Congressional  committee  minority 
reports  reflect  this  view.  (See  appendix,  pp.  70-72.)  Since  the  insertion  of  a  contractual  right  is  all  that  is 
Required,  Congress  if  it  so  chose  could  consider  the  desirability  of  making  this  program  insurance  in  fact, 
as  weH  as  in  name..  It  should  be  noted,  however,  that  sound  improvements  consistent  with  our  national 
weTPDeTrrg  SrTcTimcult  to  achieve,  if  such  fundamental  misconceptions  are  widespread. 

»«  See  hearings,  pt.  6,  pp.  912-923. 
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by  which  Congress  retained  "the  right  to  alter,  amend,  or  repeal 
any  provision  of  this  act"  at  any  time  had  always  been  contained  in 
the  statute.  Obviously,  no  contractual  obligation  on  the  part  of  the 
Government  and  no  contractual  right  of  a  beneficiary  could  coexist 
with  this  reservation  of  power.  Heretofore,  these  facts  and  their 
implications  have  not,  for  some  reason,  been  conveyed  to  the  public.90 

Once  an  individual  meets  the  conditions  of  eligibility,  he  has  a 
statutory,  conditional  right  to  receive  title  II  benefits.  This  right 
continues  so  long  as  the  statute  creating  the  right  is  in  effect  and  the 
individual  can  exercise  this  right  so  long  as  he  continues  to  meet 
the  conditions  of  eligibility.  The  value  of  this  conditional  right  may 
be  measured  by  the  amount  of  benefits  to  which  he  is  entitled. 

Since  it  is  a  statutory  right,  Congress  may  expand  or  reduce  the 
conditions  of  eligibility  and  also  the  benefit  values  of  the  right.91 
Moreover,  Congress  has  changed  each  of  these  in  both  directions. 
These  changes  in  the  conditions  of  eligibility  and  in  the  benefit  values 
of  the  rights  have  been  retroactive  in  effect.  That  is,  persons  who 
have  been  in  jobs  covered  by  the  act  (and  of  course  have  paid  the 
special  taxes  for  a  number  of  years),  but  were  not  yet  eligible  for 
benefits,  were  affected  thenceforth. 

Some  persons  who  had  already  become  eligible  for  benefits  and  had 
been  receiving  them  have  subsequently  been  affected  favorably,  while 
other  have  been  adversely  affected.  For  example,  the  1939  amend- 
ments prescribed  new  conditions  of  eligibility  extending  a  conditional 
right  to  benefits  to  classes  of  persons  theretofore  not  affected — such 
as  dependent  wives  and  survivors.  The  same  amendments  reduced 
the  prospective  benefit  right  of  some  persons.92 

The  provision  for  lump-sum  benefits  amounting  to  3%  percent  of 
the  worker's  pay  for  the  period  of  covered  employment  was  repealed 
by  these  amendments  and  a  materially  smaller  lump-sum  payment 
substituted  therefor.  Thus,  it  may  be  seen  that  both  the  conditions 
of  eligibility  underlying  the  right  and  the  benefit  value  of  the  right 
itself  were  changed  by  the  1939  amendments,  although  the  character 
of  the  right — statutory  and  conditional — was  not  altered. 

Another  example  of  how  Congress  by  legislative  action  affected  the 
right  to  title  II  benefits  may  be  cited.  It  will  be  recalled  that  a  bene- 
ficiary must  continue  to  meet  one  condition  of  eligibility — that  is 
the  condition  contained  in  the  "work  test."  By  1950  some  persons 
drawing  primary  benefits  had  developed  self-employment  occupations. 
The  1950  amendments  expanded  coverage  to  certain  self-employment 
occupations.  In  1951  these  persons  found  that,  with  the  new  condi- 
tions of  eligibility,  they  no  longer  had  a  right  to  benefits,  although 
they  had  made  no  change  themselves  with  respect  to  their  productive 

•o  See  hearings,  pt.  6,  p.  995. 

e>  Congress  has  reduced  the  value  of  the  statutory  right  in  at  least  two  other  programs.  In  the  Economy 
Act  of  1933,  it  reduced'the  non-service-connected  disability  benefits  to  veterans  by  15  percent — another 
statutory  conditional  benefit  program  (see  48  Stat.  12-14,  sec.  1  (b),  3  (b)).  In  the  1946  amendments  to  the 
Railroad  Retirement  plan,  another  so-called  contributory  social  insurance  program,  Congress  eliminated 
lump-sum  "refund  to  contributors"  benefits,  but  restored  them  in  1948.  In  the  1951  amendments  to 
Railroad  Retirement,  Congress  raised  all  benefits.  However,  it  reduced  the  increase  for  some  30,000 
beneficiaries  also  eligible,  then  or  in  the  future,  to  title  II  benefits.  This  reduction  affected  only  those 
whose  railroad  retirement  benefits  were  based  on  service  prior  to  1937,  but  in  no  case  was  it  to  result  in  a 
benefit  lower  than  received  prior  to  these  amendments.  This  reduction  was  eliminated  retroactivelv  in 
1954. 

82  We  are  here  referring  to  persons  not  married  at  the  time  of  retirement.  This  reduction  in  the  prospective 
benefits  has  been  justified  by  some  by  the  explanation  that  these  individuals  were  subject  to  the  "risk  of 
getting  married,"  and  hence  the  greater  family  benefits  resulted  in  a  more  valuable  right.  This  is,  of  course, 
true  for  those  single  Individuals  who  subsequently  marry  and  have  families.  However,  experience  has 
shown  that  a  substantial  number  of  men  and  women  go  through  life  unwilling  to  swap  single  blessedness  for 
married  bliss.   Such  persons  covered  by  the  1935  act  had  the  benefit  value  of  their  rights  reduced. 
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employment.93  The  only  way  these  persons  could  again  become 
eligible  for  benefits  which  they  had  been  receiving  up  to  this  point  was 
by  changing  their  own  way  of  life — that  is,  by  ceasing  their  productive 
self  employment.94  The  1954  amendments  extended  the  "work  test" 
to  all  earnings  from  any  gainful  occupation.  Beginning  in  1955,  there 
will  be  situations  where  beneficiaries  in  noncovered  work  will  not  have 
a  right  to  benefits  in  the  future — unless  those  earnings  total  $1,200  or 
less  for  the  year. 

Thus,  it  may  be  seen  that  Congress  has  exercised  its  power  contained 
in  section  1104  to  alter  or  amend  any  provision  in  the  Social  Security 
Act.  Presumably  such  changes  have  been  made  to  meet  changing 
social  conditions  as  observed  by  Congress.  However,  such  alterations 
could  not  have  been  made  had  the  underlying  right  of  the  individual 
and  the  obligations  of  the  Government  been  contractual  in  character. 

There  are  some  persons  who  are  devotees  of  the  engaging  semantics 
of  the  "contributory  social  insurance"  philosophy.  These  people 
contend  that  the  special  taxes  are  "contributions"  and  that  by  virtue 
of  having  paid  "contributions"  (FICA  taxes),  or  such  "contributions" 
having  been  made  on  his  or  her  behalf,  a  special  "luster"  is  given  to 
their  underlying  right  to  benefits.  They  argue  that  the  payment  of 
title  II  benefits  to  persons  for  whom  no  "contributions"  (FICA 
taxes)  have  been  paid  would  violate  a  fundamental  principle  of 
"contributory  social  insurance"  and  would  tend  to  destroy  the 
system. 

This  principle  has  already  been  violated  in  the  title  II  program.  For 
example  a  person  who  had  retired  by  1950  and  was  drawing  a  maxi- 
mum primary  monthly  benefit  amounting  to  $45.60  found  his  benefit 
increased  by  the  amendments  in  1950,  1952  and  1954  to  $88.50 — 
a  benefit  increase  of  $42.90  in  connection  with  which  not  1  cent  of 
"contribution"  (FICA  taxes)  has  ever  been  paid.  Another  example 
was  the  payment  of  title  II  benefits  to  persons  who  were  ruled  by 
the  Bureau  of  Old-Age  and  Survivors  Insurance  to  be  employees. 
The  Bureau  of  Internal  .Revenue  however  had  not  collected  any  taxes 
from  them  or  on  their  behalf  because  the  Bureau  employed  a  differ- 
ent definition  of  employee.  It  may  be  noted  that  the  Bureau  of 
OASI  was  upheld  by  the  courts  in  their  interpretation  of  the  term 
"employee"  and  that  such  persons  had  an  enforceable  but  conditional 
right  to  benefits.  Another  example  is  provided  by  the  free  title  II 
wage  credits  to  servicemen.  Some  of  these  individuals  have  already 
retired  and  are  drawing  benefits  although  no  "contributions"  (FICA 
taxes)  have  been  paid  by  them  or  on  their  behalf. 

This  contributory  principle  has  also  been  disregarded  in  railroad 
retirement,  another  so-called  "contributory  social  insurance"  program. 
When  railroad  retirement  initiated  benefits,  payments  were  made  to 
all  retired  railroad  workers  who  had  been  receiving  private  pensions 
from  their  former  employer  railroad  companies.  Benefits  were  also 
paid  to  the  thousands  of  aged  railroad  workers  who  retired  immedi- 
ately after  payments  were  started.  No  "contributions"  (railroad 
retirement  taxes)  had  been  paid  by  or  on  behalf  of  any  of  these 
beneficiaries. 

"  See  hearings,  pt.  6,  pp.  985-992. 

M  Some  have  rationalized  this  by  contending  that  these  individuals  are  building  toward  a  "right"  of 
greater  value.  However,  these  persons  were  over  65  and  receiving  cash  benefits.  Any  person  at  that  stage 
In  life  must  certainly  regard  "a  bird  in  the  hand  to  be  worth  two  in  the  bush." 


40 


SOCIAL  SECURITY  AFTER   18  YEARS 


In  an  endeavor  to  add  more  substance  and  validity  to  this  "right," 
disciples  of  the  "contributory  social  insurance"  philosophy  also  con- 
tend that  the  beneficiaries  have  "bought  and  paid  for"  their  benefits. 
No  supporting  explanation,  evidence,  or  analysis  has  ever  been  forth- 
coming— but  repetition  of  this  slogan  has  gained  many  believers. 

Of  course,  no  one  has  "bought"  anything.  This  was  shown  to  be 
true,  for  example,  in  the  case  of  the  self-employed  primary  beneficiary 
who  no  longer  had  a  "right"  to  benefits  after  January  1,  1951,  while 
he  earned  too  much  in  his  newly-covered  self -employment  occupation. 

If  "paid  for"  relates  to  the  FICA  taxes  paid  by  a  primary  bene- 
ficiary compared  with  his  aggregate  primary  benefits,  the  reader  may 
draw  his  own  conclusions  from  the  facts  presented  below. 

A  man  aged  65  in  1954  with  approximately  $13,000  at  2%  percent 
interest  could,  by  using  some  of  the  capital  and  the  interest  earnings 
on  the  declining  balance,  have  a  $100  monthly  retirement  income  for 
life.  If  he  retired  at  66  a  slightly  smaller  principal  sum  would  be 
required.  And,  if  he  were  to  receive  $108.50,  $85,  $80,  or  $47  monthly 
(the  maximum  primary  benefits  in  this  case  under  the  1954,  1952, 
1950,  and  1939  amendments),  still  other  principal  sums  at  retirement 
would  be  necessary. 

An  employee  at  the  maximum  covered  wage  pays  most  in  FICA 
taxes  in  relation  to  his  scheduled  primary  monthly  benefit.  For 
example,  a  man  at  a  $100  monthly  wage  will  pay  $24  in  FICA  taxes 
in  1955  and  is  scheduled  to  receive  $55  primary  monthly  benefits. 
A  person  at  a  $350  wage  level  will  pay  $84  in  FICA  taxes  in  1955 
and,  according  to  the  present  benefit  schedule,  will  receive  a  primary 
monthly  benefit  of  $108.50.  Over  many  years,  each  will  pay  a 
substantial  total  in  FICA  taxes. 

The  act  has  always  called  for  a  periodic  stepup  in  the  tax  rate. 
Under  the  1939  amendment,  the  highest  tax  rate  would  have  begun 
in  1949  and  under  the  1950  amendment,  in  1970.  Under  the  present 
law,  the  peak  rate  of  4  percent  on  each  employee  and  6  percent  on 
the  self-employed  will  also  be  reached  in  1975.  Thus,  beginning  in 
that  year  a  worker  with  a  $100  monthly  wage  will  pay  $48  a  year, 
while  the  man  with  a  $350  monthly  wage  will  pay  $168  annually,  and 
the  self-employed  $252.  The  scheduled  primary  monthly  benefits  for 
these  persons  are  $55,  $108.50,  and  $108.50,  respectively.  Assuming 
the  FICA  taxes  paid  by  the  individual  at  the  maximum  covered  wage 
level  were  accumulated  for  an  entire  working  life  at  2%  percent  interest 
compounded  annually,  the  figures  below  reveal  that,  under  the  present 
act,  a  youth  of  21  starting  to  work  in  1975  at  the  maximum  covered 
wage  will,  in  46  years,  pay  approximately  the  amount  which  would  be 
required  to  provide  him  $108.50  in  primary  monthly  benefits  for  life 
beginning  at  age  67.  Based  on  the  Standard  Annuity  Table  of 
Mortality,  the  data  below  show  for  the  amendments  of  1939,  1950, 
1952,  and  1954  the  age  at  which  such  an  individual  could  have  retired 
and  the  year  of  retirement,  under  such  conditions. 


1939 

1950 

1952 

1954 

Age  at  retirement..     

67. 97 
1995 

68. 61 
2017 

69. 45 
2018 

67.80 
2021 

Year  of  retirement     
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These  data  clearly  reveal  that  it  will  be  a  good  many  years— in  fact 
more  than  half  a  century — before  the  first  employee  will  have  "paid 
for"  his  primary  benefit,  in  the  sense  that  his  FICA  taxes  accumulated 
at  2%  percent  compound  interest  would  equal  the  "present  value"  of 
his  future  primary  monthly  benefits.  For  the  self-employed  individual 
who  pays  at  a  50  percent  higher  rate,  it  will  be  a  different  story. 

We  are  here  assuming  no  further  congressional  changes  in  the 
scheduled  tax  rates  and  benefits,  and  in  conditions  of  eligibility.  It 
should  be  noted  that,  by  the  amendments  in  1950,  Congress  pushed 
back  this  date  by  22  years — from  1995  to  2017;  in  the  amendments 
2  years  later,  pushed  it  back  another  year;  and  in  1954,  back  three 
more  years.  No  allowance  has  been  made  in  these  calculations  for 
additional  benefits,  if  any,  to  his  dependents  or  survivors. 

Benefits 

The  purpose  of  title  II  of  the  Social  Security  Act  of  1935,  and  as 
amended,  has  been  to  meet  a  social  problem  of  dependency  by  pro- 
viding benefits  to  persons  who  meet  specified  conditions  of  eligibility. 
In  achieving  this  objective,  Congress  has  never  contemplated  making 
these  benefits  large  enough  for  a  recipient  to  live  without  supple- 
mentation from  his  own  resources.  This  supplementation  has  always 
been  envisaged  as  including  an  individual's  home,  invested  savings, 
and  various  kinds  of  old-age  income.95 

Title  II  benefits  have  always  been  conceived  of  as  a  "first  line  of 
defense  against  dependency."  We  will  here  consider  the  benefit 
provisions  under  the  original  act  and  subsequent  amendments. 

The  1985  act. — The  benefits  provided  under  title  II  in  the  original 
act  were  markedly  different  than  those  now  established  in  the  statute 
today.  This  is  true  both  as  to  the  size  of  the  benefits  and  as  to  the 
persons  eligible  to  receive  them. 

Under  the  1935  act  only  retired  workers  covered  by  the  act  were 
•eligible  to  receive  title  II  monthly  benefits.  The  size  of  the  benefits 
was  based  on  the  length  of  the  worker's  covered  employment  and  the 
amount  of  his  covered  wage.  Thus  a  worker  in  covered  employment 
for  10  years  with  a  total  wage  at  the  rate  of  $250  a  month  could,  under 
-the  1935  act,  look  forward  to  benefits  at  age  65  at  the  rate  of  $37.50 
per  month;  a  worker  with  20  years  in  covered  employment  at  the  rate 
of  $250  per  month  would  receive  $56.25  per  month  while  a  worker 
with  40  years  in  covered  employment  whose  wages  during  those  40 
years  were  at  the  rate  of  $250  per  month  would  receive  $81. 25. 96 

The  statute  then  provided  in  cases  where  the  covered  worker  had 
not  received  in  benefits  an  amount  equal  to  VA  percent  of  his  total 
covered  wages  (which  would  always  be  somewhat  more  than  what  he 
had  paid  in  social-security  taxes),  his  estate  would  receive  the  differ- 
ence between  benefits  received  and  that  amount.  For  example,  a 
worker  in  covered  employment  for  10  years  with  total  wages  amount- 
ing to  $30,000  would  have  built  up  a  fund  of  $1,050;  after  20  years 
with  wages  totalling  $60,000  his  fund  was  $2,100;  after  40  years  his 
fund  was  $4,200.  On  the  death  of  any  of  these  workers  before  retire- 
ment, the  estate  would,  of  course,  have  received  an  amount  equal  to 
3%  percent  of  his  total  covered  wages.96 


»« See  hearings,  pt.  6,  p.  939. 
ts  See  hearings,  pt.  5,  p.  832. 
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The  1939  act. — The  amendments  of  1939  made  three  radical  changes 
in  the  benefit  picture  of  title  II.  The  first  was  to  broaden  the  con- 
ditions of  eligibility  to  include  monthly  benefits  for  survivors  and 
dependents  of  workers  with  covered  wage  records.  The  second  related 
to  the  calculation  of  benefits  and  involved  credit  for  a  presumptive 
work  record  for  the  middle-aged  and  older  workers  for  employment 
prior  to  the  time  of  first  coverage.  The  third  important  change  dras- 
tically reduced  the  lump-sum  payment  provision,  so  that  no  individual 
(or  his  estate)  would  receive  an  amount  at  least  equal  to  what  he  had 
paid  in  special  taxes.  A  change  of  lesser  importance  was  the  advance- 
ment of  the  date  for  initiating  monthly  benefit  payments  from  1942 
to  1940. 

By  a  change  in  conditions  of  eligibility,  close  relatives  of  persons 
with  specified  covered  work  records  could  become  entitled  to  monthly 
benefits.  These  relatives  included  the  wife  or  widow  65  years  of  age 
or  over,  the  dependent  children  (under  age  of  18),  the  children  of  a 
deceased  worker  and  their  mother  regardless  of  her  age,  and  dependent 
aged  parents  of  a  deceased  worker  if  there  were  no  surviving  wife  or 
child  under  18.  The  amount  of  benefit  to  any  one  of  these  close 
relatives  was  based  on  the  covered  wage  record  of  the  worker. 

Credit  for  a  presumptive  work  record  prior  to  the  date  of  first 
coverage  was  accomplished  by  the  new  method  of  calculating  the 
primary  benefit.  It  will  be  recalled  that  in  the  original  act  the  benefit 
was  based  on  the  total  covered  wage  record.  Under  the  1939  amend- 
ments the  primary  benefit  was  determined  on  the  basis  of  the  average 
monthly  covered  wage.  Thus  the  assumption  was  made  that  the  wage 
record  of  a  primary  beneficiary  was  the  same  throughout  his  entire 
working  life  as  that  of  his  "average  covered  wage"  for  benefit  purposes. 
Recognition  for  longer  periods  of  actual  coverage  was  retained  through 
increasing  the  benefit  by  a  small  annual  increment  factor.  This 
increment  reflected  the  number  of  years  of  coverage  in  his  work  record. 

The  modification  of  the  lump-sum  arrangement  reflected  a  major 
change  in  the  underlying  principle.  Originally,  the  lump-sum  arrange- 
ment provided  for  the  payment  to  the  estate  of  the  deceased  retired 
worker  an  amount  equal  to  3%  percent  of  his  total  covered  wages  less 
any  old-age  benefits  received .  In  the  case  of  a  worker  deceased  before 
retirement  the  lump-sum  amounted  to  3%  percent  of  the  worker's 
total  covered  wages.  By  the  1939  amendment,  these  lump-sum 
arrangements  were  repealed  and  the  new  arrangement  substituted 
called  for  a  payment  equal  to  6  times  the  calculated  primary  monthly 
benefit. 

Some  downward  adjustments  were  also  made  in  the  benefits  sched- 
uled to  be  paid  in  the  future.  These  reductions  applied  only  to  the 
retirement  benefits  of  single  individuals  who  would  not  become  eli- 
gible for  some  20  to  30  years  or  more.  For  instance,  a  single  worker 
with  40  years  in  covered  employment  at  a  wage  of  $250  a  month 
would  have  received  on  retirement  under  the  1935  act  a  primary  ben- 
efit of  $81.25  a  month.  Under  the  1939  amendment  his  retirement 
benefit  amounted  to  only  $56  per  month.  The  benefits  for  all  workers 
who  would  probably  retire  within  the  ensuing  20  years  were  increased. 
It  should  be  noted  that  these  changes,  both  in  conditions  of  eligibility 
and  in  the  benefit  value  of  the  "right"  to  title  II  benefits,  were  made 
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by  Congress  pursuant  to  its  retention  of  the  power  to  amend,  alter, 
or  repeal  any  provision  of  the  act. 

These  changes  in  benefits  and  eligibility  for  benefits  reflect  a  funda- 
mental shift  in  the  basic  character  of  the  title  II  program.  Origi- 
nally it  involved  monthly  benefits  to  aged  workers  only — benefits 
related  to  the  total  wage  record.  The  1939  amendments  redirected 
the  program  toward  meeting  a  social  problem  of  individual  and  family 
dependency. 

The  1950  amendments. — As  noted  in  preceding  sections,  the  1950 
amendments  dealt  with  broadened  coverage,  liberalized  other  condi- 
tions of  eligibility  to  benefits,  and  raised  benefits.  The  amounts  of 
benefits  for  all  those  on  the  rolls  by  the  end  of  1950  were  increased,  on 
the  average,  by  77.5  percent  in  response  to  the  large  rise  in  the  cost  of 
living  since  1939.  A  new  benefit  schedule  on  a  somewhat  higher  plane 
was  established  for  those  whose  covered  earnings  occurred  for  the  most 
part  or  entirely  after  1950.  The  lump-sum  benefit  was  reduced  to 
equal  three  times  the  primary  benefit. 

The  1952  amendments. — An  across-the-board  increase  in  the  benefit 
schedules  was  provided  in  the  amendments  of  1952.  These  increases 
are  attributable  to  a  further  rise  in  the  cost  of  living  during  the  period 


The  1954  amendments. — Benefits  to  all  beneficiaries  were  again 
raised  beginning  in  September  1954.  Increases  in  primary  benefits 
ranged  from  $5  to  $13.50. 

It  should  be  recognized  that  the  increases  in  1950  and  1952  and 
1954  again  reflect  the  fundamental  character  of  the  title  II  program 
as  one  focused  on  the  social  problem  of  dependency  arising  either  from 
a  person  reaching  old  age  when  he  presumably  can  no  longer  support 
his  dependents  and  himself  by  working,  or  from  loss  of  income  of  the 
breadwinner  through  death. 

Amount  of  benefits. — All  benefits  97  are  determined  on  the  basis  of  a 
primary  benefit — that  is  the  benefit  calculated  in  relation  to  the 
covered  worker's  wage  record.  In  computing  the  average  earnings 
record,  as  many  as  5  years  of  low  or  zero  earnings  may  be  dropped 
out.  Periods  of  total  and  extended  disability  are  also  disregarded  in 
calculating  the  average  earnings  record.  This  provision  was  inserted 
so  that  one's  old  age  or  survivor's  benefits  would  not  be  reduced  on 
account  of  periods  of  zero  earnings  when  disability  prevented  the 
individual  from  working  and  maintaining  his  earnings  record.  The 
primary  benefit  is  equal  to  55  percent  of  the  first  $110  of  average 
covered  monthly  wage  plus  20  percent  of  any  additional  amount  up  to 
and  including  $240,  with  a  minimum  of  $30.  The  maximum  family 
benefit  is  $200  or,  if  lower,  80  percent  of  the  average  wage  (but  in  no 
case  is  the  maximum  lower  than  $50,  or  1%  times  the  primary  benefit, 
whichever  is  smaller.  The  minimum  family  benefit  is  $30).  The 
present  schedule  of  benefits  for  dependents  or  survivors  is  as  follows : 
For  an  aged  wife   Vi  the  primary  benefit. 


1950-52. 


For  an  aged  husband  

For  a  child's  benefit  (parents  living) 


y%  the  wife's  primary  benefit. 
\'i  the  primary  benefit. 


"  The  Bureau  of  Internal  Revenue  has  ruled  that  title  II  lump-sum  payments  and  also  monthly  benefits 
are  not  subject  to  Federal  income  taxes.  For  further  information,  see  hearings,  pt.  6,  pp.  970-975. 
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For  an  orphaned  child  (no  other  children)  _  _ 
For  each  of  2  or  more  orphaned  children  

Aged  widow's  benefit  

For  aged  widower  

For  a  widowed  mother  (with  1  or 

more  children  under  18). 
For  an   aged   parent   (no  closer 

relatives  living). 
Lump-sum  payment  


%  the  primary  benefit. 
Vi  the  primary  benefit  plus  M  pri- 
mary amount  among  all  children. 
%  primary  benefit. 
%  of  the  wife's  benefit. 
3/a  the  primary  benefit. 

%  the  primary  benefit. 

3  times  the  primary  benefit,  and 
with  a  maximum  of  $255. 


When  title  II  monthly  benefits  were  initiated  in  1940,  and  at  the 
end  of  the  year,  222,000  were  receiving  benefits  at  a  rate  of  $4  million 
a  month.  The  data  below  show  for  the  month  of  December  1952 
the  various  classes  of  monthly  beneficiaries  and  the  amount  of  their 
benefits  for  December  1953.   These  data  are  as  follows:  98 


Old-age  (primary)   

Aeed  wife  or  husband  (secondary). 
Widow's  or  widower's  (secondary) 

Parent's  (secondary)  

Mother's  (secondary)  

Chili's  (secondary)  

Total    


Beneficiaries 
(in  thou- 
sands) 


The  data  in  the  table  below  show  the  distribution  of  benefit  pay- 
ments to  persons  according  to  their  age.  As  may  be  observed,  the 
share  of  total  disbursements  going  to  aged  recipients  has  increased 
from  73  percent  in  1940  to  an  estimated  83  percent  in  1953. 

Amount  and  percent  distribution  of  OASI  monthly  benefits  paid,  by  selected  age 
groups  and  by  calendar  year,  1940-53  1 

[Amounts  in  millions] 


Amount  and  percent  of  total  annual  benefits  paid  to  or  on  behalf  of  individuals  by  age 


Calendar  year 

Total 

65  years  and  over 

18-64  years 

Under  18  years 

Amount 

Percent 

Amount 

Percent 

Amount 

Percent 

Amount 

Percent 

1940  

$28.9 

100 

$21.2 

73.4 

$3.0 

10.3 

$4.7 

16.3 

1941  

80.6 

100 

57. 1 

70.8 

8.9 

11.0 

14.7 

18.2 

1942   

122.0 

100 

85.2 

69.8 

13.4 

11.0 

23.4 

19.2 

1943...   

155.0 

100 

106.3 

68.6 

16.8 

10.8 

31.9 

20.6 

1944  

196.0 

100 

133. 0 

67.9 

21.0 

10.7 

41.9. 

21.4 

1945   

261.6 

100 

177.5 

67.9 

28.0 

10.7 

56. 1 

21.4 

1946  

360.  4 

100 

257.9 

71.6 

33. 1 

9.2 

69.4 

19.2 

1947   _.. 

452.9 

100 

336.0 

74.2 

35.3 

7.8 

81.6 

18.0 

1948  

543.  6 

100 

414.0 

76.2 

37.7 

6.9 

91.9 

16.9 

1949  

655.9 

100 

513.8 

78.3 

40.  2 

6.  1 

101.9 

15.6 

1950.   

1.018.  1 

100 

810.  6 

79.6 

52.6 

5.2 

154.9 

15.2 

1951...  

1,884.5 

100 

1.517.6 

80.5 

85.7 

4.5 

281.2 

14.9 

1952   .  

2,  229.  0 

100 

1,  808.  2 

81.1 

97.0 

4.4 

323.  7 

14.5 

1953  2   

2,  907.  5 

100 

2.  406.  2 

82.7 

115.7 

4.0 

385.  5 

13.3 

1  Amount  of  monthly  benefits  certified  for  payment. 

2  Estimated  at  twice  the  amount  of  monthly  benefits  certified  for  payment  January-June,  1953. 
Source:  For  data,  see  hearings,  appendix  I,  table  107,  p.  1107. 


"  Data  are  from  Social  Security  Bulletin,  September  1954.  p.  62.  In  June  1954,  the  number  of  bene- 
ficiaries aggregated  6,468,777  and  the  benefits  paid  in  that  month  totaled  287.7  millions. 
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The  map  on  page  45  shows  the  aged  population,  the  number  of 
aged  recipients  of  title  II  benefits,  and  the  estimated  amount  received 
during  1952  by  States.  Measuring  the  size  of  States  by  their  aged 
population,  a  comparison  reflects  in  part  the  result  of  coverage  exclu- 
sions, particularly  with  respect  to  agricultural  areas.  For  example, 
Michigan  with  an  aged  population  of  497,000  is  somewhat  smaller  than 
Texas  with  557,000.  However,  171,000  of  the  aged  of  Michigan  were 
receiving  title  II  benefits  amounting  to  roughly  $83  million  in  1952 
whereas  Texas  had  only  104,000  aged  beneficiaries  who  received  about 
half  as  much  as  those  in  Michigan.  Other  comparisons  between 
industrial  and  agricultural  States  would  show  like  contrasts. 

Benefit  anomalies. — The  attention  of  the  public  has  been  called  to 
various  apparently  anomalous  benefit  situations.  For  example,  con- 
siderable criticism  has  been  made  with  respect  to  the  benefit  treatment 
of  aged  wives.  One  aged  wife  with  no  covered  wage  record  of  her  own 
draws  a  benefit  equal  to  half  of  her  aged  husband's  primary  benefit  or 
three-fourths  of  that  benefit  if  her  husband  has  died.  In  comparison, 
another  aged  wife  with  her  own  covered  wage  record  has  a  "right" 
to  a  benefit  based  on  her  husband's  wage  record  or  on  her  own,  which- 
ever yields  the  larger  benefit,  but  she  is  not  entitled  to  both — although 
she  herself  has  paid  FICA  taxes. 

Another  seemingly  anomalous  situation  is  the  comparative  treat- 
ment of  those  retiring  on  the  basis  of  6  quarters  of  coverage  with  those 
who  have  had  a  much  longer  covered  wage  record.  The  criticism  is 
based  on  the  much  smaller  amount  of  taxes  paid  by  the  former  as 
compared  to  that  paid  by  the  latter.  Other  apparently  anomalous 
situations  could  be  presented.  However,  as  we  will  observe  later, 
these  criticisms  are  rooted  in  a  fundamental  misconception  as  to  the 
character  of  this  program.  (See  pp.  38-40  and  53.)  Title  II  itself 
is  a  program  for  distributing  social  benefits  to  selected  classes  of  per- 
sons who,  presumably,  are  unable  to  support  themselves  by  working. 

Financing  and  costs 

There  have  been  special  taxes  associated  with  the  title  II  program 
ever  since  the  passage  of  the  Social  Security  Act  of  1935.  In  the 
original  act,  the  taxing  authority  was  contained  in  title  VIII  and  was 
called  "Taxes  With  Respect  to  Employment".  In  the  1939  amend- 
ments, the  taxing  authority  was  placed  in  the  Internal  Revenue  Code 
and  was  renamed  the  "Federal  Insurance  Contributions  Act."  When 
coverage  was  extended  to  many  of  the  self-employment  occupations 
in  1950,  the  taxing  authority  in  connection  with  these  jobs  was  placed 
in  a  new  chapter  of  the  Internal  Revenue  Code  and  entitled  "Tax 
on  Self -Employment  Income." 

Two  taxes  have  been  related  to  employees  in  coverecLjobs —  one  at  a 
specified  rate  on  gross  wage  or  salary  income  of  the  worker,  and  an 
excise  tax  on  the  employer  with  a  rate  equal  to  that  paid  by  the 
employee.  The  tax  on  those  persons  in  self-employment  occupations 
is  levied  at  a  specified  rate  of  the  self-employment  net  income,  as 
such  income  is  determined  according  to  the  Internal  Revenue  Code. 
This  rate  is  50  percent  higher  than  that  on  the  employee.  Until 
1951,  the  maximum  gross  wage  or  salary  income  subject  to  the  tax 
was  $3,000  per  year.  In  1951,  the  maximum  wage,  salary,  or  self- 
employment  income  subject  to  the  tax  was  increased  to  $3,600  per 
year,  and  has  been  raised  to  $4,200  beginning  in  1955. 
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The  graduated  increase  in  the  tax  has  always  been  contained  in  the 
law.  The  1935  act  and  the  1939  amendments  called  for  a  periodic 
rise  in  the  rate,  reaching  a  peak  in  1949  of  3  percent  on  the  employee 
and  on  the  employer.  Owing  to  a  change  in  basic  policy,  the  increases 
scheduled  during  the  1940's  were  not  allowed  to  go  into  effect. 

In  1950,  the  rate  was  increased  from  the  level  then  prevailing  of  1 
percent  on  the  employee  and  on  the  employer  to  1%  percent  on  each. 
The  present  act  calls  for  periodic  advances  in  this  rate,  rising  ulti- 
mately in  1975  to  4  percent  on  the  employee  and  on  the  employer, 
and  to  6  percent  on  the  self-employment  income. 

The  receipts  from  these  and  all  other  taxes  and  from  borrowings 
have  flowed  into  the  general  funds  of  the  United  States  Treasury. 
The  law  now  provides  for  an  automatic  annual  appropriation  from  the 
general  funds  to  the  Federal  old-age  and  survivors  insurance  benefits 
trust  fund  in  the  amounts  equal  to  the  FICA  taxes  collected.  All 
benefit  payments,  and  the  costs  of  collecting  these  special  taxes  and 
of  administering  title  II  are  met  from  the  trust  fund.  The  managing 
trustee  is  directed  to  "invest  such  portions  as  is  not,  in  his  judgment, 
required  to  meet  current  withdrawals." 99 

These  investments  must  be  made  in  interest  bearing  United  States 
Government  obligations.  The  Board  of  Trustees  is  directed  to  notify 
Congress  when  it  believes  that  the  fond  "*  *  *  will  exceed  3  times  the 
highest  annual  expenditures  anticipated  during  that  5-fiscal-year" 
and  whenever  it  believes  "*  *  *  that  the  amount  of  the  trust  fund  is 
unduly  small  *  *  V1 

The  legal  directive  with  respect  to  notification  of  Congress  as  to  the 
prevailing  or  prospective  size  of  the  trust  fund  reflects  a  change  in 
basic  policy.  Until  the  amendments  of  1939,  the  Congress  had  en- 
visaged a  gradual  increase  in  the  trust  fund  to  a  magnitude  in  the 
neighborhood  of  $47  billion  during  the  ensuing  4  decades  or  so.  In 
1939,  this  policy  was  revised  so  that  there  would  be  a  more  gradual 
growth  in  the  trust  fund  to  a  more  moderate  size.  Thus,  it  may  be 
seen  that  although  the  system  is  currently  on  more  than  a  breakeven 
basis,  the  Congress  contemplates  a  trust  fund  which  will  be  more  in 
the  nature  of  a  contingency  fund.  That  is,  in  good  times  there  will 
be  accretions  to  the  fund.  In  other  years  there  may  be  some  decrease 
owing  to  an  unforeseen  rise  in  costs  and  also  to  a  decline  in  FICA  tax 
receipts  and,  hence,  in  appropriations  to  the  fund. 

The  trust  fund  has  been  operating  for  18  years  with  special  taxes 
collected  since  January  1,  1937,  and  monthly  benefits  paid  since 
January  1,  1940.  The  chart  on  page  48  shows  the  financial  status 
of  the  trust  fund  after  16  years. 

This  chart  shows  a  total  of  $23.8  billion  has  been  collected  by  the 
United  States  Treasury  in  taxes  associated  with  this  program,  and 
an  equal  amount  appropriated  to  the  trust  fund.  During  this  period, 
98  million  persons  have  paid  a  total  of  $11.9  billion  in  taxes  and2 
employers  have  paid  virtually  a  like  amount. 


»  Sec.  201  (c). 
i  Sec.  201  (d)  (3). 

•  Detailed  data  show  that  the  self-employed  had  paid  an  estimated  $207  million  in  the  2  years  of  cover- 
age 1951-52.   See  hearings,  pt.  5,  p.  762. 
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By  the  close  of  1952,  an  aggregate  of  $26.1  billion,  including  $2.3 
billion  of  interest  credited,  has  been  appropriated  to  the  trust  fund. 
As  of  December  31,  1952,  the  fund  aggregated  $17.4  billion,  which 
means  that  roughly  $8.6  billion  has  been  paid  out.  Of  this  amount, 
a  little  more  than  $8.0  billion  represents  benefit  payments  and  $0.6 
billion  administrative  costs. 

Looking  at  the  chart,  we  find  that  2.6  million  individuals  who  have 
paid  M  total  of  $356  million  in  FICA  taxes  were  currently  receiving 
primary  benefits.  By  the  end  of  1952,  they  had  received  $3.7  billion 
in  benefits.  Another  8  million  individuals  had  paid  $460  million  in 
taxes.  Some  of  these  have  died,  others  are  not  currently  drawing 
benefits.  However,  7.8  million  persons  had  drawn  $4.4  billion  in 
benefits  as  a  result  of  the  covered  wage  records  of  these  8  million  tax- 
payers. It  was  estimated  that  all  those  on  the  beneficiary  rolls  on  De- 
cember 31,  1952,  would,  assuming  an  average  life  expectancy,  draw  an 
additional  $21.8  billion  in  benefits.  The  future  benefits  of  $21.8  bil- 
lion to  those  on  the  rolls  at  the  end  of  1952  may  be  compared  with  the 
$17.4  billion  trust  fund. 

The  excess  of  these  benefit  commitments  over  the  size  of  the  trust 
fund  reveals  the  present  nature  of  this  program.  That  is,  it  is  a  pro- 
gram in  connection  with  which  those  with  jobs  in  their  productive 
years  and  employers  pay  taxes  chiefly  to  provide  the  funds  for  current 
benefits  to  aged  beneficiaries  and  other  eligible  survivors.  Since  this 
program  has  been  conceived  in  perpetuity,  this  means  the  present 
individual  taxpayers  may  anticipate  that  in  their  old  age  those  persons 
then  in  their  productive  years  would  do  likewise. 

The  long-run  objective  of  the  program  has  been  to  have  universal 
coverage  of  all  jobs  and  virtually  all  the  aged  and  survivors  eligible 
(unless  earning  too  much  in  wages,  salaries,  or  self-employment  in- 
come) for  benefits,  either  as  primary  or  as  secondary  beneficiaries. 
It  is,  therefore,  of  interest  to  consider  briefly  the  1954  status  of  the 
program  in  this  respect.  Approximately  80  percent  of  all  workers 
are  in  jobs  covered  by  this  program  and,  thus,  are  paying  special 
taxes — with  matching  taxes  from  the  employers.  A  large  propor- 
tion of  the  self-employed  are  also  covered  and  paying  FICA  taxes. 
However,  only  30  percent  of  the  aged  are  eligible  and  drawing  bene- 
fits.3 Were  there  universal  coverage  of  all  jobs  in  1954  with  taxes 
levied  at  the  present  2  percent  rate  on  both  employees  and  employers, 
and  3  percent  on  the  self-employed,  the  total  amount  appropriated  to 
the  trust  fund  would  be  in  the  neighborhood  of  $6.5  billion.  Another 
half  billion  dollars  would  represent  interest  credited.  But  with  vir- 
tually all  aged  and  dependent  survivors  eligible  and  drawing  benefits, 
title  II  disbursements  would  aggregate  roughly  $8  billions.4 

This  excess  of  benefit  costs  in  relation  to  tax  receipts,  if  the  system 
were  mature,  may  be  compared  with  what  we  may  actually  expect  in 
1954.  Estimated  benefits  will  aggregate  in  the  neighborhood  of  $3.6 
billion,  and  appropriations  to  the  fund,  resulting  from  FICA  tax 

3  Approximately  another  15  percent  would  be  eligible  were  it  not  for  the  fact  that  they  or  their  spouses  are 
still  working. 

4  We  are  here  assuming  the  same  distribution  of  all  aged  by  amounts  of  monthly  benefits  as  obtained  for 
those  actually  receiving  benefits  in  1952.   (See  hearings,  appendix  I,  pp.  1029-1036.) 
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collections,  will  approximate  $5.2  billion.  Interest  credited  would 
amount  to  a  half  billion  dollars.  In  other  words,  with  taxes  collected 
from  or  on  behalf  of  80  percent  of  the  workers  and  with  benefits  paid 
only  to  some  30  percent  of  the  aged  and  40  percent  of  the  unremarried 
widows  with  their  dependent  children  and  the  children  whose  fathers 
had  died,  there  will  be  a  $2.1  billion  excess  of  appropriations  over 
benefit  costs.  But  it  is  this  excess  which  gives  a  misleading  impression 
as  to  the  ultimate  relative  cost  burden — when  virtually  all  retired 
aged,  dependents,  and  survivors  are  drawing  benefits. 


IV.  THE  UNDERLYING  PRINCIPLES  OF  PUBLIC  ASSISTANCE 

AND  TITLE  II 


In  the  three  preceding  chapters,  we  have  presented  facts  with  respect 
to  the  old-age  assistance,  the  aid  to  dependent  children,  and  the  Fed- 
eral old-age  and  survivors  insurance  benefits  programs.  We  have  also 
reported  the  more  important  statutory  modifications  and  alterations 
during  the  period  1935  through  1954. 

In  this  chapter,  we  will  reexamine  the  underlying  principles  of  the 
two  assistance  programs,  old-age  assistance  and  aid  to  dependent 
children,  on  the  one  hand,  and  of  Federal  old-age  and  survivors  insur- 
ance benefits,  the  title  II  program,  on  the  other,  in  order  to  reveal  the 
fundamental  similarities  and  contrasts.  In  the  light  of  this  com- 
parison, we  will  thus  see  where  we  stand  today  with  respect  to  social 
security  for  the  aged,  survivors,  and  needy  dependent  children — and 
be  better  able  to  decide  what  should  be  done,  and  what  can  be  done. 

In  making  this  comparison,  attention  will  be  centered  on  four  funda- 
mental questions: 

1.  Are  there  basic  similarities  or  differences  in  the  character  of 
the  right  to  cash  benefits  under  old-age  assistance  and  aid  to  de- 
pendent children  as  compared  with  that  under  title  II? 

2.  Are  there  basic  similarities  or  differences  in  the  conditions 
of  eligibility  which  must  be  met  to  acquire  these  rights? 

3.  Is  there  a  basic  similarity  in  the  purpose  which  these  benefits 
are  designed  to  serve? 

4.  Have  the  costs  of  these  two  programs  been  financed  in  a 
relatively  similar  manner? 

The  first  three  questions  are  inextricably  interrelated.  The  right  to  a 
benefit  can  be  acquired  only  by  meeting  certain  conditions  of  eligibility. 
The  right  itself  would  be  meaningless  unless  there  is  a  right  to  some- 
thing of  value — in  this  case,  cash  benefits. 

The  right  under  both  of  the  programs,  old-age  assistance  and  aid  to 
dependent  children,  is  established  by  statute  and  is  conditional 
In  the  chapter  on  old-age  assistance,  the  wide  differences  in  the 
understanding  by  segments  of  the  public  and  by  welfare  officials  of  the 
nature  of  the  right  to  assistance  were  revealed.  To  avoid  any  am- 
biguity or  confusion,  the  following  testimony  from  the  hearings  in  1953 
is  quoted. 

Mr.  Winn  (Chief  Counsel).  Miss  Goodwin,  we  have  seen  numerous  excerpts 
from  articles  and  other  writings  in  which  the  word  "right"  is  used  in  connection 
with  old-age  assistance  payments.  Can  you  tell  me  what  the  policy  of  the  Bureau 
of  Public  Assistance  has  been  as  to  the  matter  of  the  payments  of  these  public- 
assistance  cash  payments  as  a  matter  of  right? 

Miss  Goodwin  (Associate  Director,  Bureau  of  Public  Assistance).  As  you 
know,  the  old-age  assistance  and  old-age  insurance  programs  had  their  birth  in  the 
same  kind  of  planning,  and  except  for  the  accident  of  what  employment  is  covered 
in  the  insurance  program,  the  people  are  very  much  the  same. 

We  have  said  on  many  occasions  that  we  believe  that  when  an  assistance  pro- 
gram is  established  by  law  setting  forth  its  eligibility  conditions,  persons  who  meet 
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those  eligibility  conditions  and  continue  to  meet  them  have  a  right  to  receive 
assistance  and  not  be  subject  to  the  judgment  or  whims  of  individuals  within  the 
program.  If  other  conditions  are  to  be  imposed,  they  should  be  imposed  as  part 
of  the  law  or  the  policy  and  regulations  of  the  agency,  and  not  on  a  basis  which 
is  individually  applied.  It  is  in  that  sense  a  conditional  right.  It  is  the  right  to 
receive  in  accordance  with  the  rules  and  regulations  of  the  State. 

******* 

Mr.  Mills  (subcommittee  member).  In  other  words,  the  right  that  may  exist 
under  State  law  actually  is  prompted  by  Federal  law,  though  there  is  not  a  right 
under  Federal  law  individually? 

Miss  Goodwin.  The  State  would  have  to  meet  this  requirement  of  offering  an 
opportunity  for  a  fair  hearing  in  order  to  qualify  for  Federal  law.  Many  States' 
laws  contain  that  kind  of  provision  and  have  the  same  meaning  quite  independent 
of  the  Federal  act. 

Mr.  Mills.  I  asked  the  question,  Mr.  Chairman,  because  I  have  been  under  the 
impression  for  some  time  that  the  applicants,  the  people  within  a  State,  and 
perhaps  some  State  administrators  of  the  program,  proceed  on  the  basis  that  there 
is  a  right.  I  had  never  so  interpreted  the  matter  as  constituting  a  statutory  right. 
However,  as  I  think  of  the  Federal  statute  setting  up  conditions  under  which 
State  plans  must  be  approved,  it  would  seem  rather  clear  on  second  thought  that 
those  State  laws  would,  in  order  to  qualify  the  State  for  Federal  assistance,  have  to 
provide  some  degree  of  right,  at  least  a  conditional  right,  certainly  a  statutory  type 
of  right,  to  this  assistance  if  he  is  eligible  under  the  law.5 

The  "right"  under  title  II  is  statutory  and  conditional 

In  chapter  III,  we  indicated  the  widely  held  misconception  with 
respect  to  the  right  to  a  benefit  in  this  program  and  also  presented  the 
facts  bearing  on  this  issue.  The  following  colloquy  between  the  sub- 
committee chairman  and  the  former  Commissioner  for  Social  Security 
occurred  in  the  1953  hearings: 

Chairman  Curtis.  The  individual  who  perhaps  was  21  years  of  age  in  1937 
and  who  has  been  in  covered  employment  since  then,  since  1937,  and  will  have  to 
continue  to  pay  these  taxes  until  he  is  65,  has  no  contract?    Is  that  your  position? 

Mr.  Altmeyer.  That  is  right. 

Chairman  Curtis.  And  he  has  no  insurance  contract? 

Mr.  Altmeyer.  That  is  right. 

Chairman  Curtis.  It  is  a  statutory  right? 

Mr.  Altmeyer.  It  is  a  statutory  right  enforceable  by  law.6 

These  statutory  rights  can  be  changed  at  any  time  by  legislative  action 

As  we  indicated  in  the  chapters  on  old-age  assistance  and  aid  to 
dependent  children,  State  legislatures  have  changed  some  conditions 
of  eligibility  to  make  them  more  restrictive  than  formerly  and  have 
thus  in  effect  extinguished  the  rights  of  certain  individuals.  Similarly, 
the  conditions  of  eligibility  under  title  II  have  been  changed  and,  thus, 
have  terminated  the  "rights"  of  some  individuals.  The  benefit  value 
of  the  "rights"  has  been  increased  in  most  cases — but  it  has  also  been 
reduced. 

Mr.  Altmeyer.  *  *  *  Now,  the  question  of  whether  it  is  a  contractual  right 
or  a  noncontractual  right  is  immaterial  and  unimportant,  so  long  as  it  is  statutory 
right,  enfoi  ceable  by  law,  and  not  subject  to  the  whim  or  caprice  of  any  political 
body  or  administrative  official. 

Chairman  Curtis.  Now,  a  statutory  right  can  be  changed  by  the  duly  con- 
stituted elected  body,  can  it  not? 

Mr.  Altmeyer.  It  certainly  can.7 

As  was  noted  earlier,  the  amendments  of  1950  terminated  the  right 
to  receive  title  II  benefits  by  those  then  receiving  them  but  who,  after 
retirement,  had  developed  a  profitable  self-employment  occupation. 

6  Hearings,  pt.  3,  pp.  421-422. 
6  Hearings,  pt.  6,  p.  918. 
'  Hearings,  pt.  6,  p.  919. 
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The  statutory  "right"  of  a  person  to  receive  benefits  under  either  type  of 
program  does  not  depend  upon  a  previous  record  of  having  paid  any 
kind  of  tax 

We  noted  above  (see  pp.  21  and  26)  that  the  assistance  programs 
are  financed  in  part  by  Federal  appropriations  from  the  general  funds 
of  the  United  States  Treasury,  and  in  a  number  of  States  by  appro- 
priations from  general  tax  revenues.  It  is  true  that  in  a  few  States 
there  are  taxes  earmarked  for  the  financial  support  of  public  assistance. 
However,  no  applicant  is  obliged  to  show  payment  of  any  tax  in  order 
to  receive  public  assistance  benefits. 

In  the  case  of  the  title  II  program,  however,  there  has  always  been  a 
special  tax  related  to  the  financing.  Some  persons  have  believed 
that  the  payment  of  this  tax  provides  one  of  the  bases  for  eligibility 
to  title  II  benefits.  For  example,  a  publication  of  the  Social  Security 
Board,  Old-Age  and  Survivors  Insurance  for  Workers  and  Their 
Families  (January  1940)  implies  this  to  be  true  by  stating  on  page  10: 

If  you  work  on  a  job  covered  by  this  law,  you  pay  a  tax  to  the  Federal  Govern- 
ment and  so  does  your  employer.  These  taxes  go  into  the  fund,  out  of  which 
your  benefits  will  be  paid  later  on.  The  tax  is  a  sort  of  premium  on  what  might 
be  called  an  insurance  policy  which  will  begin  to  pay  payments  when  you  qualify 
at  age  65  or  over,  or  in  case  of  death. 

By  subsequent  statements,  the  former  Commissioner  for  Social 
Security,  Mr.  Altmeyer,  has  swept  away  any  c6nfusion  on  this. 
In  1943,  he  commented  in  a  discussion  group  as  follows: 

*  *  *  I  hope  that  this  group  will  not  cease  discussing  this  question  of  what  is 
insurance  as  contrasted  with  assistance.  I  think  it  is  very  interesting  and  neces- 
sary that  we  clarify  our  ideas  on  that  distinction,  if  there  is  a  distinction,  and  it 
seems  to  me  that  we  have  to  come  back  to  some  basic  first  principles  as  to  what  is 
meant  by  insurance,  and  secondly  as  to  what  is  meant  by  contributory  insurance.8 

In  1945,  he  stated: 

The  Federal  Social  Security  Act  provides  two  kinds  of  programs — public 
assistance  and  social  insurance.  In  the  one,  rights  are  conditioned  on  need; 
in  the  other,  on  wage  loss,  yet  they  are  the  same  kind  although  people  sometimes 
hold  that  those  arising  out  of  contributions  paid  by  a  person,  or  on  his  behalf,  are 
the  more  valid.    /  do  not  believe  that  such  a  distinction  can  be  made? 

In  the  hearings  in  1953  before  the  Subcommittee  on  Social  Security, 
there  occurred  the  following  colloquy: 

Mr.  Winn.  Under  title  II  of  the  social-security  law  the  payment  of  the  social 
security  tax,  though,  has  not  been  the  test  in  determining  eligibility  for  benefits 
has  it? 

Mr.  Altmeyer.  Under  the  law  it  cannot  be  a  test.10 

Conditions  of  eligibility  for  benefits  under  the  two  assistance  programs 
are  determined  on  a  State-by-State  basis,  whereas  under  title  II  they 
are  applicable  nationwide 
As  was  shown  in  the  first  chapter,  the  minimum  qualifying  age  for 
old-age  assistance  payments  subject  to  Federal  participation  is  fixed 
at  65  years.    Need,  as  another  condition  of  eligibility,  is  determined 
according  to  a  budgetary  standard  as  defined  by  each  State  in  its  plan, 
and  takes  into  account  any  resources  or  income  of  the  individual.  In 
aid  to  dependent  children,  a  child  is  defined  as  a  person  under  18  years 

8  Provisional  Record  of  the  Social  Security  Consultation  on  Income  Maintenance  and  Medical  Care, 
under  the  auspices  of  the  International  Labour  Office,  July  9-12,  1943,  Montreal,  Canada  (Hearings,  ap- 
pendix II.  p.  1249).  Italics  supplied 

8  From  the  Survey  Graphic,  September  1945,  and  quoted  in  the  hearings,  pt.  4,  p.  529.  Italics  supplied. 

i°  See  hearings,  pt.  6,  p.  963. 
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of  age.  The  other  condition,  "need,"  is  determined  on  an  individual 
basis  in  relation  to  a  budget  standard  in  each  State  plan.  Thus, 
eligibility  is  determined,  in  part,  on  the  personal  situation  of  the 
individual  applicant.  It  may  be  noted  that  if  individuals  receiving 
cash  payments  under  either  of  these  programs  should  hold  a  job  and 
earn  a  wage  or  salary,  he  would  in  all  probability  no  longer  be  in  need 
and  his  right  to  benefits  thereby  would  be  extinguished.  Ownership  of 
assets  valued  higher  than  stated  maximums  renders  the  applicant 
ineligible. 

The  age  tests  for  eligibility  to  title  II  benefits  are  of  two  kinds — 
those  applicable  to  primary  beneficiaries,  and  those  for  the  secondary 
beneficiaries.  In  the  case  of  the  primary  beneficiary,  there  is  a 
minimum  age  requirement  of  65  years.  For  the  secondary  beneficiary,, 
a  close  family  relationship  is  required.  For  surviving  children,  there 
is  an  age  limitation  of  18  years.  For  the  dependent  spouse,  the 
minimum  age  is  65  whether  the  primary  beneficiary  is  living  or  has 
passed  on  except  where  she  is  caring  for  dependent  children  under  18. 
The  age  limitation  involved  in  the  eligibility  of  the  widowed  mother 
(or  the  wife  of  a  retired  worker)  with  children  is  applied  only  to  the 
dependent  children  who  must  be  under  the  age  of  18.  Thus,  it  may 
be  seen  that  age  as  a  condition  of  eligibility  for  children  and  aged  is 
the  same  in  these  programs,  and  there  is  no  age  limitation  for  widowed 
mothers  with  dependent  children. 

Under  title  II  no  inquiry  is  made  with  respect  to  the  applicant's 
resources  or  income  to  establish  eligibility.  There  is  an  automatic 
continuing  condition  of  eligibility.  If  the  applicant  or  beneficiary  is 
receiving  more  than  a  stated  amount  from  wages,  salary,  or  self- 
employment  income  in  specified  occupations,  he  does  not  meet  the- 
eligibility  requirement  for  a  "right"  to  a  benefit.  This  "work  test" 
is  waived  for  those  72  years  of  age  or  older. 

The  purpose  of  benefits  under  both  types  of  programs  is  to  deal  with  need 
A  Ways  and  Means  Committee  report  in  1939  defined  the  purpose 
of  the  benefit  under  public  assistance  and  under  title  II  as  follows : 

Old-age  insurance  is  to  prevent  future  old-age  dependency.  Old-age  assistance 
is  designed  to  relieve  existing  need.11 

In  an  article  expressing  his  personal  views,  the  general  coimsel  for 
the  Bureau  of  Public  Assistance  stripped  off  the  semantics  as  follows: 

It  is  true  that  "economic  need"  is  not  made  a  condition  of  eligibility  to  the 
benefit  payments  themselves  in  the  Federal  old-age  insurance  program,  as  it  is 
in  the  State-operated  programs  [public  assistance],  but  one  must  engage  in  some 
mental  gymnastics  to  show  the  difference  in  theory  between  paying  because  there 
is  need  and  paying  so  there  will  not  be  need.12 

Both  types  of  benefits  are  essentially  supplemental  in  character 

The  resources  and  income  of  the  applicant  for  public  assistance  are 
taken  into  account  in  determining  the  size  of  the  cash  benefit.  It  is 
true,  of  course,  that  many  an  applicant  has  no  resources  or  income  and 
the  need  is  then  found  to  be  equivalent  to  the  total  living  require- 
ments. The  benefit  under  title  II  is  not  intended  to  be  wholly  ade- 
quate to  meet  the  individual's  total  living  needs.    A  report  of  the 

11  From  Ways  and  Means  Committee  report,  7fith  Cong.,  1st  sess.  (1939),  and  quoted  in  the  hearings, 
pt.  6, p.  942. 

"  See  Public  Assistance  as  a  Social  Obligation,  by  A.  Delafield  Smith,  HarTard  Law  Review,  vol.  63, 
p.  274  (1949).  This  article  is  printed  in  full  in  the  hearings,  appendix  U,  pp.  1 196-120S  and  this  quotation  Is 
found  on  p.  1200. 
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Social  Security  Board,  making  recommendations  for  improvement  of 
the  Social  Security  Act,  stated: 

It  is  impossible,  under  any  social-insurance  system,  to  provide  ideal  security 
for  every  individual.  The  practical  objective  is  to  pay  benefits  that  provide  a 
minimum  degree  of  social  security  as  a  basis  upon  which  the  worker,  through  his 
own  efforts,  will  have  a  better  chance  to  provide  adequately  for  his  individual 
security.13 

Benefit  payments  under  both  types  of  programs  have  been  financed,  for 
the  most  part,  out  of  current  taxes — out  of  taxes  levied  on  workers 
and  other  persons  with  income,  in  their  productive  years,  and  on 
employers 

The  facts  and  the  discussion  with  respect  to  the  cost  and  financing 
of  old-age  assistance  and  aid  to  dependent  children  showed  that  the 
bulk  of  the  funds  was  derived  from  general  tax  revenues  with  less 
than  25  percent  from  capacity-to-pay  taxes.  In  the  case  of  title  II, 
there  have  always  been  special  taxes  associated  with  the  program. 
These  taxes  have  been  levied  on  covered  workers  and  employers  and, 
to  date,  the  tax  receipts  have  exceeded  the  benefit  disbursements  in 
■each  year.    The  excess  of  receipts  is  reflected  in  the  trust  fund. 

It  may  be  observed  that  the  "means  test"  provides  a  measure  of 
control  over  the  expenditures  for  the  assistance  programs.  In  con- 
trast, the  title  II  programs  has  no  means  test.  Reiteration  that  this 
program  must  be  self-sustaining  from  the  dedicated  social  security 
taxes  and  interest  credited  to  the  trust  fund  reveals  the  character  of 
•expenditure  control  in  which  Congress  has  placed  its  reliance. 

Both  types  of  programs  may  be  adjusted  to  fit  changing  social  conditions 
and  needs  of  the  people 

We  have  observed  that  these  programs  involve  a  diversion  of  money 
income  chiefly  from  the  productive  to  the  nonproductive  aged  and 
other  dependents.  An  important  consideration  for  Congress  in 
improving  these  Federal  programs  has  always  been  how  much  of  the 
national  money  income  may  safely  be  diverted.  As  we  have  seen, 
Congress  has  complete  financial  control  in  one  program  and  only  partial 
control  in  old-age  assistance  and  aid  to  dependent  children. 

In  the  Social  Security  Act,  Congress  has  always  reserved  to  itself  the 
power  to  alter  and  amend  any  provision  of  that  law.  In  the  case  of 
title  II,  it  has  provided  new  benefits,  increased  the  scheduled  benefits, 
also  has  decreased  or  suspended  some  benefits,  and  has  also  readjusted 
the  special  taxes.  Thus,  Congress  has  direct  and  complete  control 
over  the  amount  of  money  income  channeled  through  this  program  to 
eligible  recipients. 

For  old-age  assistance  and  aid  to  dependent  children,  the  situation 
is  quite  different.  We  showed  in  chapters  I  and  II  how  the  determi- 
nation of  need  by  each  State,  the  operation  of  the  participation  for- 
mula, and  the  automatic  Federal  appropriating  device  in  these  two 
programs  place  in  the  hands  of  the  States  a  large  share  of  control  over 
how  much  money  income  is  diverted  through  Federal  taxes  to  the 
same  general  classes  of  dependents  with  which  the  title  II  program 
is  concerned.  Thus,  the  grants-in-aid  arrangement  widely  disperses 
control  among  the  participating  States,  Territories,  and  island  posses- 
sions— among  53  governmental  jurisdictions  in  the  case  of  old-age 
assistance  and  among  52  iv  aid  to  dependent  children. 


'3  Quoted  in  the  hearings,  pt.  6,  p.  939. 
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In  summary,  these  three  programs  with  which  this  report  has  been 
concerned  may  be  described  in  the  following  general  terms.  All  are 
programs  providing  social  benefits  to  the  aged  and  the  young  who  are 
dependent.  The  necessary  funds  to  pay  the  benefits  are  derived  in 
the  main  through  taxes  on  workers  and  on  others  with  income  in  their 
productive  years,  and  on  employers.  The  inability  of  most  on  old-age 
assistance,  perhaps  20  percent  of  those  on  aid  to  dependent  children, 
and  many  other  persons — young  and  old — to  qualify  for  benefits 
under  title  II  is  attributable  solely  to  the  lack  of  an  adequate  wage, 
salary,  or  self-employment  income  record  in  specified  occupations. 
As  we  have  seen,  this  situation  has  resulted  from  piecemeal  expansion 
of  title  II,  or  is  due  to  the  fact  that  these  "unprotected  aged"  were 
bora  too  early,  or  their  husbands  (or  fathers  as  the  case  may  be)  died 
too  early. 

The  singular  importance  of  the  work  record  as  a  condition  of  eligi- 
bility for  title  II  benefits  has  been  to  provide  the  basis  for  calculating 
these  benefits.  The  former  Chairman  of  the  Social  Security  Board 
testified  before  the  Ways  and  Means  Committee  in  1939  as  follows: 

*  *  *  Even  though  it  were  considered  reasonable  to  pay  benefits  to  those  who 
have  already  passed  retirement  age,  regardless  of  the  fact  that  no  contributions 
had  been  made  in  their  behalf,  it  would  be  impossible  to  secure  the  wage  records 
necessary  to  determine  benefits.14 

Actual  wage  data  have  not  always  been  required.  In  the  case  of  the 
free  wage  credits  to  servicemen,  Congress  ignored  the  actual  pay 
records  and  provided  for  a  flat  $160  monthly  wage  record  for  each 
person,  regardless  of  what  his  pay  had  been — whether  it  was  sub- 
stantially below  or  at  least  equal  to  the  maximum  for  coverage  and 
benefit  purposes. 

The  most  striking  difference  between  the  assistance  programs,  on  the 
one  hand,  and  title  II,  on  the  other,  is  that  the  latter  program  accom- 
plishes the  distribution  of  social  benefits  without  a  means  test — an 
inquiry  into  all  the  various  resources  and  income  of  the  individual 
beneficiary. 


11  See  hearings,  Committee  on  Ways  and  Means,  76th  Cong.,  1st  sess.,  vol.  1,  p.  57.  This  may  also  be 
found  in  hearings,  pt.  6,  p.  889. 


APPENDIX 


Table  1 

Old-Age  Assistance:  Average  Assistance  Payment  per  Pecipient,  by  State, 
June  of  1940,  1945,  1947,  1949,  and  1953 


Excludes  cases  receiving  only  vendor  payments  for  medical  care  and  total  amount  of  such  payments] 


State 

June  1940 

June  1945 

June  1947 

June  1949 

June  1953 

Total   _._  

$19 

92 

$29 

46 

$36 

06 

$43 

59 

1  $48.  74 

Alabama  

9 

35 

15 

51 

17 

54 

22 

61 

27.  50 

Alaska  -  

28 

06 

34 

49 

39 

79 

55 

97 

58. 13 

Arizona     -  

27 

69 

38 

55 

47 

58 

54 

86 

55.  53 

Arkansas  _.     

7 

56 

17 

99 

18 

25 

20 

'.if. 

32.  25 

California   . 

37 

95 

47 

31 

52 

61 

2  70 

55 

69.  39 

Colorado  2 

33. 

57 

41 

35 

65 

11 

67 

08 

78.  70 

Connecticut  

26 

65 

36. 

73 

43 

87 

54 

01 

66.  40 

Delaware.-    - 

11 

33 

15 

84 

22 

66 

28 

06 

38. 30 

District  of  C oluni bia  __    

25. 

33 

31. 

89 

40 

07 

41 

67 

53.95 

Florida.   

12. 

01 

28 

88 

36. 

59 

40 

19 

43.36 

Georgia 

g 

00 

1 1 

42 

17 

04 

20 

54 

36.  56 

Hawaii  -   

12 

67 

22 

59 

35 

38 

35 

33 

34.  62 

Idaho   -  -  

21 

99 

30. 

22 

41 

71 

46 

57 

54  39 

Tl  ?  in  ois 

20. 

84 

31. 

93 

39 

57 

44 

87 

41.  01 

Indiana..                                   .    .  .  .. 

17. 

82 

25. 

63 

30. 

33 

35 

22 

37.  63 

Iowa     

20. 

50 

31 

72 

39. 

72 

48 

IIS 

56.  85 

Kansas  ..  -  _. 

19. 

15 

29. 

82 

34. 

74 

50 

10 

57.  72 

Kentucky    

8. 

74 

11 

46 

17. 

38 

20. 

83 

35.  17 

Louisiana     

11. 

89 

23. 

65 

24. 

28 

47 

05 

51. 19 

Maine   

20. 

90 

29. 

59 

34 

21 

41 

34 

46.  25 

Maryland    .   

17. 

50 

27. 

77 

30. 

88 

36 

88 

43.27 

Massachusetts  

28 

51 

42. 

76 

50. 

60 

61 

10 

66.  70 

Michigan   

16. 

58 

30. 

65 

35. 

94 

42 

88 

51.47 

Minnesota                                        .  . 

20. 

99 

30 

12 

37. 

07 

47 

15 

45.  28 

Mississippi    — 

8. 

30 

15 

42 

17. 

32 

18 

80 

28.21 

Missouri     

16 

09 

23. 

36 

35. 

05 

42 

57 

50.03 

Montana    

18. 

07 

31. 

10 

37. 

XII 

44 

93 

57.  98 

Nebraska..  

16. 

51 

28. 

74 

40. 

27 

42. 

00 

43.23 

Nevada.   

26. 

54 

38. 

42 

47. 

47 

54. 

05 

56.  22 

New  Hampshire    

21. 

15 

30. 

03 

36. 

70 

43. 

48 

45.75 

New  Jersey  

20. 

49 

31. 

74 

40. 

76 

47. 

80 

59.  85 

New  Mexico     

14. 

45 

31. 

81 

35. 

85 

34. 

22 

44.76 

New  York   

24. 

52 

34. 

79 

46. 

99 

52. 

74 

57.  74 

North  Carolina    

10. 

It 

12. 

50 

18. 

05 

21. 

55 

29.74 

North  Dakota.     

16. 

78 

33. 

32 

39. 

45 

46. 

56 

55.  36 

Ohio    

22. 

85 

29. 

85 

39. 

56 

46. 

72 

51.57 

Oklahoma   

17. 

72 

29. 

27 

42. 

33 

52. 

Id 

65.88 

Oregon..  

21. 

38 

35. 

37 

41. 

87 

48. 

21 

62.41 

Pennsylvania.    

21. 

90 

30. 

00 

33. 

96 

40. 

01 

42.  80 

Puerto  Rico     

7.61 

Rhode  Island  -  

19. 

51 

33. 

67 

39. 

66 

45. 

04 

49.  49 

South  Carolina   

8. 

24 

14. 

14 

20. 

23 

24. 

70 

31.44 

South  Dakota   

19. 

70 

24. 

53 

32. 

42 

38. 

02 

44.47 

Tennessee  

10. 

08 

16. 

08 

18. 

38 

27. 

15 

36.  45 

Texas    

10. 

31 

23. 

90 

28. 

92 

34. 

23 

38.43 

Utah..     

21. 

17 

38. 

73 

47. 

06 

50. 

27 

59.  43 

Vermont.  

15. 

99 

22. 

30 

30. 

81 

32. 

13 

41.12 

Virgin  Islands    

11.02 

Virginia  

9. 

82 

13. 

70 

17. 

63 

20. 

28 

26.  74 

Washington    

22. 

08 

48. 

29 

53. 

02 

67. 

11 

62.  68 

West  Virginia   

13. 

89 

17. 

98 

15. 

08 

21. 

35 

33. 38 

Wisconsin.   

22. 

24 

29. 

14 

36. 

00 

41. 

60 

51.51 

23. 

71 

36. 

30 

48. 

72 

55 

63 

59.72 

1  Average  excluding  Puerto  Rico  and  the  Virgin  Islands  $49.48. 

2  Average  based  on  totals  that  include  recipients  under  65  years  of  age  and  payments  to  these  recipients. 

Source:  Department  of  Health,  Education,  and  Welfare,  Social  Security  Administration,  Bureau  of 
Public  Assistance,  Division  of  Program  Statistics  and  Analysis,  Sept.  9,  1953. 
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Table  2 


Population  65  Years  of  Age  and  Over,  Number  Receiving  Old-Age 
Assistance,  and  Federal  Expenditures  for  Old-Age  Assistance,  bt 
State,  1952 


State 


Population 
65  years  of 
age  and  over, 
July  1,  1952 


Old-age  assistance 


Number  of 
recipients, 
July  1952  i 


Continental  United  States 

Alabama..  — 

Arizona   

Arkansas   

California   .. 

Colorado   

Connecticut.--   

Delaware   

District  of  Columbia  

Tlorida  

Georgia    

Idaho.   

Illinois   

Indiana    

Iowa.   

Kansas   -  

Kentucky.  

Louisiana  

Maine    

"Maryland.   

Massachusetts  

Michigan  

Minnesota  _  

Mississippi   — 

Missouri  

Montana    

Nebraska  

Nevada    

New  Hampshire..  

New  Jersey.   

New  Mexico  

"New  York.   

North  Carolina  

North  Dakota  

Ohio.  

Oklahoma  

Oregon    

Pennsylvania   

Rhode  Island  

South  Carolina  ... 

South  Dakota  

Tennessee..   

Texas   

Utah  

Vermont   

Virginia   

Washington  _  

West  Virginia   

Wisconsin   

Wyoming   


13, 108, 345 


2, 603, 236 


214, 780 

49, 669 
159, 736 
977, 672 
122, 408 
188, 742 

28,438 

60,559 
265,336 
235, 526 

46, 670 
804, 334 
380, 583 
285, 204 
203,299 
246,370 
192,828 

96, 957 
174, 269 
493, 053 
496, 738 
283, 634 
162, 144 
428,441 

54,220 
136,  508 

11,927 

60,008 
424,042 

35, 140 
1,346,825 
243, 075 

51,079 
752, 060 
206, 030 
142, 978 
941,192 

74, 621 
124, 178 

58,534 
251, 680 
557, 143 

45,  785 

41, 198 
229,918 
227,949 
148, 538 
327, 144 

19,183 


71, 725 
14,042 
67, 768 
272,904 
a  47, 749 
17,064 

1,744 

2,748 
67, 026 
95, 123 

9,206 
109, 437 
42, 711 
47, 695 
36,  797 
56, 186 
120,685 
14,087 
11,200 
97, 927 
90,813 
54,257 
58,085 
131,203 
10, 981 
20,562 

2,708 

7,012 
22,003 
10,  752 
113,228 
51,304 

8,774 
114,  539 
95,166 
22,372 
71,485 

9,227 
42,  372 
11,731 
59, 316 
218, 193 

9,730 

6,985 
18,486 
66,750 
26, 314 
50, 910 

4,164 


1  Excludes  10,516  recipients  receiving  only  vendor  payments  for  medical  care,  as  follows:  Illinois,  4,193; 
Indiana,  324;  Kansas,  193;  Massachusetts,  71;  Michigan,  934;  Minnesota,  412;  Nebraska,  527;  Nevada,  14; 
New  Hampshire,  21;  New  York,  3,629;  Rhode  Island,  192;  Wisconsin,  6.  Vendor  payments  for  medical 
care  were  made  without  Federal  participation  in  Kansas,  Michigan,  and  Wisconsin. 

J  Including  vendor  payments  for  medical  care.  The  amount  of  expenditures  from  Federal  funds  for 
vendor  payments  for  medical  care  of  the  recipients  shown  in  footnote  1  is  not  available. 

*  Excludes  3,896  recipients  under  65  years  of  age  to  whom  payments  were  made  without  Federal 
participation. 

Source:  For  "Population  65  years  of  age  and  over,"  see  hearings,  appendix  I,  table  134,  p.  1142;  for  "Num- 
ber of  recipients,"  Social  Security  Bulletin,  October  1952,  p.  34,  table  14;  and  for  "Expenditures  from 
federal  funds,"  appendix  I,  table  147,  p.  1158. 
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Table  3 


Estimated  Population  Age  65  Years  and  Over,  Number  of  Aged  OASI 
Beneficiaries  and  Total  Amount  of  OASI  Benefits  Certified  for  Pay- 
ment to  Aged  Persons,  by  State,  1952 


Estimated  total 

.Estimated 
population 

age  65  or 
more,  July  1, 
1952  1 

Number  of 
aged  bene- 
ficiarips, 
Dec.  31, 
1952  2 

amount  of 
monthly  benefits 
certified  for  pay- 
ment to  aged 
beneficiaries, 
calendar  year 

1952  a 

United  States  

13, 108, 345 

3, 826,  219 

$1,  794, 124, 000 

Alabama    -.-   

214,  780 

44,  186 

17,  841,  000 

Arizona  -  - 

49.669 

13,  893 

6,  212,  000 

Arkansas    

159,  736 

28,  751 

10,  315,  000 

California  

977,  672 

331,  317 

158,  264, 000 

Colorado.    ---   

122,  408 

31, 194 

13,  757.  000 

Connecticut  -  

188,  742 

74. 144 

39,  530, 000 

Delaware  . 

28,438 

9,  235 

4,  535,  000 

District  of  Columbia  --  .-   

60,  559 

14,  145 

6,  657,  000 

Florida    -  -  -  

265,  336 

92,609 

41,  474,  000 

235,  526 

43,886 

17.  544,  000 

46,  670 

11,418 

4,  525,  000 

Illinois     

804,  334 

246,  503 

121,  105,  000 

380,583 

113.  651 

51,  459, 000 

Iowa  

285,  204 

56,826 

22,  673,  000 

Kansas  -  

203,  299 

40,  018 

15,  872,  000 

Kentucky 

246,  370 

51,  483 

21, 179,  000 

Louisiana—    -  

192,  828 

38,  387 

15,  925,  000 

96,  957 

36,  524 

15,  931,  000 

Maryland    -     

174,  269 

51,  717 

24,  574,  000 

Massachusetts 

493, 053 

189, 191 

95, 929,  000 

Michigan     

496,  738 

170,  795 

82, 672|  000 

Minnesota    

283,  634 

67,802 

29,  779,  000 

Mississippi  _._  ---  -  

162,  144 

20.401 

7,  327, 000 

428,441 

101,  103 

44,  709, 000 

Montana     

54,220 

12,  741 

5,  605, 000 

Nebraska      

136,  508 

24,  357 

9,  462,  000 

11, 927 

3,674 

1,  731. 000 

New  Hampshire  -    

60,008 

22,003 

10,  292,  000 

New  Jersey  --  

424,  042 

161,  347 

83, 014, 000 

New  Mexico.  -  

35, 140 

6,539 

2,  541, 000 

New  York    

1,  346,  825 

475,  374 

234, 988, 000 

North  Carolina     

243,  075 

48,  991 

19, 940, 000 

North  Dakota    -  

51,  079 

6,  195 

2, 218, 000 

Ohio       

752,  060 

242,  764 

119, 161, 000 

Oklahoma  -  -   

206,  030 

37,  271 

14,  593, 000 

Oregon      

142, 978 

52,  084 

23, 893, 000 

Pennsylvania    -  -   

941, 192 

336,565 

169, 803, 000 

Rhode  Islands  —     

74,  621 

32,445 

16, 413, 000 

South  Carolina.-  -  

124, 178 

22,613 

9,112,000 

South  Dakota    --- 

58,534 

8, 124 

3, 081, 000 

Tennessee        

251,  680 

47,  844 

18, 952, 000 

557, 143 

104,  458 

41, 916, 000 

Utah   ,  _   

45,  785 

12,225 

5,  347,  000 

Vermont    

41, 198 

11,802 

5,  253, 000 

Virginia   - 

229,  918 

52, 849 

22,  574,  000 

Washington    -  

227,949 

79,638 

37, 921, 000 

West  Virginia.       

148,538 

46,  486 

21, 321, 000 

Wisconsin    

327, 144 

94,919 

43, 096, 000 

Wyoming      

19, 183 

4,732 

2, 109,000 

'  Estimated  by  U.  S.  Department  of  Health,  Education,  and  Welfare,  Social  Security  Administration, 
Bureau  of  Old-Age  Assistance  based  on  available  census  data. 

J  Excludes  33,784  "young  wives"  under  age  65  and  an  estimated  $6  million  certified  for  payment  in  1952 
to  "young  wives"  for  which  State  distribution  is  not  available. 

Source:  For  data,  see  hearings,  appendix  I,  tables  101,  104,  and  102,  pp.  1099,  1104,  and  1100,  respectively. 


60 


SOCIAL  SECURITY  AFTER   18  YEARS 


Table  4 

Status  of  OASI  Trust  Fund,  Dec.  31,  1952  1 


Estimated  FICA  tax  collections: 

From  employers,  1937  through  1952  $11,  775,  795,  000 

From  living  persons  with  OASI  earnings  credits,  not  bene- 
ficiaries in  current  payment  status,  on  Dec.  31,  1952 — 
for  period  of  1937  through  1952   11,  167,  200,  000 

From  all  individuals  who  were  primary  beneficiaries  on 

Dec.  31,  1952— for  period  of  1937  through  1952   356,  470,  000 

From  all  other  individuals  with  OASI  earnings,  1937 

through  1952...    459,  515,  000 


Total  estimated  FICA  tax  collections  2   23,  758,  980,  000 

Net  adjustment  (subtract)  3   J  8,  512,  000 


Net  contribution  income  and  transfers,  1937-52   23,  740,  468,  000 

Interest  credited  to  trust  fund,  1937-52   2,  327,  353,  000 


Total  receipts,  1937-52   26,  067,  821,  000 


Benefit  payments  to  old-age  (primary)  beneficiaries  in  current 
payment  status,  Dec.  31,  1952 — for  period  of  1937  through 
1952   3,  665,  400,  000 

All  other  monthly  benefit  and  lump-sum  payments,  1937 

through  1952   4,  371,  000,  000 

Administrative  expenses   589,  908,  000 

Adjustment  (subtract)  4   206,  000 


Total  net  expenditures,  1937-52   8,  626,  102,  000 


Total  balance  of  trust  fund,  Dec.  31,  1952   17,  441,  719,  000 


"Present  values"  ("actuarial  reserve  liability")  of  OASI  bene- 
fits in  current  payment  status,  Dec.  31,  1952,  taking  into 
account  expected  future  interest  creditings  at  2)4  percent 
rate5   18,  826,  00u,  uUO 

Estimated  amount  of  interest  creditings  represented  in  "present 

values"  (approximate)   3,  000,  000,  000 


Estimated  total  benefits  expected  to  be  paid  after  Dec.  31,  1952, 

to  OASI  beneficiaries  in  current  payment  status  on  that  date.    21,  826,  000,  000 

Amount  theoretically  available  Dec.  31,  1952  ($17,441,719,000 
fund  balance  plus  $2,500,000,000  to  be  credited  on  such  bal- 
ance as  it  is  utilized)  for  payment  of  benefits  to  beneficiaries 
in  current  payment  status  on  that  date   19,  941,  719,  000 


1  Basic  data  are  from  the  Department  of  Health,  Education,  and  Welfare.    See  Hearings,  pt.  5,  pp.  762-64. 

2  This  total  and  its  components  are  as  computed  by  the  Bureau  of  Old-Age  and  Survivors  Insurance  oh 
the  basis  of  sample  surveys  of  wage  records,  rather  than  being  exact  FICA  tax-receipts  data,  and  are  subject 
to  limitations  and  adjustments  as  outlined  in  exhibit  95  and  in  basic  tables  63-68,  which  were  supplied  by 
the  Bureau.   See  hearings,  appendix  I,  pp.  1078-1080. 

3  See  hearings,  pt.  5,  p.  764,  footnote  2. 
1  See  the  same,  footnote  3. 

8  As  shown  in  Present  Values  of  OASI  Benefits  in  Current  Payment  Status,  Actuarial  Study  No.  35, 
U.  S.  Department  of  Health,  Education,  and  Welfare,  Social  Security  Administration,  Division  of  the 
Actuary,  table  3,  p.  8. 
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SOME  MAJOR  FINDINGS 

.A  MEMORANDUM  TO  HON.  CARL  T.  CURTIS,  CHAIRMAN  OF  THE  SUBCOMMITTEE  ON 
SOCIAL  SECURITY,  DECEMBER  23,  1953 

A  total  of  13  days  of  public  hearings  were  held,  the  last  on  Friday,  November  27, 
1953.  Since  the  appointments  of  virtually  all  of  the  research  staff  terminate 
T)ecember  31,  and  since  several  weeks  will  be  required  to  organize  the  material 
and  prepare  a  factual  report,  you  requested  an  interim  report  prior  to  the  expira- 
tion of  the  staff  appointments. 

We  are  herewith  submitting  to  you  a  preliminary  staff  report  on  some  major 
findings  of  the  investigation. 

Fifty-two  programs  supported  in  large  part  by  Federal  f  unds  provide  financial  aid  to 
dependent  children  in  need 

In  the  continental  United  States  and  its  possessions,  47  States  and  5  other  juris- 
dictions have  aid  to  dependent  children  plans  supported  in  large  measure  by 
Federal  grants-in-aid.    One  State  alone,  Nevada,  does  not  participate. 

There  is  a  vast  number  of  variations  in  the  factors  affecting  conditions  of  eligi- 
bility and  the  administration  of  these  plans.  The  number  receiving  aid  and  the 
amount  of  assistance  payment  differs  from  State  to  State,  as.  in  old-age  assistance 
plans,  varying  with  State  definition  of  requirements,  resources,  and  need,  and  with 
State  policies  and  practices  in  regard  to  such  factors  as  acceptance  of  employment 
by  the  mother  and  older  children  and  contributions  from  close  relatives.  Chil- 
dren, therefore,  receive  widely  different  treatment  under  aid  to  dependent  children, 
■depending  on  the  State  in  which  they  live. 

The  Federal  Government  shares  in  the  expenditures  under  each  of  the  State 
plans  on  the  basis  of  one  formula.  The  plans  and  practices  of  the  individual  State, 
however,  determine  the  amount  of  the  Federal  grant-in-aid  to  the  State. 

States  with  "liberal"  policies  and  practices  in  extending  assistance  to  large 
numbers  of  families  benefit,  through  Federal  aid,  at  the  expense  of  other  States 
which  safeguard  their  plans  against  abuse  through  the  combined  efforts  of  law- 
enforcement  officials,  the  courts,  and  an  informed  public  opinion. 

Aid  to  dependent  children  plans  relieve  chiefly  dependency  caused  by  factors  not  reached 
by  the  national  program,  OASI 

Payments  under  aid  to  dependent  children  are  made  to  families  where  the  bread- 
winner, usually  the  father,  is  deceased,  incapacitated,  or  absent  from  the  home. 
Old-age  and  survivors  insurance  benefits  are  paid  to  some  families  with  dependent 
children  only  where  the  breadwinner  (again  usually  the  father)  is  deceased. 

The  number  of  aid  to  dependent  children  families  where  dependency  was  due 
to  death  of  the  father  has  constituted  a  decreasing  proportion  of  the  total  caseload 
receiving  such  assistance.  This  classification  accounted  for  37.2  percent  of  all 
aid  to  dependent  children  families  in  1942,  24.0  percent  in  1948,  and  an  estimated 
21.0  percent  in  1951.  Owing  to  a  large  increase  in  the  total  number  of  aid  to 
dependent  children  families  over  this  period,  the  smaller  proportion  in  1951  does 
mot  reveal  the  change  in  the  actual  number  of  families  receiving  aid  to  dependent 
children  where  the  parent  is  deceased.  There  were,  however,  fewer  families  in  the 
death-of -father  classification  in  1951  than  in  1942,  despite  a  sharp  growth  in  the 
child  as  well  as  the  family  population  from  1942  to  1951. 

The  absolute  decrease  in  aid-to-dependent-children  families  where  dependency 
was  caused  by  death  of  the  father  was  accompanied  by  a  vast  rise  in  the  number  of 
children  receiving  benefits  under  the  old-age  and  survivors  insurance  program. 
OASI  "monthly  benefits  to  Children  rose  from  147,674  in  June  1942  to  787,311  in 
June  1951,  or  an  increase  of  more  than  400  percent.  Over  this  period  from  1942 
to  1951  the  total  number  of  families  receiving  aid  to  dependent  children  increased 
from  395,552  in  June  1942  to  449,202  in  June  1948  and  to  633,285  in  June  1951. 
The  rise  was  not  a  steady  one.  however,  since  there  was  a  substantial  decline 
during  the  war  years. 

Receipt  of  aid-to-dependent-children  payments  because  of  the  reported  incapac- 
ity of  the  father  as  a  proportion  of  all  families  receiving  aid  to  dependent  children 
was  remarkably  stable  over  these  years.  In  1942,  this  classification  accounted 
for  22.1  percent  of  all  the  aid-to-dependent-children  families,  23.2  percent  in  1948 
and  24.0  in  1951. 

The  major  cause  for  the  increase  in  the  number  of  families  on  aid  to  dependent 
children  was  due  to  the, absence  of  the  father  from  the  home.  This  group  com'- 
prised  39.0  percent  of  all  aid-to-dependent-children  families  in  1942  and  rose  to 
49.5  percent  in  1948  and  an  estimated  51.5  percent  in  1951.    The  actual  number  of 
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families  on  the  rolls  in  the  father-absent-from-hGme  group  in  1951  was  more  than 
double  the  number  in  1942  and  approximately  45  percent  greater  than  the  number 
in  1948. 

The  ''father  absent  from  home"  classification  includes  cases  where  the  father  has 
deserted  his  family  or  is  ''separated"  from  the  mother  without  court  decree,  father 
not  married  to  mother,  and  parents  divorced  or  legally  separated.  For  50  States 
and  other  jurisdictions  in  1948,  those  three  groups  accounted  for  19.3  percent,  14.8 
percent,  and  11.4  percent,  respectively,  or  a  cotal  of  45.5  percent,  of  all  families 
receiving  ADC.  Fathers  absent  from  home  for  other  reasons  accounted  for  an 
additional  4  percent  of  all  aid-to-dependent-children  families. 

One  expert  testifying  before  the  subcommittee  on  basis  of  the  findings  of  an  ex- 
tensive study  of  public  assistance  in  one  State  declared,  in  reference  to  the  aid- 
to-dependent-children  program: 

"  *  *  *  in  some  cases  families  would  be  better  off  if  the  breadwinner  deserted 
and  so  the  effect  of  the  program  has  certainly  been,  we  feel,  to  encourage  desertion. 
With  the  rela.ionships  existing  between  the  grants  which  are  made  under  these 
programs  and  the  general  level  of  living  of  the  State,  there  is  some  feeling,  too,  that 
in  some  cases  when  the  family  faces  .a  situation,  it  would  be  becter  for  the  bread- 
winner to  become  disabled  and  for  the  State  to  take  over  under  an  assistance  pro- 
gram. So  it  has  been  our  feeling  *  *  *  that  cur  program  has  increased  the 
amount  of  desertion  and  certainly  encouraged  disability." 

The  contradiction  between  an  increasing  aid  to  dependent  children  caseload 
paralleling  an  expansion  of  OASI  benefit  payments  to  surviving  children  appears 
best  explained  by  testimony  before  the  subcommittee  wherein  the  Associate 
Director  of  the  Bureau  of  Public  Assistance  stated  her  belief  that  the  States 
have  adopted  more  liberal  programs  with  reference  to  aid  to  dependent  children. 
That  would  not  be  uniformly  true  of  all  States  and,  for  that  reason,  has  resulted 
in  further  variations  between  State  aid  to  dependent  children  plans. 

The  number  of  children  receiving  aid  to  dependent  children  has  declined  since 
1950  to  a  total  of  1,493.670  in  June  1953.  The  1953  total,  however,  exceeds  the 
835,030  total  of  June  1940  by  658,640,  and  the  1945  figures  of  646,808  by  846,862. 

When  States  not  having  federally  approved  aid  to  dependent  children  plans  in 
1940  are  excluded,  comparison  shows  that  the  number  of  children  receiving  ADC 
has  increased  by  46.5  percent  from  1940  to  1953  although  the  child  population 
under  18  years  increased  only  29.0  percent  in  the  same  period.  The  result  is  that  a 
larger  proportion  of  the  total  child  population  is  now  receiving  aid  to  dependent 
children  than  in  1940  although  the  old-age  and  survivors'  insurance  program  was 
providing  monthlv  benefits  for  more  than  1  million  children  in  1953  compared 
with  about  23,O00"in  1940. 

While  the  aid  to  dependent  children  programs  were  regarded  by  some  as  in  an 
early  stage  of  development  in  1940,  this  was  no  longer  true  by  1945.  The  per- 
centage increase  in  the  numbers  on  aid  to  dependent  children  rolls  since  that  year 
is  far  greater  than  the  growth  in  the  child  and  family  population. 

Old-age  assistance  is  an  aggregation  of  53  programs  to  care  for  needy  aged  persons 

The  purpose  of  Federal  grants  for  old-age  assistance  is  to  enable  each  State 
and  five  other  jurisdictions  to  furnish  financial  aid  to  needy  individuals  65  years 
of  age  and  over.  Each  State  determines  who  will  be  eligible  for  this  assistance, 
the  items  essential  for  living,  and  the  level  of  assistance  to  be  paid.  All  States 
are  subject  to  the  same  Federal  matching  formula,  but  in  the  final  analysis,  each 
State  or  possession  determines  the  amount  of  its  own  cash  grants. 

A  needy  individual's  "essential  requirements"  are  defined  differently  in  each 
State  and  the  definitions  vary  widely.  In  general,  a  budget  is  drawn  up  defining 
them  in  money  terms.  One  State,  however,  may  provide  that  any  aged  individual 
requires  890  monthly  to  meet  his  needs.  Another  will  establish  amounts  for  food, 
shelter,  clothing,  light,  and  heat  and  little,  if  any,  more.  A  third  will  provide  in 
addition  all  needed  medical  care  and  many  special  items  in  given  circumstances. 

The  Federal  statute  specifies  that  resources  and  income  must  be  taken  into  con- 
sideration in  determining  the  need  to  be  met  by  cash  grants.  The  Federal  statute, 
however,  does  not  define  "resources."  Thus,  the  ability  of  close  relatives  to 
provide  support  and  the  availability  of  suitable  employment  to  the  recipient 
may  be  considered  resources  in  one  State  and  completely  disregarded  in  another. 
One  State  may  allow  an  aged  person  to  own  real  and  personal  property  and 
receive  old-age  assistance  payments  while  another  would  require  him  to  convert 
these  resources  to  cash  and  use  the  money  for  current  living  expenses.  Although 
"resources"  may  receive  consideration  in  the  actual  plan,  they  may  be  ignored  in 
practice  as  testimony  concerning  Louisiana  showed.  The  degree  of  utilization  of 
many  types  of  resources  affects  the  number  of  aged  given  assistance  and  the 
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amount  of  the  grant.  A  Nebraska  administrator  said  "we  provide  for  the  use  of 
as  many  resources  as  possible."  In  Louisiana,  recipients  are  permitted  to  retain 
real  or  personal  property  up  to  a  maximum  of  $1,500  for  a  single  individual, 
$2,500  for  a  married  couple,  in  addition  to  the  home  which  as  reported  has  had  an 
actual  value  as  high  as  $15,000  or  moie;  on  the  other  hand,  South  Carolina, 
while  permitting  retention  of  the  homestead,  limits  to  $300  the  savings  for  death 
and  last  illness  expense.  Each  administrator  testifying  in  the  recent  hearings 
mentioned  different  property  limitations. 

The  ability  of  aged  persons  with  marketable  skills  to  earn  something  is  regarded 
as  a  resource  by  some  administrators.  One  (New  Jersey)  testified  that  in  helping 
persons  with  such  skills  obtain  employment  the  State  had  had  very  gratifying 
results.  He  added  "*  *  *  elderly  people  need  to  work,  not  only  because  they  can 
make  a  little  money,  but  because  of  the  good  psychological  effect."  The  com- 
missioner of  public  welfare  in  Minnesota  reported  that  when  the  demand  for  labor 
became  acute  2  years  ago,  instructions  were  issued  that  "marketable  skills  in 
the  employment  market  constituted  a  tangible  and  practically  a  very  good  resource 
and,  therefore,"  *  *  *  aid  (should  be)  withheld  or  diminished  in  accordance 
■with  the  value  of  that  resource. 

The  attitude  toward  relative  responsibility  as  a  resource  varies  in  the  different 
jurisdictions  from  repeal  of  such  laws  in  Louisiana  and  Oklahoma  (where  public 
opinion  caused  the  law  to  be  ignored  while  still  on  the  books)  to  strict  enforce- 
ment under  detailed  provisions,  with  legal  proceedings  against  the  relative  who 
has  not  fulfilled  his  obligation.  A  local  Nebraska  director  of  public  welfare  testi- 
fied that  the  relative  responsibility  law  in  his  State  is  the  most  important  factor 
of  eligibility  without  any  question  and  that  the  caseload  in  his  county  would  be 
•double  the  current  figure  were  it  not  for  the  relative  support  requirement. 

Tied  in  with  resources,  particularly  real  estate,  are  lien  laws  and  recovery 
provisions.  Under  the  former,  a  lien  accrues  against  the  real  estate  owned  by 
the  recipient  in  the  amount  of  assistance  that  he  or  she  receives.  The  Minnesota 
Director  of  Public  Assistance  estimated  that  were  it  not  for  such  a  law  in  his  State, 
a  law  he  considers  fair  and  equitable,  the  caseload  would  be  in  the  neighborhood 
of  one-third  higher.  He  stressed  that  the  $1  million  or  thereabouts,  recovered 
each  year  has  become  available  to  people  more  greatly  in  need  than  those  from 
whom  it  was  reimbursed.  As  expressed  by  a  former  member  of  the  advisory 
board  of  the  Nebraska  Welfare  Department,  the  State  in  advancing  assistance 
money  for  the  support  of  the  recipient  is  taking  the  place  of  the  children  to  whom 
•the  house  would  go  after  the  death  of  the  recipient  or  his  dependent;  therefore, 
when  the  time  comes  to  liquidate  the  recipient's  estate,  the  State  should  likewise 
take  the  place  of  the  children  to  the  extent  that  it  furnished  assistance  to  the  par- 
ent. 

The  public  assistance  grant  is  designed  to  represent  the  difference  between  the 
living  requirements  of  an  individual  and  his  resources,  including  income.  This 
difference,  or  the  amount  of  "need"  as  determined  by  the  State,  may  be  paid 
in  full  or  in  part,  depending  upon. the  adequacy  of  the  funds  appropriated  for  such 
purpose.  In  June  1953,  when  the  average  cash  payment  in  the  United  States  as  a 
whole  was  $49.48,  this  figure  ranged  from  a  high  of  $78.70  in  Colorado  to  a  low 
-of  $27.50  in  Alabama,  exclusive  of  vendor  payments  for  medical  care  and  cases  re- 
ceiving only  such  payments.  This  represented  an  increase  over  the  preceding 
June,  an  increase  ascribable  to  the  change  in  the  Federal  share  provided  for  in 
the  1952  amendments.  It  was  noted  in  the  hearings,  however,  that  some  States 
Iiad  ample  funds  at  the  time  the  amendments  went  into  effect,  were  already  pay- 
ing at  a  level  they  considered  adequate,  and  did  not  believe  it  necessary  or  de- 
sirable to  increase  individual  payments. 

Willingness  to  pay  more  taxes  has  been  a  major  factor  determining  the  size  of  grant 
to  aged  persons  in  some  States 
For  several  years  the  Bureau  of  Public  Assistance  has  contended  that  the  Federal 
Government  must  offer  greater  financial  support  to  the  assistance  programs.  The 
Teason  given  is  that  some  States,  particularly  in  the  agricultural  South,  have  a 
large  burden  of  needy  aged  and  a  relatively  low  per  capita  income,  or,  in  other 
words,  a  presumably  low  taxpaying  capacity.  Consequently,  they  have  been 
unable  to  provide,  more  than  what  appears  to  be  relatively  meager  monthly  pay- 
ments to  needy  aged  individuals.  Congress  has  responded  to  these  arguments  by 
amending  the  matching  formula  three  times  since  1945,  with  each  amendment  pro- 
viding for  a  larger  share  to  be  granted  by  the  Federal  Government.  Meanwhile, 
the  numbers  ot  people  receiving  old-age  assistance  have  risen  from  2,038,395 
in  June  1945  to  2,608,898  in  June  1953,  reaching  a  peak  of  2,809,537  in  Septem- 
ber 1950.    Total  Federal  expenditures  to  help  finance  cash  grants  to  recipients 
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of  old-age  assistance  have  risen  from  $702  million  in  1945  to  $1,581  million  in- 
fiscal  1953. 

Analysis  indicates  that  the  willingness  or  unwillingness  of  persons  in  a  State 
to  be  taxed  more  for  a  program  such  as  old-age  assistance  is  a  major  factor  in 
determining  State  and  local  financial  support.  For  example,  Louisiana  in  1947" 
and  1949  ranked  relatively  low  in  per  capita  income — presumed  to  reflect  tax- 
paying  capacity.  It  ranked  41st  among  the  States  in  per  capita  income  in  1947 
and  40th  in  1949.  Meanwhile,  Louisiana  rose  from  38th  in  1947  to  17th  in  1949 
in  the  size  of  the  average  cash  grant  for  old-age  assistance.  The  passage  of  a  2 
percent  sales  tax  in  1948  earmarked  for  old-age  assistance  provided  very  sub- 
stantial financial  support  and  explains  this  rise  in  average  cash  grants.  Thus, 
despite  a  supposedly  low  taxpaying  capacity  as  reflected  by  per  capita  income, 
the  people  in  the  State  demonstrated  their  willingness  to  be  taxed  more  for  this 
program. 

In  contrast,  the  State  of  Virginia  between  1947  and  1952  has,  despite  a  slight 
advance  in  its  rank  in  per  capita  income  (taxpaying  capacity)  from  37th  to  35th, 
nevertheless  declined  from  44th  in  rank  to  47th  so  far  as  average  cash  grants  are 
concerned.  Over  the  same  period,  Maryland  has  risen  in  per  capita  income  from 
23d  to  12th  and  has  registered  virtually  no  change  in  its  rank  in  average  cash 
grants,  standing  34th  in  1947  and  33d  in  1952.  Since  1950,  both  States  have 
passed  statutes  which  provide  for  tax  credits  to  its  income-tax  payers  when  a 
substantial  excess  of  estimated  tax  receipts  over  budgeted  expenditures  appears 
in  prospect.  In  1951  and  1952,  individual  income-taxpayers  in  both  States 
received  material  reductions  in  their  tax  liabilities  as  a  result  of  these  statutes. 
Thus,  both  of  these  States  have  demonstrated  an  unwillingness  to  be  taxed  more 
to  support  larger  average  grants  for  old-age  assistance,  despite  a  demonstrated 
taxpaying  capacity. 

The  "right"  of  a  needy  aoed  person  to  assistance  is  a  conditional,  statutory  right — 
subject  always  to  legislative  change 

The  attitudes  within  the  several  States  vary  widely  on  this  question.  An  expert 
on  public  assistance  in  Louisiana  testified  in  the  hearings  there  is  no  doubt  that 
the  people  in  his  State  believe  they  have  an  unqualified  right  to  old-age  assistance. 
He  noted  that  little  attention  is  given  to  determining  need  of  the  applicant.  In 
fact,  nowhere  does  the  State's  program  have  a  stated  well-defined  objective. 

The  Oklahoma  welfare  director  testified  that  the  great  majority  of  the  aged 
there,  and  many  not  aged,  are  of  the  opinion  that  the  State  has  adopted  a  law 
giving  them  a  right  to  assistance  upon  reaching  their  65th  birthday  regardless  of 
need.  In  contrast,  under  the  New  Jersey  law,  as  administered,  the  person  who 
has  attained  the  age  of  65  is  not  eligible  for  assistance  unless  he  lacks  adequate 
support,  is  unable  to  support  himself,  is  without  parents,  spouse,  children,  and 
grandchildren  able  to  support  him,  and  without  other  persons  able  and  willing 
to  support  him,  and  is  found  after  due  investigation  to  be  in  need.  The  Minnesota 
Supreme  Court,  according  to  the  Minnesota  Commissioner  of  Public  Welfare, 
has  said:  "that  the  recipient  or  applicant  has  no  right,  that  it  is  the  charitable 
attitude  of  the  sovereign  State  for  its  people  that  is  the  basis  for  public  assistance." 

Testimony  and  other  evidence  in  the  hearings  brought  out  that  public  assistance 
does  not  provide  vested  rights,  but  is  a  government  program  for  distributing 
gratuities.  Moreover,  these  rights  can  be  changed  at  any  time  by  legislative 
action.  The  Acting  Director  of  the  Bureau  of  Public  Assistance  in  the  Social 
Security  Administration  stated  that  people  have  a  right  to  assistance  providing 
they  meet  the  qualifying  conditions  in  the  State  law  or  plan.  "It  is  the  statutory 
right."  The  basic  compendium  of  American  court  decisions,  Corpus  Juris 
Secundum  (1953),  states  that  "Old-age  assistance  benefits  are  not  a  matter  of 
right,  but  are  gratuities  and  dependent  on  statute;  persons  eligible  under  a  statute 
have  enforceable  rights  to  assistance  thereunder,  but  they  do  not  acquire  a  vested 
right  to  continuance  of  benefits  which  are  subject  to  a  change  in,  or  repeal  of  the 
statute." 

"The  intended  function  of  the  insurance  program  is  to  serve  as  a  primary  source  of 
protection  against  economic  insecurity  for  the  American  people"  (Annual  Report, 
Federal  Security  Agency,  1951) 
By  the  end  of  1952,  OA  SI  benefit  payments  had  reached  an  annual  rate  of 
$3  billion.    The  total  amount  of  OASI  benefits  paid  to  recipients  living  outside 
of  the  United  States  increased,  1940  to  1953,  at  a  more  rapid  rate  than  that  paid 
to  residents  of  the  United  States.    In  1940  onlv  $37,000  was  paid  to  residents 
living  abroad;  by  1947,  $1.6  million;  by  1950,  $6.7  million;  by  1952,  $13  million; 
by  1953,  $16  million.    The  number  of  jecipients  of  old-age  and  survivors  insurance 
benefits  living  abroad  in  1953  was  30,000. 
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Average  monthly  primary  old-age  and  survivors  insurance  benefits  paid  to  aged 
persons  living  outside  of  the  United  States  in  December  1952  were  higher  than 
the  average  paid  in  the  country  as  a  whole  and,  in  fact,  higher  than  the  average 
payment  in  all  but  2  of  the  48  States — Connecticut  and  New  Jersey.  In  Decem- 
ber 1952  the  average  monthly  primary  old-age  and  survivors  insurance  benefit 
paid  to  aged  persons  living  abroad  was  $53.34  per  month;  to  those  living  within 
the  United  States,  $49.25. 

Individuals  receiving  old-age  and  survivors  insurance  benefits  and  living  abroad 
are  not  subject  to  suspension  of  benefits  whenever  they  earn  wages  of  $75  per 
month  or  more.  This  is  because  work  abroad,  except  that  performed  by  an 
American  citizen  for  an  American  employer,  is  not  covered  employment  within 
the  terms  of  the  Social  Security  Act  and  monthly  benefits  are  suspended  only 
when  monthly  wages  of  $75  or  more  are  made  in  covered  employment. 

The  United  States  has  negotiated  treaties  generally  known  as  friendship- 
commerce-navigation  treaties  with  several  countries,  which  contain  the  following 
clause : 

"In  addition  to  the  rights  and  privileges  provided  in  paragraph  1  of  the  present 
Article,  nationals  of  either  Party  shall,  within  the  territories  of  the  other  Party, 
be  accorded  national  treatment  in  the  application  of  laws  and  regulations  estab- 
lishing systems  of  compulsory  insurance,  under  which  benefits  are  paid  without 
an  individual  test  of  financial  need:  (a)  against  loss  of  wages  or  earnings  due  to 
old  age,  unemployment,  sickness  or  disability,  or  (b)  against  loss  of  financial  sup- 
port due  to  the  death  of  father,  husband  or  other  persons  on  whom  such  support 
had  depended." 

According  to  the  State  Department's  interpretation  the  United  States  Congress 
may  not,  without  violating  the  spirit  of  the  treaties  containing  the  above  clause, 
amend  the  Social  Security  Act  to  deny  old-age  and  survivors  insurance  payments 
to  a  noncitizen  residing  in  a  country  with  which  United  States  has  the  treaty 
unless  at  the  same  time  it  denies  OASI  payments  to  United  States  citizens  resid- 
ing in  that  country.  In  the  words  of  Thorsten  Kalijarvi,  Deputy  Assistant 
Secretary  of  State  for  Economic  Affairs,  "modification  in  this  practice  could  not 
be  done  without  adversely  affecting  the  treaty  and  the  basic  underlying  principle 
and  raise  the  question  of  whether  we  are  living  up  to  the  treaty  obligations  or 
international  obligations  we  have  entered  into."    (Hearings,  part  3,  p.  161.) 

Treaties  containing  the  above  or  a  very  similar  clause  are  in  force  between  the 
United  States  and  the  countries  of  Italy,  Ireland,  and  Japan  and  others  have  been 
signed  and  ratified  but  are  not  yet  in  force  with  Uruguay,  Greece,  and  Israel. 
Treaties  containing  the  clause  are  now  being  negotiated  with  other  countries. 
Although  these  are  reciprocal  treaties,  some  of  the  countries  with  which  the 
United  States  has  such  treaties  do  not  provide  social-security  benefits  comparable 
to  those  provided  for  in  the  United  States. 

In  addition,  United  States  has  negotiated  a  treaty  with  Italy  containing  a 
clause  which  would  permit  individuals  to  count  as  covered  employment  work  in 
either  Italy  or  the  United  States  for  eligibility  for  social-security  benefits  provided 
by  either  Italy  or  the  United  States.  This  means  that  if  an  Italian  national 
works  in  this  country  in  employment  covered  by  social  security,  but  not  long 
enough  to  become  eligible  for  benefits,  he  may  upon  his  return  to  Italy  complete 
his  required  work  period  in  Italy  and  the  United  States  will  be  liable  for  the 
proportionate  share  of  his  old-age  benefit.  A  claim  could  also  be  made  against 
the  United  States  for  the  proportionate  share  of  any  child's,  aged  wife's,  widow's, 
or  orphan's  benefits.  A  citizen  of  the  United  States  who  works  in  covered  employ- 
ment for  a  period,  but  insufficient  to  become  eligible  for  benefits,  and  remains  in 
this  country,  doesn't  get  any  benefit  or  any  part  of  the  benefit. 

Implementation  of  this  clause  of  the  treaty  requires  domestic  legislation  passed 
by  both  the  House  and  the  Senate. 

After  16  years  of  social  security,  60  -percent  of  the  aged  still  cannot  get  OASI  benefits 
As  of  December  31,  1952,  there  were  an  estimated  13,305,000  persons  age  65  and 
over  in  the  United  States,  and  of  that  number,  3,824,030  were  drawing  OASI 
benefits.  This  left  9,481,000  aged  persons  not  drawing  the  benefits.  This  number 
accounted  for  71  percent  of  the  aged  population  who  were  not  drawing  benefits. 
However,  of  this  latter  number,  there  were  1,440,000,  or  approximately  11  percent 
of  the  aged  population,  who  were  fully  eligible  for  the  OASI  monthly  benefit  pay- 
ments but  who,  for  reasons  of  their  own — primarily  because  most  of  them  were 
working — were  not  currently  on  the  benefit  rolls. 

The  remaining  number  of  aged  persons  in  the  United  States,  approximately 
8,041,000,  or  6  out  of  10,  neither  were  drawing  OASI  benefits  of  any  kind,  nor 
eligible  for  such  benefits.    This  was  true  despite  the  fact  that  the  program, 
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which  originally  had  been  created  primarily  for  the  purpose  of  offering  a  limited 
source  of  income  for  the  retired  aged  segment  of  the  population,  had  been  in 
operation  for  16  years. 

Although  it  is  recognized  that  some  of  the  more  than  8  million  aged  persons 
neither  drawing  nor  eligible  for  benefits  subsequently  would  be  able  to  establish 
eligibility,  either  as  primary  or  secondary  beneficiaries,  available  evidence  in- 
dicated that  this  number  would  be  relatively  small.  For  example,  of  the  entire 
group  of  more  than  8  million  such  persons,  not  more  than  approximately  300,000 
appeared  to  still  have  been  working  in  employment  or  self-employment  covered 
by  the  OASI  program  during  1952.  Consequently,  only  these  300,000,  among 
those  persons  who  had  not  yet  established  permanent  eligibility  for  benefits, 
appeared  still  to  be  working  in  pursuits  that  would  create  future  eligibility  for 
the  benefits.  An  additional  unknown  number  could  be  expected  to  qualify  for 
aged  wives'  or  widows'  benefits.  However,  there  was  a  general  agreement  that 
the  great  bulk  of  the  group  of  persons  age  65  and  over  represented  by  the  6  out  of 
10,  neither  drawing  nor  eligible  for  the  OASI  benefits,  would  remain  ineligible 
under  the  existing  OASI  program  for  as  long  as  they  lived. 

Continued  incompleteness  of  OASI  coverage  largely  explains  the  existing  double 
standard  treatment  of  the  aged 

From  the  inception  of  the  OASI  program,  both  its  purpose  and  the  mechanics 
of  its  operation  have  been  to  offer  eligibility  for  benefits  only  upon  the  basis  of  a 
required  amount  of  employment  by  each  individual  in  types  of  employment  covered 
by  the  program.  No  one  could  qualify  for  the  benefits  except  upon  the  basis  of 
the  employment  occurring  after  the  start  of  1937.  Consequently,  all  persons 
who  already  have  retired  at  the  time  of  the  establishment  of  the  program  and 
who  were  not  able  to  enter  OASI-coverage  employment  for  a  sufficient  length 
of  time  have  been  unable  to  establish  eligibility  for  benefits  for  themselves,  or 
for  their  aged  wives  and  widows.  At  the  same  time,  under  both  the  1939  and  the 
1950  social-security  amendments,  there  still  remained  large  gaps  in  the  types 
of  employment  and  self-employment  covered  by  the  OASI  program.  All  persons 
in  the  labor  market  nearing  the  retirement  age  who  work  in  these  noncovered 
types  of  employment  and  self-employment  thus  still  are  not  creating  eligibility 
for  benefits  for  themselves  and  their  aged  dependents. 

The  6  out  of  10  aged  persons,  neither  drawing  nor  eligible  for  benefits,  thus 
represent  those  persons  who  were  members  of  the  labor  market,  and  their  wives 
and  widows — plus  others  never  in  the  labor  market — who,  because  of  the  ac- 
cident of  age  and  occupation,  were  not  able  to  build  up  sufficient  earnings  credits 
to  qualify  themselves  and  their  aged  dependents  for  the  OASI  benefits.  This  has 
been  true  despite  the  fact  that,  under  both  the  1939  and  1950  amendments,  op- 
portunities were  given  for  individuals  to  establish  eligibility  for  benefits  with 
a  minimum  of  six  calendar  quarters  of  OASI  employment. 

Illustrating  the  degree  of  chance  involved  in  whether  an  aged  individual  has 
been  able  to  establish  OASI  benefit  eligibility  is  the  fact  that  earnings  from 
OASI  covered  employment  or  self-employment  that  are  representative  of  as  little 
as  a  few  cents  in  social-security  taxes  could  have  spelled  the  difference  between 
no  benefits,  on  the  one  hand,  or  monthly  benefits,  on  the  other  hand,  totaling 
more  than  $21,000  for  an  aged  couple  living  out  their  normal  life  expectancies. 

Incomplete  OASI  coverage  is  resulting  in  anomalous,  unequal  treatment  of  today's 
workers 

In  December  of  1952,  51,740,000  persons  were  employed  in  types  of  employ- 
ment and  self-employment  covered  by  the  OASI  program,  and  12,030,000  persons 
were  engaged  in  employment  and  self-employment  not  covered  by  the  program. 
This  number,  not  covered  by  the  program,  represented  18.9  percent  of  the  total 
number  of  persons  gainfully  employed  in  that  month. 

Whether  discriminatory  treatment  runs  against  the  persons  not  covered  by 
the  OASI  program,  or  against  those  covered  by  the  program,  depends  upon  the 
viewpoints  of  the  individuals  who  are  involved.  However,  it  is  a  fact  that  when 
persons  are  employed  in  the  four-fifths  of  the  available  types  of  employment  and 
self-employment  in  the  United  States  covered  by  the  program,  they  are  compelled 
to  pay  the  required  social-security  taxes,  and,  in  turn,  are  building  up  eligibility 
for  future  OASI  benefits,  whereas  those  in  the  positions  not  covered  by  the  program 
are  denied  the  right  of  establishing  benefit  eligibility  and  are  not  required  to  pay 
the  social-security  taxes.  This  difference  of  treatment  amounts  to  unequal 
treatment. 

As  a  result  of  the  complicated  nature  of  coverage  provisions  for  farm  laborers, 
there  are  circumstances  under  which  a  person  originally  employed  as  a  farm 
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worker  on  April  1  could  be  working  in  and  attaining  OASI  coverage  in  the  July- 
through  September  quarter  of  that  same  year,  whereas  if  he  first  had  been  em- 
ployed or  April  2  rather  than  April  1,  he  would  be  denied  OASI  coverage  until 
the  October  through  December  quarter  of  the  year. 

Under  the  prescribed  conditions  for  the  OASI  coverage  of  domestic  workers,  a 
person  working  in  domestic  service  in  a  single  household  may  build  up  benefit 
eligibility  by  working  only  24  days  per  calendar  quarter  in  the  single  household, 
whereas  another  person  doing  similar  work  may  fail  to  obtain  coverage  by  working 
a  total  of  69  days,  for  example,  in  a  calendar  quarter  if  she  works  in  3  or  more 
different  households  and  does  not  work  more  than  23  days  in  a  quarter  in  any 
I  household. 

Where  a  farmer  carries  on  a  subsidiary  business  on  his  farm,  such  as  the  cleaning 
of  beans  for  himself  and  his  neighbors,  he  would  be  treated  as  being  in  self -employ- 
ment covered  by  the  OASI  program  in  the  cleaning  of  the  beans  if  51  percent  or 
more  of  the  bean  cleaning  is  done  for  neighbors,  but  he  would  not  be  in  covered 
self-employment  if  51  percent  or  more  of  the  cleaning  were  done  on  beans  pro- 
duced by  himself. 

A  person  engaged  commercially  in  the  threshirg  of  grain  on  farms  is  denied 
OASI  coverage  as  to  such  self-employment  even  though  he  is  not  in  any  sense  a 
farm  operator,  whereas  a  carpenter,  who  constructs  buildings  on  a  farm  under  a 
contract  arrangement,  would  have  self-employment  status. 

In  the  case  of  employed  officers  or  members  of  a  crew  engaged  in  commercial 
fishing  on  a  vessel  of  less  than  10  net  tons  in  size,  the  officers  and  crew  members 
are  treated  as  being  in  employment  covered  by  the  OASI  program  if  they  are 
fishine  for  salmon  or  halibut — but  they  are  not  covered  by  OASI  if  they  are  fish- 
ing for  some  other  kind  of  fish.  If  they  are  employed  on  a  vessel  of  more  than  10 
net  tons  in  size,  they  are  under  OASI  coverage  regardless  of  the  kinds  of  fish  for 
which  they  are  fishing. 

Generally  speaking,  employees  of  the  executive  branch  of  the  Federal  Govern- 
ment are  included  under  OASI  coverage  if  they  are  not  already  under  a  civil 
service  or  other  Federal  retirement  system,  whereas  employees  of  the  legislative 
branch  of  the  Federal  Government  cannot  be  covered  into  the  OASI  program 
under  any  circumstances. 

If  a  father  is  employed  by  his  son  on  a  bona  fide  basis,  his  employment  cannot 
be  covered  by  the  OASI  program — whereas,  if  the  same  individual  had  been  em- 
ployed on  a  bona  fide  basis  by  his  son-in-law,  the  work  would  be  within  OASI 
coverage.  Types  of  family  employment  excluded  from  OASI  coverage  are  those 
of  service  of  a  son,  daughter,  or  spouse,  and  the  service  of  a  minor  working  for  a 
parent.  Other  family  relationships  between  the  employer  and  an  employee,  if 
the  employment  is  on  a  bona  fide  basis,  do  not  set  up  a  barrier  to  OASI  coverage. 

Where  an  owner-operator  of  an  apartment  house  supplies  linen  and  other  serv- 
ices that  are  primarily  for  the  convenience  of  tenants,  then  the  entire  net  income 
from  the  rental  of  the  apartments  is  counted  as  self-employment  income  to  estab- 
lish OASI  eligibility — whereas,  if  the  owner-operator  does  not  provide  the  linen 
and  similar  services,  then  none  of  the  income  counts  toward  the  establishment 
of  eligibility  for  OASI  benefits. 

Althougn  lawyers,  doctors,  and  other  specified  groups  of  professional  people  are 
excluded  from  the  OASI  coverage  with  respect  to  self-employment  in  their  pro- 
fessional pursuits;  they,  nevertheless,  are  under  OASI  coverage  when  following 
such  professional  pursuits  as  salaried  employees  of  an  employer  covered  by  the 
program. 

The  above  are  illustrative  examples  only  of  anomalies  and  inconsistencies  in 
the  operation  of  coverage  provisions  of  the  OASI  program  and  do  not  represent 
an  exhaustive  list  of  such  anomalies  and  inconsistencies. 

Incomplete  OASI  coverage  inevitably  penalizes  retiring  workers,  benefitwise 

The  OASI  monthly  benefit  amount  is  computed  under  the  benefit  formula  upon 
the  basis  of  the  calculated  average  wages  or  self-employment  earnings  of  an  indi- 
vidual from  covered  employment  or  self-employment  over  a  period  of  time  that 
may  include  periods  during  which  the  individual  was  not  engaged  in  covered  em- 
ployment. Under  the  method  by  which  average  monthly  wages  are  calculated, 
gaps  which  occur  in  the  service  of  an  individual  in  covered  employment  have  the 
effect  of  reducing  the  average  monthly  wage  upon  which  the  benefit  amount  is 
computed — and  these  reductions,  in  turn,  result  in  lower  monthly  OASI  benefits 
for  the  person  who  has  experienced  such  gaps  than  would  be  the  case  if  there  had 
been  no  such  gaps. 

This  effect  may  be  illustrated  through  the  hypothetical  case  of  individuals  who 
were  age  55  on  January  1,  1951,  and  who  will  be  awarded  benefits  upon  applica- 
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tion  therefor  upon  reaching  age  65  on  January  1,  1961.  "Where  a  person  under 
these  circumstances  worked  continuously  over  the  10-year  period  in  covered 
employment  at  a  wage  of  $300  monthly,  his  monthly  benefit  amount  upon  re- 
tirement would  be  $85 — -whereas,  if  he  worked  only  three-fourths  of  the  months 
at  $300  monthly  during  that  period,  his  monthly  benefit  amount  would  be  $73.80. 
If  he  worked  only  one-half  of  the  months  at  $300  monthly  in  covered  employ- 
ment, the  monthly  benefit  amount  at  the  end  of  the  period  would  be  only  $62.50. 

In  the  instances  of  persons  working  under  circumstances  outlined  above  at 
monthly  wages  of  $200  under  OASI-covered  employment,  the  benefit  amount  for 
the  person  who  worked  continuously  would  be  $70  per  month;  for  the  person 
who  worked  three-fourths  of  the  months,  $62.50  monthly;  and  for  the  person 
who  worked  one-half  of  the  months,  $55  monthly. 

The  present  test  of  retirement  discriminates  against  the  wage  earner  as  compared 
with  the  self-employed  person 

The  wage  earner  loses  his  monthly  benefit  payment  for  any  month  in  which 
his  earnings  from  covered  employment  exceeds  $75.  In  contrast,  the  self- 
employed  person  can  accumulate  his  earnings  up  to  $900  a  year  before  he  loses 
any  benefits,  and  then  the  benefits  are  lost  only  to  the  extent  that  self-employ- 
ment earnings  for  the  year  exceeded,  in  multiples  of  $75  for  each  monthly  benefit, 
the  $900  annual  limitation.  For  example,  if  a  self-employed  person  has  earnings 
over  a  calendar  year  at  the  level  rate  of  $100  per  month,  he  would  lose  only  4 
months  benefits  of  the  year  as  a  result  of  the  earnings  test,  whereas  an  employed 
person  earning  $100  per  month  over  the  year  would  lose  all  12  months  of  his 
benefits.  Consequently,  the  self-employed  can  have  a  substantial  amount  of 
earnings  for  a  short  period  of  time  without  losing  any  of  his  benefits,  while  the 
employed  person  will  lose  all  his  benefits  for  any  months  in  which  the  earnings 
exceed  $75  per  month.  The  difference  in  treatment  is  particularly  pronounced 
in  instances  of  seasonal  work. 

A  second  major  difference  is  that  self-employed  person  may  have  an  unlimited 
amount  of  income  from  self-employment  and  still  not  lose  any  benefits  for 
months  in  which  he  contributed  no  substantial  amount  of  personal  services  to 
his  self-employment  enterprise.  This  privilege  is  not  open  to  the  employed 
person. 

It  also  is  to  be  noted  that  persons  who  have  both  employment  and  self-employ- 
ment earnings,  obviously  an  unusual  few,  may  enjoy,  in  effect,  a  double  exemp- 
tion, since  earnings  from  the  two  sources  are  not  combined  for  purposes  of  the 
test.  For  example,  if  an  individual  had  employment  income  of  exactly  $75  per 
month  and  self-employment  income  of  exactly  $900  for  the  year  in  question,  his 
double  set  of  earnings  would  not  cause  any  loss  of  benefits  even  though  the 
combined  earnings  totaled  $1,800  in  the  year. 

When  eligible  persons  aged  65-75  earn  too  much,  they  must  forego  their  benefits  as 
well  as  continue  to  pay  OASI  taxes 

The  original  1935  Social  Security  Act  did  not  provide  for  the  taxation  of  earnings 
of  a  person  beyond  the  age  of  65.  Primarily  for  the  purpose  of  permitting  a 
person  beyond  age  65  to  accumulate  earnings  credits  toward  the  establishment 
of  eligibility  for  benefits,  however,  the  1939  amendments  made  earnings  in  covered 
employment  of  an  individual  at  any  age  subject  to  OASI  taxation. 

While  this  arrangement  permits  workers  to  build  up  earnings  credits  establishing 
eligibility  for  benefits  after  they  pass  age  65,  it  also  means  that  those  who  choose 
to  continue  to  work  instead  of  drawing  benefits  for  which  they  otherwise  are 
eligible,  not  only  must  forego  the  benefits  but  also  must  continue  to  pay  OASI 
taxes. 

As  of  December  31,  1952,  there  were  1,440,000  persons  age  65  and  over  who. 
being  "fully  insured",  were  potentially  eligible  for  primary  old-age  benefits  but 
were  not  drawing  the  benefits.  In  nearly  all  cases  they  were  not  drawing  the 
benefits  because  they  were  employed.  This  number  included  approximately 
1,130,000  persons  who  never  had  applied  for  the  benefits  and  310,000  primary 
old-age  beneficiaries  who  previously  had  established  entitlement  to  benefits  but 
whose  benefits  temporarily  were  being  withheld  because  of  their  employment. 

The  group  of  persons  age  65  and  over  who  were  fully  insured  at  the  end  of  1952 
but  had  never  drawn  primary  benefits  had  contributed,  during  1937  through 
1952,  approximately  $281  million  in  OASI  employee  and  self-employment  taxes, 
and  their  employers  had  contributed  another  $270  million  in  taxes  on  their  wages 
and  salaries 
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There  is  not  enough  in  the  $17  billion  OASI  trust  fund  to  pay  future  benefits  to  the 
present  beneficiaries 

As  of  December  31,  1952,  there  was  a  balance  in  the  OASI  trust  fund  of 
$17,441,719,000  available  for  the  payment  of  future  benefits.  However,  as  of 
that  same  date,  there  were  2,644,000  aged  persons  currently  drawing  primary 
old-age  benefits  and  another  2,382,000  persons  currently  drawing  secondary 
benefits  in  the  form  of  benefits  for  wives,  husbands,  children,  widows,  widowers, 
mothers,  and  parents. 

These  5,026,000  persons  currently  drawing  OASI  benefits  at  the  end  of  1952 
already  had  received  in  benefits  a  total  of  $6,010,700,000  and,  according  to  esti- 
mates by  actuaries  of  the  Bureau  of  Old-Age  and  Survivors  Insurance,  these 
same  persons  would  draw  an  additional  $21,826  million  in  future  benefits  before 
their  entitlement  to  the  benefits  ended. 

Thus,  as  against  a  balance  in  the  trust  fund  of  approximately  $17,442  million 
there  was  a  liability  for  future  benefits  payable  to  persons  already  on  OASI  rolls 
of  approximately  $21,800  million.  This  liability  did  not  take  into  account  any 
■of  the  benefits  to  be  payable  to  persons  who  were  to  become  beneficiaries  after 
December  31,  1952. 

It  was  further  estimated  bv  the  Bureau  of  Old-Age  and  Survivors  Insurance 
that,  while  an  amount  of  money  equal  to  that  of  the  balance  in  the  trust  fund  as 
of  the  end  of  1952  was  being  paid  out  in  future  benefits  to  persons  currently 
drawing  benefits  at  the  end  of  the  year,  interest  amounting  to  $2,500  million  would 
be  credited  to  the  trust  fund  on  such  money.  Thus,  the  balance  in  the  funa, 
plus  this  interest  to  be  credited,  represented  approximately  $19,942  million 
theoretically  available  at  the  eno-of  1952  to  pay  future  benefits  totaling  $21,800 
million  to  persons  then  currently  drawing  benefits. 

The  difference  of  $1,858  million  represented  the  amount  by  which  the  OASI 
trust  fund  was  "short"  in  its  accumulation  of  social-security  tax  money  for  the 
payment  of  future  benefits  to  persons  already  on  the  OASI  rolls. 

This  deficiency  of  nearly  $2  billion  does  not  mean  that  the  OASI  trust  fund 
is  in  any  imminent  danger  of  being  exhausted.  Under  existing  Federal  insu-ance 
contributions  tax  rate  schedules,  the  tax  revenues  of  the  future  are  expected,  for 
at  least  a  considerable  period  of  years,  to  continue  to  exceed  expenditures. 

Today's  OASI  taxpayers  who  become  beneficiaries  tomorrow  must  look  to  those  then 
working  and  paying  OASI  taxes  for  their  benefits 

The  OASI  trust  funr<  as  of  December  31,  1952,  was  short  by  nearly  $2  million 
of  having  a  large  enough  balance  to  pay  future  benefits  to  persons  already  entitled 
to  and  drawing  the  benefits. 

In  the  hearings  before  the  Subcommittee  on  Social  Security,  the  conclusion  was 
stated  by  Robert  J.  Myers,  Chief  Actuary,  Social  Security  Administration,  as 
follows : 

"The  present  trust  fund  is  not  quite  large  enough  to  pay  off  the  benefits  nf  the 
existing  beneficiaries.  Therefore,  you  may  say  under  that  basis  or  conception 
that  there  is  nothing  left  in  the  fund  for  other  contributors." 

On  December  31,  1952.  there  were  an  estimated  87,200,000  living  persons  in  the 
United  States  who  had  paid  OASI  taxes  at  some  time  during  their  work  history, 
but  who  never  had  received  OASI  benefits.  This  number  included  approximately 
56  million  persons  actively  working  during  1952  in  OASI-covered  employment 
and  self-employment  to  the  extent  of  having  qualified  for  one  or  more  "quarters 
of  coverage"  in  that  year. 

These  87,200,000  who  had  paid  OASI  taxes  but  never  received  benefits  had  con- 
tributed over  the  period  of  1937  through  1952  a  total  of  $11,100  million  in  employee 
and  self-employment  taxes  and  their  employers  had  contributed  another  $10,897 
million  in  their  behalf — or  a  total  of  $21,997  million. 

This  total  of  nearly  $22  billion,  paid  by  or  in  behalf  of  living  persons  who  not 
yet  had  become  beneficiaries,  represented  93  percent  of  all  OASI  taxes  collected 
since  the  start  of  the  program.  It  was  the  amount  which,  although  theoretically 
collected  to  finance  the  pavment  of  future  benefits  to  these  persons  and  their 
dependents  and  survivors  not  yet  on  the  OAST  rolls,  actually  already  had  been 
used  or  committed  for  the  payment  of  past  and  future  benefits  to  an  entirelv  differ- 
ent group  of  persons— those  already  drawing  benefits  at  the  end  of  1952. 

As  a  group,  today's  aged  on  OASI  will  receive  in  benefits  almost  50  times  the  amount 
they  paid  in  OASI  taxes 
As  of  December  31,  1952,  there  were  2,644,000  persons  currently  drawing 
OASI  primary  benefits.    They  themselves  had  paid  $356,470,000  in  OASI  taxes. 


70 


SOCIAL  SECURITY  AFTER   18  YEARS 


They  already  had  drawn  $3,665,400,000  in  benefits — or  more  than  10  times  the- 
amount  of  their  own  tax  contributions. 

These  same  2,644,000  primary  beneficiaries  can  expect  to  receive,  under  existing 
law,  an  additional  $13,500  million  in  benefits  before  they  are  removed  from  the 
rolls  by  death  or  for  other  reasons,  according  to  actuarial  estimates  of  the  Bureau 
of  Old-Age  and  Survivors  Insurance.  Thus,  the  total  of  past  and  future  benefits 
for  this  group  will  be  approximately  $17,165  million — or  a  ratio  of  benefits  as 
compared  to  taxes  of  48  to  1. 

If  OASI  taxes  previously  paid  by  employers  on  the  past  wages  and  salaries  of 
the  2,644,000  primary  beneficiaries  at  the  end  of  1952  are  taken  into  account^ 
the  total  OASI  benefits  ultimately  payable  to  them  will  be  equal  to  approximately 
24  times  the  amount  of  taxes  paid  by  and  for  them. 

Meanwhile,  as  of  the  end  of  1952,  $4,371  million  in  monthly  benefits  and  lump- 
sum payments  already  had  been  paid  to  or  in  behalf  of  other  beneficiaries,  includ- 
ing deceased  former  primary  beneficiaries  and  current  and  former  dependents 
and  survivors.  And  an  additional  $8,300  million  was  expected  to  be  paid  in 
benefits  after  December  31,  1952,  to  the  2,382,000  secondary  beneficiaries  (de- 
pendents and  survivors)  currently  drawing  benefits  at  that  time.  As  compared 
with  the  $12,671  million  total  of  these  two  benefits  figures,  OASI  employee, 
self-employment  and  employer  taxes  of  $1,050,500,000  had  been  paid  by  and 
in  behalf  of  living  and  deceased  persons  other  than  the  2,644,000  current  primary 
beneficiaries  and  the  87,200,000  living  persons  who  had  paid  OASI  taxes  but 
never  had  drawn  benefits. 

Total  benefits  to  some  aged  couples  may  aggregate  several  hundred  times  the  amounts 
they  paid  in  OASI  taxes 

Under  the  existing  OASI  program,  it  has  been  possible  in  an  extreme  case  for 
an  aged  couple,  on  the  basis  of  wages  requiring  the  payment  of  only  $9  in  em- 
ployee and  employer  OASI  taxes,  to  qualify  for  monthly  and  lump-sum  benefits 
having  a  normally  expected  worth  of  $6,428.  This  would  be  true  in  the  instance 
of  an  aged  couple  where  the  wage  earner  qualified  for  benefits  under  "new  start" 
provisions  by  working  6  calendar  quarters  at  minimum  wages  of  $50  per  quarter. 
In  this  case,  the  ratio  of  the  value  of  the  benefits  to  the  amount  of  the  tax  pay- 
ments would  be  714  to  1. 

On  the  other  hand,  where  the  wage  earner  had  worked  continuously  from  the 
start  of  1937  through  1952  at  maximum  wage  rates  for  OASI  taxing  purposes  of 
$250  monthly  through  1950  and  $300  monthly  through  1952,  he  and  his  employer 
would  have  paid  $1,086  in  OASI  taxes  and  the  benefits  payable  to  him  and  his 
aged  spouse  would  be  worth  $21,905.  In  this  instance,  the  ratio  of  benefits  value- 
to  tax  payments  would  be  20  to  1.  The  normal  life  expectancy  at  age  65  of  »■ 
white  male  is  13  years  and  of  a  white  female  is  15.3  years. 

These  illustrations  do  not  take  into  account  the  fact  that  many  persons,  upon 
whose  wages  OASI  taxes  have  been  paid,  do  not  live  to  age  65;  that  others  do  not 
have  spouses  who  attain  age  65,  and  that  still  others  continue  to  work  instead  of 
drawing  benefits  upon  reaching  age  65.  In  the  general  magnitude  of  the  relation- 
ship of  benefits  values  of  tax  payments,  however,  they  are  illustrative  of  a  reason 
why,  in  the  overall  picture,  payments  to  beneficiaries  have  exceeded  greatly  the 
amounts  of  OASI  taxes  paid  upon  the  wages  and  salaries  of  those  beneficiaries. 

The  line  between  "insurance"  benefits  and  no  "insurance"  benefits  is  often  a  seemingly 
whimsical  one  for  an  insurance  program 

Such  elements  as  the  date  of  the  wage  earner's  birth  and,  in  case  of  survivor 
benefits,  the  date  of  the  wage  earner's  death  may  determine  eligibility  to  benefits. 
Take,  for  example,  testimony  of  the  Acting  Director  of  the  Bureau  of  Old-Age  and 
Survivors  Insurance  in  the  hearings,  as  follows: 

"Counsel.  Suppose  an  individual  had  worked  24  quarters  or  6  years,  in 
covered  employment,  from  January  1940,  to  January  1946,  and  died  in  January 
1950,  just  before  reaching  age  65.  Would  his  widow,  upon  reaching  age  65,  be 
eligible  for  an  old-age  benefit? 

"Witness.  No.  In  the  example  you  give  he  would  not  have  met  the  insured 
status  requirement  in  effect  at  the  time  he  died.  He  would  have  been  required 
to  have  26  quarters  of  coverage,  and  he  actually  had  24. 

"Counsel.  Suppose  an  individual  with  exactly  the  same  wage  record,  that 
is,  24  quarters,  or  6  years,  in  covered  employment  from  January  1940,  to  January 
1946,  died  in  January  1951,  just  before  reaching  age  65.  Would  his  widow  upon 
reaching  age  65  be  eligible  for  an  old-age  benefit? 

"Witness.  Yes"  (hearings,  pt.  4,  p.  658). 
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As  a  result,  there  are  within  the  group  of  aged  not  entitled  to  OASI  benefits  and 
who  are  not  working  and  may  be  too  old  to  work,  widows  whose  husbands  had 
substantial  periods  of  covered  employment,  in  the  case  above  6  years. 

The  public  has  been  misled  into  believing  OASI  is  insurance 

The  original  Social  Security  Act  of  1935  at  no  place  contained  the  word  "insur- 
ance." In  none  of  the  publicity  in  the  year  or  so  immediately  subsequent  to  the 
passage  of  this  act  was  the  word  "insurance"  employed.  The  reverse  side  of  the 
social-security  card,  distributed  to  millions  of  Workers,  referred  to  the  program 
under  title  II  (now  known  as  OASI)  as  "Federal  old-age  retirement  benefits." 

On  May  24,  1937,  the  Supreme  Court  upheld  the  constitutionality  of  title  II 
and  title  VIII  (taxing  authority)  of  the  act.  At  no  place  in  this  decision  did  the 
Supreme  Court  refer  to  title  II  and  title  VIII  as  "insurance."  The  defendant,  the 
United  States  Government,  in  its  brief  stated:  "The  act  cannot  be  said  to  consti- 
tute a  plan  for  compulsory  insurance  within  the  accepted  meaning  of  the  term 
'insurance'."  Two  of  the  gentlemen  signing  this  brief  were  Stanley  Reed, 
Solicitor  General,  and  Robert  H.  Jackson,  Assistant  Attorney  General,  Depart- 
ment of  Justice,  now  Justices  of  the  Supreme  Court. 

Notwithstanding  this  statement  in  the  Government's  brief  (prepared  and  signed 
by  leading  legal  officials  of  the  United  States  Department  of  Justice  and  the  Social 
Security  Board),  the  former  Chairman  of  the  Social  Security  Board  in  a  press 
conference  the  following  day  stated:  "The  decisions  handed  down  yesterday  by 
the  United  States  Supreme  Court  completely  validate  the  unemployment  com- 
pensation and  the  Federal  old-age  insurance  provisions  of  the  Social  Security 
Act." 

Subsequently,  various  insurance  terms  were  liberally  employed  in  publicizing  the 
program  under  title  II.  And  by  1939,  the  reverse  side  of  the  social-security  cards 
carried  by  individuals  referred  to  the  title  II  program  as  "Federal  old-age 
insurance."  In  a  press  conference  in  1939,  following  the  passage  of  the  amendments 
of  that  year,  the  former  Commissioner  referred  to  the  original  program  as  an  oldrage 
insurance  system  stating,  "You  take  this  old-age  insurance  system  that  is  going 
into  effect  next  January  1.  It  has  been  changed  into  an  old-age  and  survivors 
insurance  system,  with  45  million  people." 

In  the  same  press  conference  (August  7,  1939)  reference  to  the  1939  amendments 
was  made  as  follows:  "Think  of  it!  It  is  just  as  if  you  had  written  a  group  insur- 
ance policy,  covering  45  million  people,  and  it  is  because  it  is  like  trying  to  read 
the  fine  print  in  that  insurance  policy  that  it  is  hard  to  understand."  A  publication 
by  the  Social  Security  Board  (January  1940)  said:  "The  tax  is  a  sort  of  premium 
on  what  might  be  called  an  insurance  policy  which  will  begin  to  pay  benefits  when 
you  qualify  at  age  65  or  over  or  in  case  of  your  death." 

Before  a  congressional  committee  in  1944,  the  former  Commissioner  for  Social 
Security  testified:  "The  result  of  that  (1939  amendments),  as  I  said,  was  to  put 
into  effect  overnight  about  $50  billion  face  value  of  what  is  really  life  insurance." 
In  another  publication  (June  1948)  a  former  Federal  Security  Administrator 
stated:  "Old-age  and  survivors  insurance  and  unemployment  insurance  are 
insurance."  A  publication  of  the  Social  Security  Administration  (April  1951) 
read  as  follows:  "Treat  this  card  like  an  insurance  policy."  And  again  in  1952  an 
official  pamphlet  stated:  "Your  card  is  the  symbol  of  your  insurance  policy  under 
the  Federal  social-security  law." 

What  are  the  facts? 

The  American  courts  of  law  have  consistently  held,  both  prior  and  subsequent 
to  the  Supreme  Court  decision  of  May  24,  1937,  that  "insurance,"  within  the 
accepted  meaning  of  the  term  involves  a  contract.  In  1923,  for  example,  the 
Federal  court  in  Missouri  (253  STW.  1029,  1033)  held,  "Insurance  is  a  matter  of 
contract  *  *  *."  In  1935,  a  Maryland  court  (196  N.  E.,  254)  observed,  "Insur- 
ance has  been  defined  as  a  contract  where  one  undertakes  to  indemnify  another 
against  loss,  damage,  or  liability  arising  from  an  unknown  or  contingent  event 
*  *  *."  And  again,  the  recently  published  compendium  of  American  law  (44 
Corpus  Juris  Secundum,  sec.  471)  states:  "Insurance  broadly  defined,  is  a  con- 
tract *  *  *." 

Within  the  last  four  decades,  the  Federal  Government  has  established  several 
programs  which  truly  constitute  insurance.  These  include  war-risk  insurance, 
national  service  life  insurance,  Federal  crop  insurance,  Federal  mortgage  insurance, 
and  postal  insurance.  In  each  case,  the  individual  has  a  contract  guaranteeing 
indemnification  in  the  event  of  a  specified  loss.  Court  decisions  as  to  the  content 
of  "insurance,"  within  the  accepted  meaning  of  the  term,  apply  to  insurance 
issued  by  the  United  States  Government  as  well  as  by  private  concerns.  The 
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immunity  of  such  Government  insurance  contracts  from  congressional  abrogation 
was  established  in  the  case  decided  by  the  Supreme  Court,  Lynch  v.  United  States. 
The  Court's  decision,  delivered  by  Justice  Brandeis,  stated  that  "War-risk  policies, 
being  contracts,  are  property  and  create  vested  rights  *  *  *.  'The  fifth  amend- 
ment commends  that  property  be  not  taken  without  making  compensation'." 

Many  of  the  letters  received  from  people  throughout  the  country  indicate 
clearly  that  their  complaints  arise  from  their  belief  that  the  program  under  title  II 
of  the  Social  Security  Act  is  insurance. 

Members  of  the  Congress  have  also  been  misled.  A  committee  minority  report 
stated  with  respect  to  the  proposed  amendments  (1939) :  "It  puts  the  Government 
in  the  position  of  changing  the  terms  of  a  contract."  Another  minority  report 
(1949)  contended:  "We  should  not  bind  them  (our  children  and  our  grandchildren) 
by  contract  to  pay  untold  billions  each  year,  as  the  present  system  does." 

Some  people  in  labor  have  also  been  misled.  For  example,  in  a  recent  article 
in  the  Machinist's  Monthly  Journal  (International  Association  of  Machinists, 
AFL)  the  author  stated:  "I  believe  that  OASI  is  insurance  and  that  payroll 
deductions  are  the  same  as  premiums  and,  further,  feel  strongly  that  there  is  a 
definite  contractual  relation  between  the  individual  and  the  Federal  Govern- 
ment. *  *  *" 

Insurance  terms  were  first  employed,  and  liberally  so,  in  the  Social  Security 
Act  when  amended  in  1939.  The  then  Chairman  of  the  Social  Security  Board 
urgently  pressed  for  the  inclusion  of  such  terminology.  The  basic  substance  of 
the  act,  however,  was  not  changed  by  the  mere  insertion  of  the  word  "insurance." 

None  of  the  various  publications  of  the  Social  Security  Administration  nor 
speeches  of  its  former  officials  informed  the  public  that  the  Social  Security  Act, 
from  its  inception,  has  contained  the  following  reservation  of  power  (sec.  1104): 
"The  right  to  alter,  amend,  or  repeal  any  provision  of  this  act  is  hereby  reserved 
to  the  Congress." 

Through  title  II  of  the  Social  Security  Act,  Congress  has  created  a  system  providing 
statutory  rights  to  statutory  benefits 
Testimony  in  the  hearings  brought  out  the  fact  that  the  rights  of  individuals 
to  title  II  benefits  are  statutory,  and  are  neither  natural,  constitutional  nor  con- 
tractual rights,  in  this,  the  rights  are  like  those  existing  under  veterans'  benefit 
programs  and  under  public  assistance. 
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Statement  of  Representatives  Jere  Cooper  (Democrat,  Tennessee), 
John  D.  Dingell  (Democrat,  Michigan),  and  Wilbur  D.  Mills 
(Democrat,  Arkansas),  Members  of  the  Subcommittee  on  Social 
Security  of  the  Committee  on  Ways  and  Means 

Hearings  and  Study 

We  deeply  regret  that  we  feel  compelled  to  issue  this  statement 
criticizing  the  manner  in  which  the  Social  Security  Subcommittee 
hearings  were  conducted.  In  our  opinion,  the  hearings  were  not 
conducted  on  a  sound  basis  and  the  taxpayers'  money  has  been 
wasted  and  much  valuable  time  has  been  lost. 

We  presume  that  the  staff  report  of  the  subcommittee  which  is 
being  issued  today  will  contain  alleged  findings  of  fact  based  on  the 
hearings.  However,  we  have  neither  seen,  nor  were  we  consulted  on, 
any  part  of  the  staff  report.  This  is  the  first  time  in  our  memory 
that  any  such  procedure  has  been  followed  in  any  subcommittee  of 
the  committee  or  in  the  full  committee. 

We  fully  supported  the  establishment  of  the  subcommittee  and 
voted  for  the  appropriation  of  $100,000  for  it  to  employ  a  staff  to 
carry  on  its  study,  investigation,  and  the  hearings. 

The  motion  in  the  Committee  on  Ways  and  Means  establishing 
the  subcommittee  stated  that  its  purpose  was  "to  conduct  thorough 
studies  and  investigations  of  all  matters  pertaining  to  our  social 
security  laws."    The  motion  further  provided: 

Such  studies  and  investigations  shall  include  (but  shall  not  be  limited  to)  the 
basic  concepts  and  principles  of  the  old-age  and  survivors  insurance  and  old-age 
assistance  programs,  costs,  taxes,  benefits,  commitments,  retirement  tests, 
reserves,  coverage,  administration,  inequities,  inadequacies,  fiscal  soundness,  and 
suggested  amendments,  changes  and  improvements.  *  *  * 

We  would  like  to  make  it  known  that  we  were  not  consulted  nor 
did  we  have  any  part  in  determining  the  agenda  of  the  subcommittee, 
the  selection  of  witnesses,  or  the  course  of  the  hearings. 

HEARINGS  WERE  NOT  WELL  ROUNDED 

Several  conclusions  can  be  drawn  from  a  careful  study  of  the 
printed  hearings  by  anyone  who  cares  to  examine  them. 

1.  Not  a  single  independent  social  security  expert  from  any  of  the 
colleges  or  universities  was  called  to  testify  on  any  of  the  aspects 
of  the  social  security  program  studied  by  the  subcommittee  or  to 
contribute  any  factual  information  on  the  program. 

2.  Not  a  single  member  of  the  Advisory  Councils  on  Social  Security 
in  1935,  1938,  or  1948  was  called  to  testify  to  give  factual  information 
on  the  reasons  for  the  proposals  incorporated  into  the  law  which  were 
under  attack. 
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3.  Not  a  single  representative  of  labor,  business,  or  the  general 
public  was  invited  to  give  factual  information  bearing  on  needed 
improvements  in  the  law  or  on  any  of  the  provisions  of  the  law  under 
attack.  The  only  recognized  expert  in  the  field  of  social  security 
who  was  asked  to  appear  was  denied  permission  to  give  his  sugges- 
tions and  recommendations  for  needed  improvements  in  the  system. 

4.  The  hearings  contain  no  information  bearing  on  the  adequacy 
of  insurance  benefits  or  whether  or  not  there  is  a  need  for  increased 
benefits  for  the  millions  of  persons  now  drawing  them. 

5.  The  hearings  contain  no  information  bearing  on  the  need  for 
insurance  benefits  of  persons  who  become  disabled  prior  to  retirement 

6.  Although  representatives  of  the  Public  Affairs  Kesearch  Council 
of  Louisiana  were  invited  to  testify  on  the  public  assistance  programs 
in  Louisiana,  no  invitation  was  extended  to  the  State  officials  of 
Louisiana  to  testify  on  the  subject  or  rebut  the  testimony  given  by 
this  private  organization. 

These  are  just  a  few  of  what  we  consider  the  serious  limitations  of 
the  "factual"  hearings  and  study  undertaken  by  the  subcommittee 
staff.  We  believe  that  even  a  superficial  analysis  of  the  printed  testi- 
mony will  indicate  that  it  is  not  a  balanced  and  complete  record  of 
the  "basic  concepts  and  principles"  of  our  social  security  system  or 
of  information  needed  to  improve  the  social  security  program.  We 
urge  those  who  read  or  utilize  the  hearings  to  exercise  caution  and 
discretion  in  assuming  the  hearings  are  a  complete  and  balanced 
"analysis  of  the  social  security  system,"  as  the  title  indicates.  We 
also  caution  persons  studying  the  hearings  that  they  by  no  means 
reflect  our  attitude  on  the  system,  nor,  in  our  belief,  that  of  a  majority 
of  the  members  of  the  Committee  on  Ways  and  Means. 

The  incomplete  and  one-sided  nature  of  the  testimony  obtained 
from  witnesses  carefully  selected  by  the  subcommittee  staff  is  demon- 
strated by  the  following  episode. 

Mr.  Philip  Vogt,  administrator  of  the  Douglas  County  Welfare 
Board  of  Nebraska,  testified  before  the  subcommittee  on  November 
20,  1953  (pp.  602-636).  On  the  morning  that  Mr.  Vogt  testified,  a 
press  release  was  issued  in  the  name  of  the  subcommittee.  The  press 
release  was  captioned  "Omaha  Public  Welfare  Official  Hits  Federal 
Controls;  Calls  Public  Assistance  Operations  a  Monstrosity."  The 
press  release  contained  the  following  statement: 

"The  Nebraska  Legislature  has  voted  to  discontinue  our  medical  care  program 
at  the  end  of  this  year,"  Mr.  Vogt  told  members  of  the  Curtis  subcommittee. 
"After  5  years'  experience  in  trying  to  fit  Washington  (Federal)  requirements  to 
conditions  in  Nebraska,  the  State  legislature  threw  up  its  hands  and  decided 
to  leave  medical  care  entirely  to  county  officials,"  he  said. 

The  press  release  also  stated  "that  Nebraska's  medical  care  program 
would  have  worked"  except  for  what  Mr.  Vogt  termed  "Federal 
meddling." 

Mr.  Vogt  did  not  speak  for  the  State  agency  administering  the 
program  in  Nebraska.  Nor  was  an  attempt  made  in  any  further 
hearings  to  obtain  all  the  facts  by  asking  the  State  agency  to  testify 
before  the  subcommittee  or  by  giving  the  State  agency  an  oppor- 
tunity to  refute  the  charges. 

We  are  advised  that  the  State  officials  in  Nebraska  have  repudiated 
Mr.  Vogt's  testimony  and  that  they  have  stated  that  the  problem 
involved  in  the  medical  care  program  in  Nebraska  was  merely  a 
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question  between  the  State  and  the  counties,  not  between  the  Federal 
and  State  Governments.  According  to  the  State  officials,  Mr.  Vogt 
was  "reading  into  the  legislation  something  which  was  not  there, 
because  of  his  personal  bias." 

If  there  was  a  desire  on  the  part  of  the  subcommittee  staff  to  get 
at  all  the  facts  in  this  case,  the  record  does  not  show  it.  We  believe 
that  the  State  agency  should  have  been  given  an  opportunity  to 
examine  Mr.  Vogt's  testimony  and  rebut  his  charges  and  interpreta- 
tions. The  way  in  which  this  episode  was  handled  casts  considerable 
light  on  the  manner  in  which  the  entire  hearings  were  planned  and 
conducted. 

Mr.  Vogt's  preplanned  role  in  the  hearings  differed  sharply  with 
the  way  in  which  Dr.  Arthur  J.  Altmeyer,  the  former  Commissioner 
for  Social  Security,  was  handled.  Dr.  Altmeyer  was  not  even  advised 
of  the  subjects  on  which  he  was  to  testify. 

We  will  let  the  printed  record  of  Dr.  Altmeyer's  testimony  speak 
for  itself,  and  we  invite  the  interested  public  to  read  it  (pp.  879-1013). 
It  will  show  that  Dr.  Altmeyer,  a  recognized  and  outstanding  expert 
on  social  security,  was  not  permitted  to  testify  in  such  a  way  as  to 
give  all  the  facts  on  the  social  security  program  which  he  could  have 
given  the  subcommittee. 

The  Vogt  and  Altmeyer  incidents  were  only  two  of  a  number  of 
incidents  which  indicated  that  the  subcommittee  staff  was  desirous 
of  bringing  before  the  committee  carefully  selected  witnesses  to 
criticize  the  program  but  not  to  afford  an  opportunity  to  anyone  to 
give  favorable  and  constructive  testimony. 

PRESS  RELEASE   OP  STAFF  MEMORANDUM   ON   SOME   MAJOR  FINDINGS 

We  were  never  consulted  about  the  staff  memorandum  on  Some 
Major  Findings  dated  December  23,  1953,  which  was  issued  for  release 
on  December  27,  1953,  nor  was  it  shown  to  us  prior  to  its  release. 
If  it  had  been,  we  would  have  opposed  its  release  because  it  was  a 
confusing,  negative,  misleading,  and  incomplete  report.  It  contained 
no  constructive  findings.  It  omitted  reference  to  the  many  positive 
and  valuable  aspects  of  the  social  security  program.  It  failed  to 
review  the  important  contribution  which  the  State  assistance  programs 
have  made  to  the  welfare  of  the  country.  As  far  as  we  can  see,  it  was 
issued  solely  for  the  purpose  of  getting  publicity  and  without  regard 
for  the  views  of  the  members  of  the  subcommittee,  certainly  the 
minority  members.  It  appears  that  the  staff  of  the  subcommittee 
were  more  interested  in  newspaper  publicity  than  in  gaining  the  advice 
of  the  entire  subcommittee  as  to  means  for  improving  the  social  se- 
curity program. 

BIAS  OF  STAFF  DIRECTOR 

When  the  employment  of  the  staff  director  of  the  Social  Security 
Subcommittee  was  being  discussed  by  the  committee,  we  expressed 
our  concern  about  the  fact  that  he  was  coauthor  of  a  book  which  is 
very  critical  of  the  basic  principles  of  the  present  social  security  in- 
surance system.  We  were  assured  that  the  staff  director  contributed 
to  this  book  only  as  a  researcher  who  was  asked  to  help  carry  out  a 
particular  assignment.  Since  he  was  primarily  a  researcher,  we  were 
told  that  this  would  be  his  function  as  staff  director,  and  that  he  would 
be  objective  and  fair  in  his  work  for  the  subcommittee.    His  employ- 
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ment  was  urged  upon  the  committee  on  the  basis  of  his  being  a  com- 
petent and.  impartial  researcher.  We  regret  that  we  must  state  that 
our  concern,  as  things  have  developed,  has  proved  to  have  been 
well-founded. 

tyfany  of  the  charges  made  about  the  present  social  security  system 
during  the  course  of  the  hearings  were  taken  from  the  book  of  which 
the  staff  director  is  the  coauthor.  This  book  is  entitled  "The  Cost 
and  Financing  of  Social  Security,"  and  was  issued  by  the  Brookings 
Institution  in  1950.  If  anyone  should  care  to  verify  our  statement  by 
checking  this  book,  they  will  find  that  it  is  true. 

A  review  of  this  book  in  the  Washington  Post,  April  23,  1950, 
contains  the  following  summary  and  evaluation,  with  which  we  agree: 

In  summary,  they  (the  authors)  (a)  deplore  the  growing  costs,  (6)  contend  that 
the  present  "trust  fund"  for  financing  old-age  and  survivors  insurance  is  a  fiction, 
serving  only  to  confuse,  and  (c)  object  that  the  system  is  not  "insurance"  in  any 
real  sense. 

******* 

As  for  the  two  criticisms  of  the  financing  of  old-age  and  survivors  insurance, 
they  were  disposed  of  by  eminent  authorities  repeatedly  within  the  past  decade. 
Old-age  and  survivors  insurance  is  insurance  in  the  sense  that  it  constitutes  an 
orderly  provision  in  advance  for  a  future  contingency.  Certainly  it  differs  from 
private  insurance;  Congress  learned  in  1939  that  it  is  foUy  to  pattern  this  social 
insurance  strictly  along  the  forms  of  private  insurance. 

Congress  has  studied,  too,  the  criticisms  of  the  old-age  reserve.  It  consulted 
with  an  advisory  council  of  leading  citizens  in  1939,  and  concluded  then  that  the 
reserve  did  not,  as  these  authors  contend,  encourage  wasteful  spending  or  dissipate 
the  funds  contributed  by  those  who  would  subsequently  expect  security.  In  1947 
the  reserve  was  again  reviewed  and  approved  by  a  second  advisory  council. 

In  the  hands  of  these  authors,  the  problem  of  subsistence  for  an  increasing 
number  of  aged,  orphaned,  widowed,  unemployed,  and  sick  becomes  an  abstract 
matter  of  taxes,  cost,  prices,  and  profits.  Whether  Americans — flesh  and  blood 
men  and  women— want  something  better  than  relief  when  they'  are  old,  unem- 
ployed, or  sick  is  not  considered. 

Whether  Americans  want  to  contribute  (as  Sir  William  Beveridge  contended 
the  Britons  do)  toward  the  cost  of  their  own  security  through  direct  taxes  would, 
to  these  writers,  seem  wholly  irrelevant.  Such  evidence  as  there  is  that  the 
American  people  generally  approve  of  existing  social  security  arrangements  and 
want  them  expanded  and  improved,  is  not  found  here. 

TIME  AND  MONEY  WASTED 

We  are  the  first  to  admit  that  our  present  social  security-  system  is 
not  perfect,  and  that  improvements  are  needed.  We  shall  support 
amendments  to  the  law  to  improve  the  system.  However,  we  do  be- 
lieve that  the  basic  principles  of  our  present  system  are  sound  and 
that  it  is  well  accepted  throughout  the  country.  It  was  our  thought 
when  the  subcommittee  was  established,  and  it  is  still  our  opinion  when 
we  read  the  motion  establishing  the  subcommittee,  that  the  whole 
purpose  of  the  subcommittee  was  to  study  the  operation  of  our  present 
system  and  its  shortcomings  toward  the  end  that  practical  improve- 
ments could  be  recommended  for  consideration  and  adoption  in  this 
session  of  Congress. 

We  believe  that  any  fair  reading  of  the  hearings,  and  we  presume 
of  the  staff  report,  will  indicate  that  there  was  a  concentration  on  the 
atypical  case  as  illustrative  of  so-called  inequities  and  inadequacies 
and  on  petty  points  and  issues  to  the  almost  complete  exclusion  of  any 
constructive  efforts  to  develop  testimony  or  secure  information  looking 
toward  possible  improvements  in  the  system  in  which  most  people 
are  interested,  such  as  an  extension  of  coverage,  increase  in  benefits, 
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a  more  realistic  and  liberalized  retirement  test,  waiver  of  premium 
for  insured  persons  who  become  disabled,  and  so  on.  About  all  we 
can  say  for  the  hearings  is  that  they  are  a  rather  complete  documenta- 
tion of  so-called  inequities  and  inadequacies,  discriminations,  criti- 
cisms, and  other  information  and  material,  based  in  many  instances 
on  exceptional,  unusual,  and  hypothetical  cases,  in  an  attempt  to 
indict  the  principles  of  our  present  system,  which  we  believe  have 
caused  nothing  but  confusion  and  tended  to  destroy  confidence  in  it. 

A  considerable  amount  of  time  was  spent  developing  testimony  on 
so-called  discriminations  and  shortcomings  in  present  law,  without 
any  effort  being  made  to  bring  out  the  reasons  why  the  Congress 
enacted  many  of  these  provisions  in  the  law.  For  instance,  much 
was  made  of  the  fact  that  for  the  same  amount  of  contributions  dif- 
ferent beneficiaries  under  the  system  stand  to  receive  varying  amounts 
of  benefits  and  of  the  fact  that  with  a  minimum  amount  of  coverage, 
some  beneficiaries  can  and  do  get  benefits  equal  to  the  benefits  of  long- 
time workers  under  the  system. 

We  all  know  that  Congress  has  purposefully  provided  that  persons 
who  are  aged  when  coverage  is  extended  to  them  for  the  first  time 
will  not  have  to  meet  the  same  eligibility  requirements  as  younger 
workers.  At  the  same  time,  provision  has  been  made  for  these  per- 
sons to  receive  benefits  comparable  to  persons  who  retire  after  having 
a  longer  time  in  the  system.  As  recently  as  1950,  the  new-start  pro- 
vision contained  in  the  Social  Security  Act  amendments  of  that 
year  reaffirmed  these  principles. 

The  Senate  report,  in  explaining  the  new-start  provision,  had  this 
to  say: 

In  order  to  qualify  for  old-age  and  survivors  insurance  benefits  under  present 
law,  an  individual  must  have  either  (a)  quarters  of  coverage  at  least  equal  to 
one-half  of  the  number  of  quarters  elapsing  since  1936  and  before  age  65  or  death, 
or  (b)  40  quarters  of  coverage. 

The  great  majority  of  younger  workers  now  in  covered  employment  will  be 
able  to  meet  these  requirements  and  thus  will  have  retirement  protection  when 
they  need  it.  However^  that  is  Dot  the  case  for  many  middle  and  higher  age 
groups.  Eligibility  requirements  for  the  older  workers  as  difficult  to  meet  as 
those  of  the  present  program  (27  quarters  of  coverage  will  be  required  under 
present  provisions  for  those  attaining  age  65  in  July  1950)  mean  an  unwarranted 
postponement  of  the  effectiveness  of  the  insurance  method  in  furnishing  income 
for  the  aged.  In  a  contributory  social-insurance  system,  as  in  a  private  pension 
plan,  workers  already  old  when  the  program  is  started  should  have  their  past 
service  taken  into  account.  The  unavailability  of  records  of  past  service  prevents 
giving  actual  credits  under  old-age  and  survivors  insurance  for  employment  and 
wages  before  the  coverage  becomes  effective,  but  eligibility  requirements  and 
the  benefit  formula  can  and  should  take  prior  service  into  account  presumptively. 
In  getting  the  system  started,  it  is  important  to  make  due  allowance  for  those 
who,  because  of  age,  will  probably  continue  at  work  for  only  a  short  period. 

This  is  typical  of  many  instances  in  the  hearings  where  it  seems  to 
us  there  was  inadequate  attention  given  to  congressional  intent  and  the 
legislative  history  of  the  program.  We  could  point  up  many  other 
such  instances  where  the  hearings  are  inadequate. 

From  the  very  beginning  of  the  system,  the  Congress  has  also  in- 
tentionally provided  for  the  payment  of  larger  proportionate  benefits 
to  low-wage  earners  than  high-wage  earners,  when  compared  to  their 
respective  contributions. 

These  principles  about  which  a  considerable  amount  of  critical 
testimony  was  introduced  are  the  distinguishing  features  of  a  social 
security  insurance  system. 
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Practically  all  of  the  hearings  was  devoted  to  developing  a  long- 
drawn-out  record,  by  questions  carefully  prepared  in  advance,  con- 
cerning information  and  material  which  was  either  already  available 
or  easily  ascertainable.  If  the  same  amount  of  time,  energy,  and 
money  had  been  spent  on  other  more  productive  issues,  the  end  result 
might  have  been  improvements  in  the  social  security  program  for  the 
6  million  beneficiaries  now  drawing  insurance  benefits  and  those  who 
will  draw  them  in  the  future. 

Hours  were  devoted  to  semantics,  relating  to  such  things  as  the 
words  "insurance"  and  "rights,"  and  whether  or  not  rights  under  the 
social  security  insurance  system  are  understood  to  be  contractual 
rights,  vested  rights,  or  statutory  rights.  It  seems  to  us  that  this 
sort  of  time-consuming  detail  produced  no  new  or  helpful  information, 
and  certainly  contributed  little,  if  anything,  to  the  record  which  could 
be  used  as  a  basis  for  recommending  improvements.  "We  believe 
that,  by  and  large,  the  principal  provisions  of  our  social  security 
insurance  system  are  well  understood  by  the  public  generally,  and  what 
the  public  wants  and  expects  is  the  improvement  of  these  provisions, 
not  semantics. 

Not  only  were  we  surprised  at  the  elementary  and  incomplete  nature 
of  much  of  the  information  which  the  hearings  developed,  but  we  were 
also  somewhat  concerned  because  it  was  our  impression  that  much  of 
the  information  being  included  in  the  hearings  was  for  the  purpose  of 
advancing  preconceived  ideas,  proposals,  and  conclusions. 

We  are  particularly  distressed  because  in  our  opinion,  despite  the 
time  and  money  spent,  the  subcommittee's  staff  study  and  hearings 
will  be  of  little  use  to  the  full  committee  in  its  consideration  of  practical 
revisions  of  the  social  security  laws  in  the  present  session  of  Congress. 
Our  committee  and  the  Senate  Committee  on  Finance  are  already 
faced  with  unusually  heavy  legislative  schedules  on  other  subjects  in 
our  jurisdiction,  and  time  will  be  very  short  within  which  either  com- 
mittee can  hold  hearings  and  give  due  deliberation  to  constructive 
improvements  in  the  social  security  laws.  Thus,  the  waste  of  time  and 
money  by  the  subcommittee  staff  may  have  actually  retarded  the 
improvement  of  our  social  security  system,  rather  than  advanced  it, 
since  the  very  purpose  in  establishing  the  subcommittee  and  staff, 
well  over  a  year  ago,  was  to  gather  information  and  material  which 
would  be  helpful  to  the  full  committee  when  it  came  to  consider  social 
security  revision.  We  regret  that  such  an  excellent  opportunity  was 
lost  to  help  the  full  committee  in  its  work. 

We  would  like  to  comment  further  on  a  few  of  the  points  raised 
during  the  hearings  with  the  hope  of  clearing  up  some  of  the  confusion 
which  the  hearings  have  created. 

The  Insurance  Element 

Several  hours  of  time  and  many  pages  of  repetitious  testimony  were 
devoted  to  the  definition  and  understanding  of  "insurance"  in  our 
social  security  insurance  system. 

Dr.  Arthur  J.  Altmeyer,  who  was  the  Commissioner  of  the  Social 
Security  Administration  from  the  inception  of  the  system  until  about 
a  year  ago,  aptly  described  this  phase  of  the  hearings  when  he  stated, 
on  page  899  of  the  hearings: 

Mr.  Chairman,  I  want  to  make  it  clear,  either  you  accept  my  statement,  which 
I  am  prepared  to  stand  on,  that  this  is  a  contributory  social-insurance  system, 
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and  forego  this  meticulous,  long-drawn-out,  dreary  quotation  of  speeches  and 
statements  made  over  the  years,  or  you  incorporate  all  of  the  material  from  which 
you  quote.  I  have  no  objection  to  either  one.  I  would  prefer  the  first  because 
I  think  it  saves  time,  money,  and  reduces  the  hearings  to  a  ninimum,  so  that  the 
full  committee  may  have  some  chance  to  determine  what  was  done  by  the 
subcommittee. 

We  are  not  too  certain  as  to  what  it  was  hoped  would  be  accom- 
plished by  questioning  on  this  point,  since  the  plan  of  the  subcommittee 
counsel  seemed  to  be  to  compound  confusion  where  it  may  exist  with 
no  effort  being  made  to  clarify  it. 

One  big  issue  seemed  to  be  whether  or  not — and  apparently  the  law 
to  the  contrary  notwithstanding — some  people  believe  there  is  an 
insurance  "contract"  involved.  It  has  been  self-evident  to  us  since 
the  social  security  system  was  established  in  1935  that  there  is  no 
insurance  contract  involved.  The  provisions  and  benefits  of  the 
system  have  been  extended  and  improved  by  the  Congress  over  the 
years  since  that  time.  The  very  fact  that  these  extensions  and 
improvements  have  been  made  would  seem  to  be  evidence  to  anyone 
interested  that  the  benefits  established  under  the  system  are  a  matter 
of  statutory  right.  In  any  event,  if  anyone  had  any  serious  doubts  as 
to  whether  or  not  the  rights  under  the  social  security  insurance 
system  are  statutory  rights  or  contractual  rights,  a  minimum  amount 
of  legal  research  or  consultation  with  appropriate  officials  or  inde- 
pendent social  security  experts  would  have  established  that  the  rights 
are  statutory. 

The  next  step  in  the  predetermined  testimony  was  an  attempt  to 
prove  that  there  is  no  element  of  insurance  whatever  in  the  present 
social  security  system.  This  was  done  primarily  by  introducing 
testimony  to  the  effect  that  social  security  insurance  and  private 
insurance  differ  in  varying  respects,  and  by  trying  to  apply  the 
definition  of  private  insurance  to  social  insurance. 

We  would  like  to  state  that  our  social  security  insurance  system, 
like  all  other  insurance  systems,  is  a  means  of  pooling  risks.  The  risks 
which  the  system  is  designed  to  insure  workers  against  is  the  risk  of 
loss  of  earning  power  due  to  age  or  the  loss  of  earnings  to  a  family  in 
the  event  of  the  death  of  the  breadwinner. 

Just  as  in  other  insurance,  contributions  are  made  by  potential 
beneficiaries  under  the  system  regularly  and  beforehand.  The  kind 
and  amounts  of  benefits  are  predetermined  by  being  set  out  in  the  law, 
along  with  eligibility  requirements  and  contingencies  upon  which  the 
benefits  are  payable.  There  is  a  definite  overall  relation  between 
contributions  and  benefits.  These  features  of  our  social  security 
insurance  system  are  comparable  to  the  features  of  private  insurance — 
particularly  private  group  insurance  which  has  been  so  widely  sold  by 
private  insurance  companies  in  recent  years  and  which  is  so  popular 
with  employers  and  employees  alike. 

The  objectives  of  social  insurance  and  private  insurance  are  different 
in  some  respects.  Social  insurance  is  limited  to  certain  fields  and 
risks,  and  is  intended  to  provide  a  minimum  standard  desirable  in  the 
interest  of  society  as  a  whole.  Private  insurance,  on  the  other  hand, 
seeks  to  make  available  to  all  people  the  maximum  benefits  which  each 
individual  may  aspire  to  for  himself  or  his  family.  The  Congress 
intended  that  social  security  insurance  benefits  should  be  a  base  upon 
which  private  insurance  can  be  built.  This  feature  of  encouraging 
initiative,  thrift,  self-reliance,  and  added  protection  on  the  part  of 
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workers  has  been  an  acknowledged,  boon  to  the  insurance  industry  and 
to  private  enterprise. 

Considerable  testimony  was  introduced  during  the  hearings  attempt- 
ing to  show  a  lack  of  correlation  between  contributions  and  benefits 
under  our  social  security  system.  The  Congress  never  intended  that 
there  should  be  the  same  relationship  between  contributions  and  bene- 
fits for  all  individuals.  However,  the  Congress  did  intend  to  provide 
a  basic  floor  of  protection  to  workers  and  their  families.  This,  of 
necessity,  means  that  a  worker  with  a  family  is  eligible  for  larger 
potential  benefits  than  a  worker  without  a  family.  The  system  was 
also  intentionally  established  so  that  larger  benefits  are  paid  to  low- 
average-wage  workers  in  accordance  to  contributions  than  to  high- 
average-wage  workers.  In  other  words,  as  in  any  sound  social  insur- 
ance system,  our  system  combines  individual  equity  and  social  ade- 
quacy. Another  way  in  which  this  combination  is  manifested  in  our 
s}7stem  is  the  payment  of  benefits  to  persons  retiring  in  the  earlier 
years  of  the  system  which  are  greater  in  proportion  to  the  contributions 
which  they  make  than  to  workers  who  retire  later  on  after  the  system 
has  been  in  operation  for  some  time.  This  same  principle  is  well  recog- 
nized in  private  pension  plans,  and  in  other  systems  established  by  the 
Federal  Government,  such  as  the  civil  service  and  railroad  retirement 
systems. 

A  system  of  social  insurance  patterned  strictly  after  private  insur- 
ance could  meet  the  problems  which  our  social  security  insurance  sys- 
tem is  designed  to  meet  in  only  a  limited  way. 

Many  people  became  concerned  from  the  newspaper  accounts  during 
the  hearings  because  mud  comment  was  made  to  the  effect  that  the 
Congress  can  take  away  benefits  which  now  exist  under  our  social 
security  insurance  system.  These  comments  were  made  after  the  obvi- 
ous fact  was  "established"  that  there  is  no  insurance  contract  involved. 

Section  1104  of  the  social  security  laws  which  reserves  to  the  Con- 
gress the  right  to  alter,  amend,  or  repeal  any  provisions  of  the  Social 
Security  Act  was  read  into  the  record.  This  seemed  to  be  a  new  dis- 
covery. The  Congress  intentionally  wrote  this  provision  into  the  law 
in  1935  on  the  recommendation  of  the  Committee  on  Ways  and  Means 
so  that  Congress  could  make  amendments  as  the  need  for  them  devel- 
oped, and  it  has  made  many  important  changes  and  improvements. 

If  the  voluminous  and  costly  testimony  on  types  of  rights  was  in- 
tended to  indicate  that  there  are  better  ways  of  establishing  insurance 
rights  under  our  system,  we  failed  to  discover  any  help  from  it.  Obvi- 
ously, it  would  be  impractical,  if  not  impossible,  to  establish  a  system 
of  contractual  benefits. 

The  pa3onent  of  social  security  insurance  benefits  is  made  as  a  matter 
of  statutory  right.  It  is  inconceivable  to  us  that  our  democratic  Gov- 
ernment would  repudiate  such  obligations  to  its  citizens,  and  to  infer 
such  a  happening  is  a  reflection  on  the  integrity  and  honesty  of  our 
Government. 

The  statement  of  Dr.  Altmeyer  on  page  919  of  the  hearings  reflects 
our  views  on  the  subject  of  rights  under  the  system,  wherein  he  said: 

The  point  I  wish  to  make,  Mr.  Chairman,  is  that  a  statutory  right  which  is 
enforceable  by  law  is  the  important  element  in  this  insurance  system,  this  old-age 
and  survivors  insurance  system,  and  under  the  State  unemployment  insurance 
laws,  and  under  workmen's  compensation,  and  under  other  types  of  social  insur- 
ance. Now,  the  question  of  whether  it  is  a  contractual  right  or  a  noncontractual 
right  is  immaterial  and  unimportant,  so  long  as  it  is  statutory  right,  enforceable 
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by  law,  and  not  subject  to  the  whim  or  caprice  of  any  *  *  *  political  adminis- 
trative agency. 

The  important  thing  'is  that  social  security  benefits  are  paid,  as  a 
matter  of  right  under  a  system  that  is  not  only  well  accepted  through- 
out the  country,  but  which  has  been  overwhelmingly  endorsed  and 
improved  by  the  Congress  time  and  again. 

We  note  that  despite  the  attacks  on  the  insurance  principle,  the 
chairman  of  the  subcommittee  did  not  propose  repealing  the  term 
"insurance"  in  the  bill  (H.  R.  6863)  which  he  introduced. 

WINDFALL  BENEFITS 

Considerable  time  was  spent  during  the  hearings  pointing  out  the 
well-known  facts  that  it  is  possible  for  low-paid  workers,  workers  who 
are  aged  when  they  are  first  brought  into  the  system,  and  workers 
with  survivors  to  receive  substantial  benefits  with  a  relatively  small 
amount  in  contributions  having  been  made  to  the  system  on  their  part. 

These  principles  are  a  distinguishing  mark  of  any  sound  social 
insurance  system.  They  were  written  into  our  law  when  the  provi- 
sions were  first  adopted  by  Congress,  and  they  have  been  repeatedly 
endorsed  by  both  the  Committee  on  Ways  and  Means  and  the  Com- 
mittee on  Finance,  and  the  Congress,  as  well  as  being  endorsed  by 
both  advisory  councils  to  the  Senate  Committee  on  Finance. 

The  report  of  the  Committee  on  Economic  Security  to  the  President 
in  1935,  which  committee  recommended  the  establishment  of  the  social 
security  system,  had  this  to  say  in  regard  to  their  recommendation 
for  the  establishment  of  a  contributory  social  insurance  system: 

Workers  now  middle-aged  or  older  will  receive  annuities  which  are  substantially 
larger  than  could  be  purchased  by  their  own  and  the  matching  contributions 
(of  employers)  *  *  *.    [Parenthetical  expression  inserted.] 

In  his  January  16,  1939,  message  to  the  Congress  urging  a  revision 
of  the  social  security  laws,  President  Roosevelt  stated: 

Even  without  amendments,  the  old-age  insurance  benefits  payable  in  the  early 
years  are  very  liberal  in  comparison  with  the  taxes  paid. 

The  Advisory  Council  on  Social  Security  to  the  Senate  Committee 
on  Finance  in  1939  had  this  to  say  on  the  subject: 

The  policy  of  paying  higher  benefits  to  persons  retiring  in  the  early  years  of  this 
system  than  are  equivalent  of  the  contributions  is  already  established  in  the  act. 
Such  a  policy  is  not  only  sound  social  insurance  practice,  but  has  long  been  recog- 
nized as  neoessary  in  private  pension  programs.  Only  through  the  payment  of 
reasonable  benefits  can  older  workers  be  retired.  It  is  believed  that  that  reasoning 
which  led  to  the  application  of  the  principle  in  the  law  in  1935  inevitably  leads  to 
that  further  application  of  the  principle  in  the  light  of  the  experience  now  available. 

Mr.  M.  Albert  Linton,  chairman  of  the  board  of  the  Provident 
Mutual  Life  Insurance  Co.,  and  a  member  of  the  1938  and  1948 
Advisory  Councils  on  Social  Security,  has  said,  in  reference  to  this 
subject: 

Hence,  under  any  true  social  insurance  plan,  as  under  any  satisfactory  private 
pension  plan,  workers  advanced  in  years  when  the  plan  is  set  up  will  receive 
pensions  which  are  tremendous  "bargains." 
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The  Current  Aged  in  the  United  States 

Much  was  made  in  the  hearings  of  the  point  that  of  the  current 
aged — that  is,  persons  65  years  of  age  and  over — 6  out  of  10  are  not 
receiving  old-age  and  survivors  insurance  benefits.  While  this  is 
true,  we  believe  that  these  statistics  on  the  aged  give  only  a  partial 
and  misleading  story.  The  actual  fact  is  that  6  out  of  10  retired 
persons  are  drawing  Government  retirement  benefits  in  the  United 
States  or  are  the  wives  of  such  beneficiaries.  This  is  quite  a  different 
picture  from  the  one  given  by  the  staff. 

Of  the  total  number  of  13.5  million  aged  persons  in  the  country,  as 
of  June  1953,  it  was  estimated  that  there  were  3.1  million  still  working, 
and  that  they  have  1  million  pged  wives  who  are  dependent  upon  them. 
This  leaves  9.4  million  aged  persons  who  are  neither  working  nor  are 
the  aged  wives  of  workers.  Of  this  number,  4.3  million  aged  persons 
were  drawing  old-age  and  survivors  insurance  benefits  and  1.3  million 
aged  persons  were  drawing  railroad  retirement  benefits,  benefits  under 
the  civil  service  retirement  system,  benefits  as  veterans,  benefits  under 
State  and  local  government  retirement  systems,  or  were  the  aged 
wives  of  male  beneficiaries  under  programs  other  than  old-age  and 
survivors  insurance  and  railroad  retirement.  Thus,  about  5.6  million 
persons  were  drawing  insurance  benefits  out  of  the  9.4  million  retired 
persons.  These  facts  give  a  truer  picture  as  to  the  benefit  status  of 
the  aged. 

Old-Age  and  Survivors  Insurance  Benefit  Payments  to 
Persons  Residing  Abroad 

The  hearings  indicated  that  total  benefit  payments  to  persons 
residing  abroad  are  larger  than  total  benefit  payments  in  any  one  of 
several  States.  This  aspect  of  the  hearings  was  played  up  out  of  all 
proportion  to  its  importance.  Certain  additional  information  is 
necessary  here  to  get  the  full  picture  and  we  hope  that  it  is  contained 
m  the  staff  report.  We  brought  out  some  of  the  additional  informa- 
tion in  the  hearings. 

For  instance,  as  of  December  31,  1952,  there  were  around  5}-z 
million  total  beneficiaries  on  the  old-age  and  survivors  insurance 
benefit  rolls.  Of  this  total,  approximately  25,000  beneficiaries  were 
residing  abroad,  or  in  other  words,  one-half  of  1  percent  of  the  total 
beneficiaries  resided  abroad. 

It  was  implied  that  the  Congress  and  the  members  of  the  Com- 
mittee on  Ways  and  Means  and  the  Senate  Committee  on  Finance 
did  not  realize  that  payments  are  being  made  to  persons  abroad. 
Anyone  who  is  familiar  with  the  provisions  of  the  law  knew  that  such 
payments  are  being  made  and  that  the  Congress  has  considered  this 
subject.  In  1939,  a  Senate  amendment  specifically  on  this  point, 
which  would  have  prohibited  payments  to  persons  residing  abroad, 
was  proposed  on  the  Senate  floor.  This  amendment  did  not  become 
law,  although  it  was  taken  to  conference,  and  rejected  by  the  conferees. 

On  numerous  other  occasions,  consideration  has  been  given  to  the 
coverage  of  persons  working  outside  the  United  States  and,  as  a 
corollary  to  this,  the  fact  has  arisen  that  under  the  law  payments  are 
made  to  persons  who  reside  outside  the  United  States.  For  instance, 
there  is  a  provision  in  existing  law  which  excludes  "services  performed 
by  foreign  agricultural  workers  under  contracts  entered  into  in 
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accordance  with  title  V  of  the  Agricultural  Act  of  1949,  as  amended." 
This  provision  applies  specifically  to  Mexican  workers,  and  its  intent 
is  to  exempt  these  workers  from  the  definition  of  employment  for 
social  security  tax  purposes  and,  of  course,  this  means  that  such 
workers  would  not  be  entitled  to  social  security  insurance  benefits. 

The  1950  amendments  to  the  Social  Security  Act  contained  a 
provision  which  includes  within  the  definition  of  "employment" 
services  performed  "outside  the  United  States  by  a  citizen  of  the 
United  States  as  an  employee  for  an  American  employer."  Again 
Congress  recognized  the  fact  that  payments  were  made  to  persons 
who  reside  outside  the  United  States,  because  under  this  provision 
citizens  of  other  countries  were  precluded  from  benefits  unless  they 
work  in  the  United  States. 

Under  the  old-age  and  survivors  insurance  system,  contributions 
and  wage  credits  are  based  on  wages  earned  in  covered  "employment" 
as  defined  in  the  law.  Since  persons  eligible  for  insurance  benefit 
payments  are  entitled  to  them  as  a  matter  of  statutory  rights,  they 
are  now  made  regardless  of  the  recipient's  place  of  residence,  provided 
he  is  not  in  an  Iron  Curtain  country,  in  which  case  benefits  are  ac- 
cumulated pending  the  beneficiary's  leaving  such  a  country. 

Without  taking  a  position  on  whether  or  not  some  changes  should 
be  made  as  to  insurance  benefit  payments  to  persons  residing  outside 
of  the  United  States,  we  would  like  to  point  out  that  there  would 
appear  to  be  certain  complex  problems  involved  which  should  be 
evaluated  if  consideration  is  given  to  this  subject. 

Some  of  the  beneficiaries  residing  abroad  are  United  States  citizens. 
If  persons  residing  abroad  should  now  be  denied  benefit  payments, 
there  would  be  a  problem  of  whether  to  refund  contributions  which 
they  have  made  to  the  trust  fund.  If  refunds  were  provided,  it  would 
mean  that  such  persons  would  have  an  advantage  which  citizens  in 
this  country  would  not  have,  in  that  persons  not  eligible  for  benefits 
here  are  not  entitled  to  a  refund  of  their  contributions.  Also,  if, 
as  a  corollary  to  barring  payments,  noncitizens  or  citizens  who  may 
eventually  go  abroad  upon  retirement  are  exempted  from  the  social 
security  taxes,  their  take-home  pay  would  be  increased  to  that  extent, 
and  this  would  lead  to  a  discrimination  as  against  citizens  in  this 
country  who  plan  to  stay  here. 

It  is  also  possible  that  the  barring  of  payments  to  persons  residing 
abroad,  particularly  if  noncitizens  are  singled  out,  would  be  in  conflict 
with  certain  policies  of  our  State  Department  in  our  foreign  relations, 
and  this  would  undoubtedly  play  into  the  hands  of  the  Communists 
in  their  propaganda.  This  is  a  matter  which  should  be  carefully 
considered.  We  believe  the  views  of  the  Secretary  of  State  should  be 
obtained  on  it  before  any  action  is  taken. 

If  thought  is  given  to  the  barring  of  payments  to  persons  residing 
abroad,  there  would  be  the  problem  of  what  to  do  in  the  case  of  United 
States  citizens  who  leave  this  country  temporarily,  either  for  a  short 
or  prolonged  period  of  time,  and  their  insurance  benefit  payments 
while  they  are  abroad. 

If  it  is  felt  that  payments  should  be  barred  to  persons  residing 
abroad,  it  would  seem  to  be  quite  difficult  administratively  to  deter- 
mine, when  a  person  is  working  in  this  country,  if  he  is  a  noncitizen, 
whether  or  not  he  plans  to  return  to  his  home  country,  or  go  to  some 
other  country.  Also,  there  would  be  the  problem  of  citizens  of  the 
United  States  who  may  eventually  want  to  return  to  their  homeland, 
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or  the  homeland  of  their  parents,  or  reside  in  some  other  foreign 
country. 

In  addition,  there  is  the  problem  involving  our  treaties  of  friend- 
ship, commerce,  and  navigation  with  other  nations.  These  are  recip- 
rocal treaties,  and  contain  numerous  provisions,  including  such  things 
as  taxes,  private  investments,  social  security,  and  so  on.  The  pro- 
vision relating  to  social  security  in  such  treaties  is  known  as  the  equal- 
treatment-of-nationals  provision.  In  effect,  this  provision  provides 
that  there  shall  be  no  discrimination  on  the  part  of  either  country 
against  the  nationals  of  the  other  country  insofar  as  social  security  is 
concerned  while  the  nationals  involved  are  working  in  either  of  the 
respective  countries. 

These  treaties  have  been  ratified  by  the  Senate,  and  to  do  anything 
which  would  affect  their  provisions  would  be  a  violation  of  the  treaties. 
Since  the  treaties  are  reciprocal  treaties,  involving  complex  economic 
and  property  rights,  any  change  on  the  part  of  either  country  would 
possibly  lead  to  retaliatory  action  on  the  part  of  the  other  country 
involved. 

Old-Age  Assistance  Programs 

A  considerable  part  of  the  time  and  money  spent  on  the  hearings 
was  devoted  to  establishing  the  "fact"  that  there  are  variations  in  the 
various  public  assistance  programs  for  the  aged  in  the  different  States. 

Here  again,  this  is  the  result  of  the  way  in  which  the  Congress 
knowingly  wrote  the  law,  after  careful  consideration  of  many  alter- 
natives. Since  1935,  when  the  social  security  system  was  established, 
the  Congress  has  provided  for  financial  assistance  to  the  States  in 
carrying  on  their  public  assistance  programs  under  matching  formulas. 
In  order  for  a  State  to  qualify  for  these  Federal  funds,  there  are  cer- 
tain broad  and  general  standards  which  the  public  assistance  programs 
in  the  States  must  meet.  The  details  of  administration  of  the  public 
assistance  programs  are  left  up  to  the  States,  including  such  things  as 
the  determination  of  need  and  the  extent  of  need  in  the  case  of  each 
applicant. 

This  flexibility  in  the  Federal-State  programs  is  one  of  the  biggest 
advantages  of  this  type  of  public  assistance  arrangement.  The  rights 
of  the  States  are  preserved,  leaving  them  free  to  determine  just  how 
much  financial  effort  they  want  to  make  themselves  in  financing  public 
assistance  programs  and  in  manifesting  their  public  policy  on  such 
things  as  lien,  recovery,  and  relative  responsibility  laws. 

This  flexibility  permits  each  State  to  establish  public  assistance 
programs  which  suit  its  economic  conditions,  the  living  costs  within 
the  State,  and,  as  a  counterpart  of  this,  the  ability  and  the  desire  of  its 
people  to  finance  public  assistance  programs. 

We  will  not  spend  time  commenting  upon  the  voluminous  testimony 
which  was  developed  as  to  the  type  of  right  which  persons  in  the  vari- 
ous States  have,  or  believe  they  have,  to  public  assistance  payments, 
except  to  say  that  obviously,  since  these  moneys  are  paid  out  of  the 
public  treasuries  by  virtue  of  legislative  enactments,  rights  to  them 
are  statutory  rights  which  are  conditioned  upon  the  specified  eligi- 
bility requirements  in  each  State.  The  long  drawn-out  and  costly 
hearings  to  demonstrate  these  "facts"  were  a  waste  of  time  and  money. 
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Blanketing  In  of  Aged  Persons 

We  are  concerned  that  there  is  still  being  urged  in  some  quarters 
today  inadequate,  unsound,  and  ill-advised  systems  of  noncontributory 
pensions  for  the  aged.  We  believe  that  the  old-age  assistance  pro- 
grams should  adequately  provide  for  needy  persons,  but  we  do  not 
believe  that  it  is  desirable  or  practicable  that  arbitrary  flat  benefits 
should  be  paid  to  all  aged  persons  regardless  of  their  need. 

We  oppose  in  particular  the  proposals  to  pay  all  aged  persons  who 
are  not,  now  receiving  old-age  and  survivors  insurance  benefit  pay- 
ments from  the  old-age  and  survivors  insurance  trust  fund.  During 
the  course  of  the  subcommittee  hearings,  it  seemed  to  us  that  much 
time  and  testimony  was  devoted  to  paving  the  way  for  making  such  a 
proposal. 

We  doubt  that  the  Congress  will  seriously  consider  such  a  drastic 
departure  from  the  principles  of  our  present  system.  However,  there 
are  a  few  comments  which  we  would  like  to  make. 

The  fact  that  all  the  current  aged  are  not  drawing  benefits  under 
the  old-age  and  survivors  insurance  system  does  not  indicate  a  weak- 
ness in  the  system,  but  results  primarily  from  the  fact  that  we  have 
had  limited  coverage  under  the  system  so  far. 

We  can  see  the  political  appeal  of  proposing  free  pensions  to  non- 
contributors  from  the  old-age  and  survivors  insurance  trust  fund. 
However,  should  such  a  step  be  taken,  it  would  not  be  long  before 
there  would  be  pressure  for  all  persons  to  receive  flat  payments  regard- 
less of  whether  or  not  they  have  contributed  toward  them.  This 
would  remove  all  ties  of  benefits  to  wages,  eliminate  the  contributory 
principle  from  our  present  system,  and  eventually  be  disastrous  for 
beneficiaries  since  the  Government  could  not  afford  to  pay  more  than 
minimum  benefits  out  of  general  revenues. 

There  would  be  no  control  over  such  flat  pension  payments  as  we 
now  have  under  our  contributory  system,  where  contributions,  and 
benefits  in  turn,  are  based  on  wages.  Even  a  limited  provision  for 
payment  of  flat  benefits  to  all  aged  out  of  the  trust  fund  would  be  a 
serious  drain  on  the  trust  fund. 

The  interest  earnings  of  the  trust  fund  would  be  considerably 
reduced  by  reducing  its  size.  We  would  like  to  point  out  that  these 
interest  earnings  have  been  considerable.  As  of  December  31,  1952, 
interest  earnings  had  amounted  to  $2%  billion  since  1937. 

We  believe  that  aged  and  needy  persons  in  the  future  should  con- 
tinue to  be  taken  care  of  from  the  general  revenues  of  the  Treasury 
which  consist  primarily  of  collections  from  our  graduated  income  taxes. 
This  is  the  humanitarian  way  for  all  to  help  the  unfortunate,  and  it 
is  not  only  good  social  policy  but  sound  public  policy.  Putting  the 
burden  on  employers  and  their  employees  would  be  switching  from 
taxes  based  on  ability  to  pay  to  payroll  taxes,  which  are  regressive. 

The  current  proposals  to  pay  all  aged  persons  from  the  old-age  and 
survivors  insurance  trust  fund,  who  are  not  now  receiving  such  pay- 
ments, make  no  exception  in  the  case  of  persons  of  independent  means 
or  who  are  receiving  retirement  payments  as  Federal  employees,  rail- 
road employees,  State  and  local  employees,  or  as  retired  persons 
receiving  payments  from  other  sources. 

If  a  low  flat  payment  were  provided,  there  would  still  be  the  problem 
of  meeting  the  need  of  aged  persons  for  the  States.    If  a  high  minimum 
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payment  were  to  be  set,  there  would  be  many  cases  where  present 
recipients  of  old-age  assistance  would  get  more  than  they  are  now 
receiving  based  on  their  need.  As  of  June  1,  1953,  22  States  and 
Puerto  Rico  and  the  Virgin  Islands  were  making  public  assistance 
payments  which  averaged  under  $45  a  month,  4  States  were  making 
average  payments  under  $30,  10  States  were  making  average  pay- 
ments between  $30  and  $40,  12  States  between  $40  and  $50,  18  States 
between  $50  and  $60,  6  States  between  $60  and  $70,  and  1  State  was 
making  an  average  old-age  assistance  payment  of  $78.70.  Puerto 
Rico  was  paying  an  average  payment  of  $7.61,  and  the  Virgin  Islands, 
$11.02. 

The  Principles  of  Our  Present  Social  Security  System  Are 

Sound 

The  basic  principles  and  framework  of  our  present  social  security 
system  are  sound  and  well  accepted.  Our  system  hits  the  problem 
of  destitution  and  insecurity  on  two  fronts:  First,  by  the  old-age  and 
survivors  insurance  program  which  provides  a  basic  floor  of  protection 
ior  present  and  future  insurance  beneficiaries,  and,  second,  by  the 
public  assistance  programs  which  are  designed  to  meet  existing  need. 

OLD-AGE  AND  SURVIVORS  INSURANCE 

Our  old-age  and  survivors  insurance  system  encourages  industry, 
initiative,  and  thrift  in  potential  beneficiaries  by  gearing  benefits  to 
past  wages.  This  promotes  savings,  the  buying  of  insurance,  the 
making  of  investments,  the  purchasing  of  homes,  and  those  many 
other  ways  of  taking  care  of  one's  self  and  planning  for  one's  future 
which  is  truly  the  mark  of  our  American  way  of  life. 

The  payment  of  insurance  benefits  as  a  matter  of  right  provides 
assurance  of  income  when  it  is  needed  while  preserving  the  self- 
respect  of  the  persons  under  the  system. 

Our  system  recognizes  the  wide  differences  in  living  costs  and 
standards  of  living  in  various  parts  of  the  country  by  correlating 
insurance  benefits  with  the  only  definite  and  objective  measure  of 
the  customary  requirements  of  workers  which  is  available- — their 
wages.  This  is  a  manifestation  of  our  American  philosophy  that  an 
individual  and  not  a  social  system  should  determine  his  economic 
status. 

Keeping  benefits  at  a  level  which  provides  a  reasonable  floor  of 
protection  is  all-important.  If  benefits  are  too  low,  they  would  be 
unacceptable.  If  they  are  too  high  or  free,  the  cost  would  be  danger- 
ous to  our  economy  and  to  the  soundness  of  the  system. 

Our  present  insurance  system  has  the  merit,  since  it  is  supported 
by  the  contributions  of  both  employers  and  employees,  of  keeping 
costs  at  a  reasonable  level  while  assuring  financial  soundness. 

The  most  fundamental  element  in  our  present  social  security  in- 
surance system  is  the  contributory  principle.  A  contributory  system 
of  social  insurance  is  unquestionably  preferable  to  a  noncontributory 
system  of  pensions.  It  facilitates  the  financing  of  a  social  insurance 
system.  It  assures  a  basic  income  for  the  aged  as  an  earned  right, 
and  avoids  paternalistic  methods  of  providing  old-age  security. 
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Since  our  contributory  system  is  designed  to  provide  for  the  loss  of 
earning  power  in  the  case  of  an  aged  person,  or  the  loss  of  earnings  in 
the  case  of  the  death  of  the  breadwinner  in  a  family,  there  is  a  relation- 
ship to  the  customary  wage  standards  of  workers.  On  the  other  hand, 
a  gratuitous  pension  can,  at  best,  provide  only  for  subsistence  and  is 
subject  to  political  changes  and  reductions  in  periods  of  budgetary 
restrictions  and  a  tightened  economy. 

The  Advisory  Council  on  Social  Security  to  the  Senate  Committee 
on  Finance,  in  1948,  wholeheartedly  endorsed  the  contributory  prin- 
ciple in  our  present  old-age  and  survivors  insurance  system  when  it 
stated: 

The  council  favors  as  the  foundation  of  the  social-security  system  the  method 
of  contributory  social  insurance  with  benefits  related  to  prior  earnings  and 
awarded  without  a  needs  test.  Differential  benefits  based  on  a  work  record 
are  a  reward  for  productive  effort  and  are  consistent  with  general  economic 
incentives,  while  the  knowledge  that  benefits  will  be  paid — irrespective  of 
whether  the  individual  is  in  need — supports  and  stimulates  his  drive  to  add  his 
personal  savings  to  the  basic  security  he  has  acquired  through  the  insurance 
system.  Under  such  a  social  insurance  system,  the  individual  earns  a  right  to 
a  benefit  that  is  related  to  his  contribution  to  production.  This  earned  right  is 
his  best  guaranty  that  he  will  receive  the  benefits  promised  and  that  they  will  not 
be  conditioned  on  his  accepting  either  scrutiny  of  his  personal  affairs  or  restric- 
tions from  which  others  are  free. 

OLD-AGE  ASSISTANCE 

Assistance  for  the  unfortunate  aged  has  come  a  long  way  from  the 
days  when  such  persons  were  removed  from  familiar  surroundings 
and  home  life  and  sent  to  poor  houses.  Our  present  old-age  assist- 
ance programs  reflect  a  much  more  humanitarian  public  conscience. 
They  rest  upon  the  preservation  of  an  individual's  dignity  and  worth, 
and  entitlement,  on  moral  grounds,  to  aid  from  society  as  a  whole. 

From  the  beginning,  the  Congress  intended  that  the  old-age 
assistance  programs  should  supplement  the  old-age  and  survivors 
insurance  program  by  meeting  existing  needs. 

Since  insurance  coverage  was  broadened  on  January  1,  1951,  old- 
age  assistance  has  occupied  a  secondary  role  to  the  insurance  system. 
Through  September  1953,  there  had  been  a  decrease  in  the  number 
of  recipients  of  old-age  assistance  payments  for  36  consecutive 
months.  The  Social  Security  Bulletin  for  December  1953,  in  refer- 
ring to  the  current  aged,  states  that  as  of  June  1953,  32  aged  in  every 
100  were  receiving  ola-age  and  sjurvivors  insurance  benefit  payments. 
About  30  in  every  100  aged  persons  were  receiving  income  from 
employment  either  as  earners  or  as  the  aged  wives  of  earners.  (This 
latter  figure  includes  some  old-age  and  survivors  insurance  bene- 
ficiaries.) In  addition,  about  19  in  every  100  aged  persons  were 
receiving  old-age  assistance  payments. 

We  are  very  pleased  with  these  statistics,  since  they  show  that  the 
old-age  and  survivors  insurance  program  is  assuming  the  role  which 
was  originally  intended  for  it,  and  the  gap  which  was  intended  to  be 
filled  by  the  old-age  assistance  program  has  been  narrowed  consider- 
ably and  is  continuing  to  be  narrowed  each  month. 

As  time  goes  on,  even  under  the  present  social-security  laws,  the 
relative  importance  of  the  old-age  assistance  programs  will  decrease. 
With  an  extension  of  coverage  under  the  old-age  and  survivors 
insurance  program,  this  decrease  in  importance  will  be  stepped  up.. 
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There  will  always  be  a  need  for  public  assistance  to  needy  persons  who 
are  chronicalfy  disabled  or  who  are  invalids,  but  with  extended  cover- 
age under  the  old-age  and  survivors  insurance  program,  these  pro- 
grams will  be  relatively  small. 

We  believe  that  the  proper  approach  to  the  problem  of  the  aged  is 
to  extend  and  improve  the  old-age  and  survivors  insurance  provision 
of  the  social-security  laws,  while  at  the  same  time  providing  ade- 
quately for  the  needy  aged. 

o 
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Dear  Nr.  President: 

This  letter  transmits  the  report  of  your  Committee  on 
Corporate  Pension  Funds  and  Other  Private  Retirement  and  belfare 
Programs . 

The  Committee  submitted  a  provisional  report  in  November 
19o2.    In  the  preparation  of  the  present  document,  the  Committee 
has  benefitted  from  the  thoughtful  review  of  the  provisional 
report  by  the  President's  Advisory  Committee  on  Labor-i  management 
Policy.    I  want  to  make  clear,  however,  that  the  Advisory 
Committee  has  not  commented  on  the  Committee's  final  report  and 
bears  no  responsibility  for  it. 

The  report  emphasizes  the  important  role  that  private 
plans  now  play  in  providing  retirement  security  bo  an  increasing 
proportion  of  the  labor  force.    Iluch  of  this  progress  was  made 
practicable  by  special  incentives  in  the  Federal  tax  lav;. 

The  Committee  believes  that  public  policy  should  continue 
to  provide  appropriate  incentives  to  the  growth  of  private  plans, 
but  should  also  strive  to  improve  their  basic  soundness  and 
equitable  cliaracter.    The  report  sets  forth  recommendations 
toward  achieving  this  objective. 

In  addition  to  the  guidance  which  this  report  may  provide 
for  the  executive  and  legislative  branches  of  the  Federal 
Government,  we  believe  that  broad  public  discussion  of  the 
report  can  contribute  to  a  better  understanding  of  the  nature  and 
character  of  private  retirement  programs. 

Respectfully, 


U.  Nillard  Vrirtz,  Chairman^" 
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FOREWORD 

The  welfare  of  the  worker  and  his  family,  during  and  after  he 
has  completed  his  working  life^  has  been  steadily  enhanced  through  major 
advances  in  private  and  public  policy,, 

Over  a  period  of  years 0  the  United  States  has  developed  a  set 
of  institutional  arrangements  to  assure  a  continuing  money  income  for 
older  people  who  no  longer  have  income  from  work.    The  basic  means  of 
achieving  this  objective  is  the  Federal  01d~Ages  Survivors  and  Disability 
Insurance  (OASDI)  systeraD  first  established  in  1935  and  subsequently 
expanded  and  improved  by  Congress « 

The  benefits  available  under  this  basic  system  are  supplemented 
in  several  ways»    Traditional lyB  a  large  proportion  of  older  people  have 
individual  savings  which  provide  an  additional  resource  during  their 
retirement.    Old  age  assistance  is  available  to  those  in  needa    A  major 
source  of  retirement  income  for  many  wage -earners  that  has  developed  since 
the  establishment  of  the  social  security  system  is  represented  by  private 
retirement  plans  financed  in  whole  or  in  part  by  employers „ 

Private  retirement  plans  now  cover  about  25  million  workers 9 
about  half  of  the  employees  in  private  nonfarm  establishments.  Their 
status  as  a  major  financial  institution  is  reflected  in  their  accumulated 
reserves  of  over  y75  "billion,   in  their  annual  accumulations  of  Ip64  "billion 
which  accou  t  for  one-fifth  of  current  personal  savings,  and  in  their  annual 
benefit  payments  of  nearly  $2-3/'+  billion  a  year  to  almost  2^  million 
beneficiaries. 
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Although  the  development  of  private  retirement  plans  has  largely 
been  the  result  of  business  and  labor  initiative „  public  policy  has  en- 
couraged and  protected  them  through  tax  laws,,  labor  relations  statutes „ 
standatds  of  fiducial  obligations  of  trustees 0  and  mote  recently  through 
specifically  designed  legislation  requiring  public  disclosure  of  various 
aspects  of  retirement  and  welfare  plans 0 

The  rapid  development  of  retirement  plans  into  a  major  finan- 
cial institution  has  naturally  evoked  much  comment  and  .study.  Questions 
have  been  raised  about  the  favored  tax  treatment  of  these  plans  which 
involves  a  current  revenue  loss  estimated  to  be  more  than  $1  billion  annu- 
ally, the  economic  functions  served  by  the  rapid  accumulation  of  reserves „ 
the  possible  restrictive  effects  of  private  plans  on  the  mobility  of 
labor „  and  the  extent  to  which  the  promise  of  the  private  system  will 
actually  be  fulfilled. 

In  196  )!„  the  Commission  on  Money  and  Credit  examined  some 
aspects  of  private  plan;?  and  made  certain  recommendations  for  public 
policy,,  1/    It  suggested  guides  specifying  the  relation  of  the  investment 
of  the  funds  to  the  affairs  cf  the  company  and  to  the  employee  benefi~ 
ciaries8  periodic  reporting  of  investments  „  and  the  establishment  of  °°an 
appropriate  regulatory  body0"0 

In  his  1962  Economic  Report „  President  Kennedy  commentedD  "It 

is  time  for  a  reappraisal  of  legislation  governing  these  programs.  They 

have  become r  in  recent  years „  a  major  custodian  of  individual  savings 

1/    Money  and  Credit „  the  Report  of  the  Commission  on  Money  and  Credit „ 
Prentice<=Hall „  Incop  Englewood  Cliffs „  New  Jersey s  1961„ 
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and  an  important  source  of  funds  for  capital  markets.    The  amendment  to 
the  Welfare  and  Pension  Plans  Disclosure  Act  which  I  recommend  below  will 
be  an  important  step  toward  insuring  fidelity  in  the  administration  of 
these  Plans c  2/    But  there  is  also  need  for  a  review  of  rules  governing  the 
investment  policies  of  these  funds  and  the  effects  on  equity  and  effi- 
ciency of  the  tax  privileges  accorded  them." 

On  March  28,  1962,  this  Committee  was  constituted  by  a  memoran- 
dum from  the  President  who  asked  the  group  "to  review  legislation  and 
administrative  practice  relating  to  these  programs."    The  President  made 
it  clear  that  the  recommendations  of  the  Commission  on  Money  and  Credit 
should  serve  only  as  "a  point  of  departure"  for  the  Committee .  Specifi- 
cally, he  asked  the  Committee  to  conduct  "a  review  of  the  implications  of 
the  growing  retirement  and  welfare  funds  for  the  financial  structure  of 
the  economy,  as  well  as  a  review  of  the  role  and  character  of  the  private 
pension  and  other  retirement  systems  in  the  economic  security  system  of 
the  nation,  and  consideration  of  how  they  may  contribute  more  effectively 
to  efficient  manpower  utilization  and  mobility." 

The  Committee  met  several  times  during  1962  and,  with  the  assist- 
ance of  staff  assembled  from  the  different  agencies,  developed  a  provisional 
report,  which  it  submitted  to  President  Kennedy  in  November  1962.  In 
transmitting  its  report,  the  Committee  indicated  to  the  President  that  he 
might  wish  to  refer  the  report  to  a  group  of  nongovernmental  experts 
before  final  recommendations  were  made.     In  January  1963,  the  President 
asked  his  Advisory  Committee  on  Labor-Management  Policy  to  consider  the 
2/    This  proposal  was  later  enacted  into  law,  P.  L.  87-420. 
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recommendations  included  in  the  provisional  report .     This  became  the  center 
of  Advisory  Committee  activities  during  the  year.     A  special  Subcommittee 
was  established  to  review  the  recommendations  and  the  report  was  discussed 
at  four  separate  meetings  of  the  full  Committee„     In  December  1963,  the 
Advisory  Committee  presented  its  report  to  President  Johnson  who  in  turn 
asked  this  Committee  to  prepare  its  final  report  after  a  full  review  of  the 
Advisory  Committee's  recommendations  and  comments. 

This  task,  which  has  now  been  completed,  was  greatly  facilitated 
by  the  thoughtful  and  constructive  work  of  the  Advisory  Committee  whose  report 
is  printed  in  full  as  an  appendix  to  this  document.     It  should  be  emphasized, 
however,   that  the  Advisory  Committee  was  not  asked  for  its  comments  on  the 
final  report  of  this  Committee  and  bears  no  responsibility  for  it.  Moreover, 
it  should  be  noted  that  the  Advisory  Committee  was  concerned  only  with  what  it 
considered  the  major  aspects  of  the  Committee's  report,  particularly  problems 
of  vesting  and  funding,  and  did  not  pass  judgment  on  many  other  recommenda- 
tions, particularly  those  relating  to  more  specific  aspects  of  tax  policy. 

Although  the  area  of  investigation  assigned  to  the  Committee 
included  welfare  plans  as  well   as  retirement  programs,   the  President's 
memorandum  specifically  raised  questions  about  issues  which  arise  primarily 
from  retirement  plans.     Other  types  of  welfare  plans,   such  as  heal th  and 
insurance  plans,  make  important  contributions  to  the  economir  security  of 
American  workers;   they  do  not,  however,   have  the.  impact  .v"  pension  plans  on 
accumulation  of  savings,    labor  'nobility,   and  similar  matters   touched  upon  by 
the  President,     Consequently,   the  Committee  has  confined  its  efforts  to  an 
inquiry  into  private  employee  retirement  plans   (i.e.,   excluding  plans  for 
self-employed  persons)  without  any  extensive  study  of  other  types  of  welfare 
plans . 
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The  task  of  this  Committee,  as  outlined  by  President  Kennedy,  has 
been  to  appraise  the  whole  range  of  public  policy  relating  to  the  present 
and  future  of  private  retirement  plans.     In  approaching  this  task,  the 
Committee  was  concerned  first  with  placing  retirement  plans  in  their 
appropriate  economic  and  historical  setting  (Chapter  I).     It  was  important 
to  delineate  specifically  the  interest  and  responsibility  of  the  Federal 
Government  regarding  private  retirement  plans  (Chapter  II) .     The  relation 
between  private  plans  and  the  public  retirement  programs  was  discussed 
(Chapter  III).     Special  attention  was  given  to  the  effects  of  private 
pensions  on  several  different  aspects  of  manpower  policy  (Chapter  IV).  A 
major  part  of  the  Committee's  assignment  concerned  the  conditions  under 
which  employees  covered  by  private  pension  plans  receive  retirement  benefits. 
This  involved  consideration  of  vesting,  funding,  portability,  and  the  appli- 
cation of  the  tax  laws  and  their  effects  (Chapters  V  -  VIII).     Another  major 
area  of  study  was  the  financial  aspects  of  these  plans,  including  the  effects 
of  accumulated  reserves  and  investment  policy,  and  the  protection  of 
employees  against  the  misuse  of  pension  funds  (Chapters  IX  and  X).  Finally, 
the  Committee  suggested  some,  further  areas  of  investigation  and  study  based 
on  its  own  experience  (Chapter  XI). 

The  Committee  has  been  able  to  utilize  information  regarding 
private  retirement  pl&nv.s  fusraished  by  several  agencies  of  the  Federal 
Government.     Many  statistics  presented  in  this  report  were  derived  from 
unpublished  data  and  from  studies  in  process. 

Throughout  this  study,   the  aim  of  the  Committee  has  been  to 
explore  the  potentialities  of  private  plans  as  part  of  the  Nation's 
economic  security  system  and  to  suggest  ways  and  means  by  which  these 
plans  can  function  more  effectively  as  an  integral  part  of  this  system. 
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SUMMARY  OF  MAJOR  CONCLUSIONS  AND  RECOMMENDATIONS 

Development  of  Private  Retirement  Plans 
Conclusions : 

Private  retirement  plans  now  cover  about  2^  million  workers ,  about 
half  of  the  employees  in  private  nonfarm  establishments.    They  pay  almost 
$2-3/U  billion  a  year  in  benefits  to  nearly  2\  million  beneficiaries.  Their 
status  as  a  major  financial  institution  is  reflected  in  their  accumulated 
reserves  of  over  $7£  billion,  in  their  annual  accumulations  of  $6-|  billion, 
and  in  their  annual  benefit  payments  of  almost  $2-3/l|  billion  a  year. 

It  is  estimated  that  by  1980  the  number  of  employees  covered  by 
retirement  plans  will  increase  to  U2  million,  or  three  out  of  five  employees 
then  expected  to  be  In  private  nonfarm  establishments.     The  number  of  bene- 
ficiaries will  increase  to  about  6f-  million  in  1980.    According  to  these 
projections,  plans  will  continue  to  build  substantial  reserves  since  the 
contributions  paid  into  the  funds,  together  with  the  funds'  earnings,  will 
be  far  In  excess  of  benefit  payments.    Under  the  assumed  conditions,  total 
contributions,  which  amounted  to  nearly  $7  billion  In  I96J4,  are  expected  to 
rise  to  about  $11  billion  a  year  by  1980,  while  benefit  payments  during  the 
same  period  will  increase  to  around  $9  billion  annually.    Total  reserves 
will  grow  to  about  $22£  billion  by  1980. 
The  Public  Interest  In  Private  Retirement  Plans 

Conclusions : 

Although  the  development  of  private  retirement  plans  has  largely 
been  the  result  of  business  and  labor  initiative,  public  policy  has 
encouraged  and  protected  these  plans  through  tax  laws,  labor  relations 
statutes,  standards  of  fiducial  obligations  of  trustees,  and  more  recently 


through  specifically  designed  legislation  requiring  public  disclosure  of 
various  aspects  of  retirement  and  welfare  plans. 


to  provide  private  pensions  at  a  substantially  lower  cost  than  that  which 
would  result  if  no  special  tax  provisions  were  available  for  pensions. 
Regardless  of  how  the  worker  and  the  employer  may  share  the  benef its~-in  the 
form  of  higher  pensions  or  reduced  costs--which  the  special  tax  provisions 
for  pensions  make  possible,   it  is  evident  that  the  advantages  for  both 
employers  and  workers  are  very  significant.     The  loss  of  revenue  to  the 
Federal  Government  as  a  result  of  this  special  tax  treatment  is  estimated  to 
be  more  than  $1  billion  annually. 

Several  points  underline  the  breadth  and  depth  of  the  public 
interest  in  private  retirement  plans i 

(1)  They  represent  a  major  element  in  the  economic  security 
of  millions  of  American  workers  and  their  families, 

(2)  They  are  a  signif icant^  growing  source  of  economic  and 
financial  power, 

(3)  They  have  an  important  impact  on  manpower  in  our  economy. 

(4)  They  have  a  major.,  growing  significance  for  Federal  tax- 
payers because  the  special  tax  concessions  reduce  the 
tax  base  and  put  more  burden  on  other  tax  sources. 

Relation  of  Private  Plans  to  the  Public 


Conclusions ; 

The  public  program  will  continue  to  be  the  Nation's  basic  instru- 
ment for  assuring  reasonably  adequate  retirement  income  to  workers ,  their 
widows  and  dependents. 


The  prevailing  tax  provisions  for  private  pensions  make  it  possible 
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Private  pension  plans  should  continue  as  a  major  element  in  the 
Nation's  total  retirement  security  program.     Their  strength  rests  on  the 
supplementation  they  can  provide  to  the  basic  public  system. 

The  basic  justification  for  the  indirect  public  subsidy  involved 
in  favored  tax  treatment  lies  in  the  social  purposes  served  by  private 
pension  plans.     In  view  of  these  social  purposes,  public  policy  should 
continue  to  provide  appropriate  incentives  to  private  plan  growth,  and 
by  improving  the  basic  soundness  and  equitable  character  of  such  plans, 
set  a  firmer  foundation  for  their  future  development.     Because  protection 
will  always  be  far  from  complete,  private  pension  plans  cannot  be  a  sub- 
stitute for  public  programs, but  public  policy  can  encourage  developments 
which  will  provide  supplementary  retirement  benefits  to  a  growing  pro- 
portion of  the  Nation's  workers  and  will  provide  greater  assurance  that 
the  promised  benefits  will  be  paid. 

Continuing  attention  will  be  necessary  to  assure  that  the  combined 

benefits  available  through  OASDI  and  supplementary  private  pensions,  for 

those  receiving  them,  are  reasonably  related  to  wage  levels  and  living 

standards  in  the  economy. 

Private  Pensions,  Labor  Mobility, 
and  Manpower  Policy 

Conclusions : 

Private  pensions,  along  with  seniority  and  other  benefits  based 
on  length  of  service,   tend  to  reduce  labor  mobility  by  tying  workers  to 
a  particular  employer.     While  the  effect  of  private  pensions  on  mobility 
is  significant,  it  is  limited  and  selective.     However,  there  is  cause 
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for  concern  in  the  selective  impediments  to  mobility  now  erected  by  private 
pension  plans  and  in  the  possibility  that  such  plans  in  the  future  will  not 
permit  a  rate  of  mobility  among  mature  workers  sufficient  to  accommodate  a 
rapid  rate  of  technological  change „ 

Employers  should  be  encouraged  to  adopt  more  widely  those  types 
of  pension  plans  which  do  not  involve  significantly  higher  costs  for  older 
workers ,in  preference  to  those  types  which  involve  greater  differences  in 
cost  between  new  employees  in  different  age  groups.    However „  legislation 
affecting  private  pensions  is  not  recommended  as  a  means  of  minimizing  the 
use  of  rigid  age  limits  in  hiring. 

The  government  should  not  attempt  to  regulate  compulsory  retire- 
ment practicesp  which  should  be  left  to  private  decision.    However,  em- 
ployers should  be  encouraged  to  adopt  flexibly  administered  systems  of 
retirement.    Measures  to  compel  earlier  retirement  are  not  desirable  or 
suitable  as  a  general  means  of  dealing  with  unemployment  problems. 
Vesting 

Conclusions ; 

The  advantages  which  vesting  brings  to  the  private  pension  system 
are  the  following s 

(1)  As  a  matter  of  equity  and  fair  treatment;,  an  employee  covered 
by  a  pension  plan  is  entitled^  after  a  reasonable  period  of 
service 8  to  protection  of  his  future  retirement  benefit 
against  any  termination  of  his  employment, 

(2)  Vesting  also  provides  special  advantages  to  the  employer. 
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(3)  By  making  private  pension  benefits  more  widely  available, 
vesting  strengthens  the  Nation's  program  for  retirement 

protection, 

(4)  Vesting  enhances  the  mobility  of  the  work  force. 

The  values  of  vesting  extend  beyond  the  interests  of  the  partici- 
pants in  pension  plans.     Benefits  to  the  entire  economy  are  involved,  includ- 
ing the  strengthening  of  economic  security  for  retired  workers  and  the  ef- 
fective operation  of  the  Nation's  system  of  labor  markets. 

Recommendations : 

A  vesting  requirement  is  necessary  if  private  pension  plans  are  to 
serve  the  broad  social  purpose  justifying  their  favored  status.    The  Internal 
Revenue  Code  should  be  amended  to  require  that  a  private  pension  plan,  in 
order  to  qualify  for  favored  tax  treatment,  must  provide  some  reasonable 
measure  of  vesting  for  the  protection  of  employees.    Several  suggestions  are 
made  regarding  the  most  effective  method  for  implementing  this  requirement 
without  creating  obstacles  to  the  future  growth  of  the  private  pension  system. 
The  Committee  suggests  a  system  of  graded  deferred  vesting  based  solely  on 
service  applicable  to  both  single  and  multiemployer  plans.    An  appropriate 
transition  period  should  be  provided „  and  special  procedures  made  available 
to  plans  whose  costs  would  be  increased  by  more  than  10  percent  as  a  result 
of  this  recommendation,  the  recommendation  on  funding,  or  a  combination  of 
the  two. 
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Funding  for  Financial  Solvency 
Conclusion: 

Pension  plans  without  adequate  funding  may  turn  out  to  be  empty 
or  only  partially  fulfilled  promises,,    The  minimum  standards  for  funding 
under  present  tax  law  do  not  assure  adequate  funding.    The  setting  of 
standards  for  adequate  funding,  therefore,  becomes  an  important  public 
concern. 

Recommendations : 

The  present  minimum  standard  for  funding  needs  to  be  strengthened 
by  changes  along  the  following  lines: 

(1)  As  a  minimum  standard  of  funding  for  stated  benefit  plans, 
the  plan  should  be  required  to  fund  fully  all  current  service 
liabilities  and  to  amortize  fully  all  accrued  liabilities  over 
a  period  that  roughly  approximates  the  average  work  life  of 
employees  but  not  more  than  30  years, 

(2)  As  a  minimum  standard  for  funding  of  fixed  contribution  plans, 
the  contribution  commitments  of  the  plan  should  be  realistic- 
ally related  to  benefits  promised  and  actually  paid, 

(3)  The  funding  process  of  every  qualified  plan  should  be  certi- 
fied at  the  inception  of  the  plan  and  periodically  thereafter 
by  an  actuary  with  acceptable  professional  qualifications, 

(4)  The  funding  process  should  be  subject  to  review  by  the  Inter- 
nal Revenue  Service  on  the  basis  of  guidelines  or  ranges  of 
standards  with  respect  to  such  actuarial  assumptions.  The 
guides  should  be  specified  by  the  Internal  Revenue  Service 
with  the  advice  and  consultation  of  a  public  advisory  body 

of  actuaries  and  other  interested  parties. 


-  xii  - 

(5)  Concurrent  with  actuarial  certification,  a  determination 
should  be  made  by  a  professionally  qualified  public 
accountant  with  respect  to  the  value  of  pension  fund  assets. 

(6)  An  appropriate  transition  period  should  be  provided,  and 
special  procedures  made  available  to  plans  whose  costs 
would  be  increased  by  more  than  10  percent  as  a  result  of 
this  recommendation,  the  recommendation  on  vesting,  or  a 
combination  of  the  two. 

Portability  and  Insurance 
Conclusions ; 

Two  proposals  are  worthy  of  serious  study  to  help  fulfill  the 
long-range  promise  of  the  private  pension  system: 

(1)  The  possibility  of  some  institutional  arrangement  for 
transferring  and  accumulating  private  pension  credits. 

(2)  A  system  of  insurance  which,  in  the  event  of  certain 
types  of  termination,  would  assure  plan  participants 
credit  for  accrued  benefits. 

Inequities  Under  the  Tax  Laws 
Conclusion: 

Present  laws  permit  many  serious  inequities  in  qualified  private 
retirement  plans  and  in  the  tax  treatment  of  benefits  distributed  by  such 
plans. 

Recommendations ; 

(1)  The  option  which  qualified  retirement  plans  now  have  to 
cover  only  salaried  or  clerical  employees  should  be  eliminated,  unless 
there  is  a  showing  of  special  circumstances. 
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(2)  The  maximum  period  for  which  coverage  of  any  employee  can  be 
deferred  by  a  qualified  plan  should  be  reduced  from  five  to  three  years, 

(3)  Employees  of  tax-exempt  institutions  should  be  given  tax 
favored  treatment  for  pension  benefits  earned  after  the  date  of  the  change 
only  where  they  participate  in  tax  qualified  plans. 

(4)  An  appropriate  dollar  limitation  on  contributions  to  qualified 
corporate  pension  plans  for  any  employee  or  a  commensurate  limitation  on  bene- 
fits should  be  required t  as  to  benefits  earned  after  the  date  of  the  change, 
in  order  to  prevent  abuse  and  restrict  favored  tax  treatment  to  private  plans 
which  furnish  benefits  consistent  with  the  public  interest. 

(5)  Qualified  plans  should  be  permitted  to  continue  to  integrate 
with  QASDI,  but^  as  to  benefits  earned  after  the  date  of  the  change,  the  em- 
ployer should  be  given  credit  for  no  more  than  one-half  of  the  social  security 
benefit, 

(6)  The  present  provision  treating  lump-sum  distributions  of  re- 
tirement benefits  as  long-term  capital  gains  should  be  replaced,,  as  to  bene- 
fits earned  after  the  date  of  the  change,,  by  an  appropriate  averaging  device 
which  might  take  into  account  the  individual 9s  future  income  status, 

(7)  The  special  tax  treatment  of  distributions  of  employer  secu- 
rities to  employees  should  be  eliminated,  with  respect  to  appreciation  in 
value  arising  after  the  date  of  the  change, 

(8)  Gift  and  estate  taxes  should  apply  to  transfers  of  interests 
in  qualified  retirement  plans  in  the  same  manner  as  they  apply  to  transfers 
of  similar  types  of  property. 
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(9)     Deferred  prcf it-sharing  plans  should  be  required  to  provide 
for  employers'  contributions  in  accordance  with  a  predetermined  formula. 

(10)    The  Committee's  vesting  requirement  should  also  apply  to 
deferred  profit-sharing  plans  designed  primarily  to  provide  retirement 
benefits  but  in  such  cases  reallocation  of  forfeitures  among  the  remaining 
participants  would  be  prohibited „     In  the  case  of  all  other  deferred 
profit-sharing  plans,  a  provision  granting  immediate  vested  rights  to  all 


covered  employees  should  be  required, 

(11)     An  appropriate  transition  period  should  be  provided  and 
special  procedures  established  for  those  plans  whose  costs  would  be  sub- 
stantially increased  by  these  recommendations. 
Financial  Aspects  of  Retirement  Plans 


The  total  amount  of  investments  held  by  private  retirement  funds 
has  increased  from  $12  billion,  at  the  end  of  1950  to  over    $75  billion  at 
the  end  of  1964.     A  farther  increase  to  around  $225  billion  is  projected 


by  1980.     However,   the  Committee,  does  not  believe  there  are  sufficient 

grounds  for  recommending  regulation  of  the  size  of  retirement  funds  or  of 
their  rate  of  capital  accumulation. 

By  1964,  the  noninsured  funds  were  investing  half  of  their  new 


resources  in  common  stocks.     This  shift  has  certainly  been  one  of  the 
factors  contributing  to  increases  in  common  stock  prices,  particularly 


for  the  higher  grade  stocks,  although  it  would  be  very  difficult  to 
estimate  the  quantitative  importance  of  this  single  factor. 


Conclusions ; 
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In  view  of  the  wide  legitimate  differences  regarding  the  most 

advantageous  balance  of  retirement  funds  investments „  the  Committee  does 

not  believe  it  would  be  desirable  on  the  basis  of  evidenc  e  to  date  to 

require  conformity  to  a  prescribed  rule  with  respect  to  the  proportion  of 

stocks  to  other  investments,, 

Protecting  the  latetegts  of  Employees  i n 
the  Investments  of  Retirement  Funds 

Conclusions s 

Whatever  the  type  of  investments  made  by  retirement  funds p  such 
investments  should  be  made  honestly,,  conscientiously  and  prudently^  it  is 
important  that  there  be  the  greatest  practicable  degree  of  assurance  on 
these  points o 

This  Committee  recognizes  the  need  for  additional  measures  for 
the  protection  of  the  interests  of  employees,,  but  doubts  whether  a  major 
problem  is  the  lack  of  appropriate  standards  of  prudence,,     On  the  basis 
of  present  evidence „  the  Committee  does  not  propose  the  substitution  of  a 
new  set  of  statutory  standards  for  the  recognized  standards  of  fiducial 
responsibility,,  although  there  appears  to  be  a  need  for  strengthening 
statutory  provisions  for  assuring  compliance  with  these  standards,, 

Full  disclosure  of  relevant  facts  is  a  prerequisite  for  self-help 
and  for  the  enforcement  of  statutory  measures  for  the  protection  of  the 
individual's  rights „     It  is  premature „  short  of  a  more  extensive  test  of 
the  effectiveness  cf  the  disclosure  approach  as  a  means  of  assuring  stand- 
ards of  fiducial  responsibility,,  to  make  a  recommendation  for  a  regulatory 
agency  to  act  as  guardian  for  the  collective  interests  of  employees  and 
their  beneficiaries,, 
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Recommendations ; 

(1)  Future  investments  by  retirement  funds  should  be  subject  to 
a  maximum  limitation  (perhaps  10  percent)  on  the  portion  of  a  fund  that  may 
be  held  in  stock  or  obligations  of  the  employes  company  or  its  affiliates „ 
regardless  of  the  ability  of  such  investment  to  meet  a  fiducial  test. 

(2)  The  Welfare  and  Pension  Plans  Disclosure  Act  should  be 
amended  by  requiring  the  disclosure  of  additional  information  related  to 
the  investment  holdings  and  activities  of  retirement  plans. 

Further  Study  and  Research 
Conclus  ion : 

The  pension  and  welfare  areas  deserve  greater  emphasis  in  the 
planning  of  the  Federal  Government's  research  and  statistical  programs. 
Several  suggestions  are  made  for  further  research  regarding  private  retire- 
ment plans. 
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I.     DEVELOPMENT  OF  PRIVATE  RETIREMENT  PLANS 

The  private  retirement  plans  are  of  two  types — pension  plans  and 
deferred  profit-sharing  plans.     Basically,  a  pension  plan  is  a  device  de- 
signed to  provide  a  determinable  annuity  for  life  to  a  qualified  worker 
upon  retirement,  usually  financed  by  regular  contributions  from  the  em- 
ployer and,  in  many  plans,  from  the  employee,    A  deferred  profit-sharing 
plan  is  one  in  which  the  contributions  and  benefits  hinge  on  the  profits 
of  the  employer  rather  than  being  geared  to  the  provision  of  definitely 
determinable  benefits  as  under  a  pension  plan. 

In  this  report,  the  term  "retirement  plan"  is  intended  to  cover 
both  types  of  plans.     Where  a  distinction  is  important,  the  terms  "pension 
plan"  or  "deferred  profit-sharing  plan"  are  used. 

Private  retirement  plans  had  their  origins  in  the  interest  of 
employers  in  retaining  valuable  employees,  in  reducing  labor  turnover  and 
its  attendant  costs,  and  in  rewarding  long  service.     In  recent  decades, 
the  development  of  private  plans  has  been  stimulated  by  several  additional 
factors,  including  the  interest  of  employees  and  their  unions  in  retirement 
programs,  the  tax  advantages  of  such  plans  as  an  alternative  to  wage  and 
salary  compensation,  and  various  developments  in  the  public  retirement 
program,, 

Although  there  is  record  of  a  retirement  plan  in  existence  in 
1875,  the  private  retirement  system,  in  its  present  magnitude,  is  a  rela- 
tively young  institution.     By  1940  private  retirement  plans  covered 
about  4  million  employees.    An  additional  2  million  obtained  coverage 
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during  the  war  years  when  the  combined  influence  of  wage  stabilization 
measures,  favorable  profits,  and  tax  legislation  made  the  establishment 
of  retirement  plans  particularly  attractive.    By  the  end  of  1950,  the 
total  had  risen  to  10  million.     Since  then,  another  15  million  employees 
have  been  covered.    While  some  plans  expanded  with  employment,  the  bulk 
of  these  newly  covered  employees  was  accounted  for  by  new  plans.    A  total 
of  25  million  employees,  or  about    half  of  these  working  in  private  non- 
agricultural  establishments,  were  covered  by  private  retirement  plans  at 
the  end  of  196  4. 

A  similar  growth  pattern  can  be  traced  in  terms  of  plan  finances. 
Total  reserves  have  increased  rapidly  in  recent  years,  rising  from  $12  bil- 
lion at  the  end  of  1950  to  over  $75  billion  at  the  end  of  1964  During 
the  same  period,  annual  benefit  payments  to  beneficiaries  rose  from 
$400  million  to  almost  $2-3/4  billion. 
Influence  of  Federal  Legislation 

Three  Federal  statutes  have  been  instrumental  in  stimulating  and 
shaping  these  plans:     (1)  the  Social  Security  Act,  (2)  the  Internal  Reve- 
nue Code,  and  (3)  the  National  Labor  Relations  Act.    Two  others — the  Secu- 
rities Exchange  Act  and  the  Welfare  and  Pension  Plans  Disclosure  Act — have 
indirectly  influenced  the  administration  of  retirement  plans  by  requiring 
disclosure  of  certain  information. 

Social  Security  Act.  The  Social  Security  Act  served  to  stimulate 
interest  in  retirement  income  and  specifically  encouraged  the  establishment 
of  supplementary  private  plans  by  employers  who,  in  the  absence  of  a  basic 
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public  pension  could  not  have  provided  meaningful  private  benefits.  The 
character  of  the  public  system  has  also  influenced  the  design  of  private 
plans,  e.gc9  through  making  age  65  the  normal  retirement  age. 

Internal  Revenue  Code0    The  tax  advantages  granted  private 
pension  plans  have  contributed  significantly  to  their  growth8  to  their 
design,  and  to  the  relative  importance  of  noncontributory  plans.  The 
Internal  Revenue  Code  provides  several  special  tax  advantages  to  quali- 
fied plans o    Employers9  contributions  are  not  taxed  to  employees  at  the 
time  they  are  made  but  only  upon  distribution  at  a  later  date„  when  they 
are  given  additional  favored  treatment.    Earnings  accumulated  on  contri- 
butions remain  free  of  tax  until  distributed,    Employers9  contributions 
in  general  are  deductible  as  business  expenses  in  the  year  in  which  they 
are  accrued  or  made;;  in  contrast  „  nonqualified  plans  are  subject  to  sub- 
stantial restrictions  in  this  respect,    Thus0  employer  contributions  to 
nonqualified  plans  are  deductible  when  accrued  or  made  only  to  the  limited 
extent  that  employee  rights  are  vested. 

The  Internal  Revenue  Code  treats  similarly  to  pension  plans 
both  deferred  profit-sharing  plans  and  stock-bonus  plans  which  meet  the 
tests  for  qualification  under  the  qualified  plan  provision.  Deferred 
profit-sharing  plans  and  stock-bonus  plans  frequently  serve  the  same  pur- 
pose as  pension  plans B  that  of  primarily  providing  retirement  benefits. 
All  pension  plans  must  be  designed  primarily  to  provide  retirement  bene- 
fits in  order  to  qualify  for  special  tax  treatment.     Profit-sharing  plans, 
however,  may  qualify  even  though  they  primarily  provide  for  benefits  at  a 
time  when  the  beneficiary  is  still  an  employee  of  the  company.     Only  those 


-  4  - 


qualified  profit-sharing  plans  which  primarily  provide  benefits  on 
retirement  are  here  considered  a  part  of  the  private  retirement  system. 
Stock-bonus  plans,  in  general,  are  similar  to  profit-sharing  plans,  but 
contributions  are  not  necessarily  dependent  on  profits,  and  distributions, 
which  are  more  likely  to  be  made  before  retirement,  are  made  only  in 
stock  in  the  employer  corporation. 

Tax  considerations  contributed  strongly  to  the  growth  of 
pension  plans  in  the  World  War  II  and  Korean  conflict  periods.  Sharp 
increases  in  corporate  tax  rates  beginning  in  1940  and,  more  specifically, 
the  excess  profits  tax  during  both  periods  added  a  financial  incentive 
toward  the  establishment  of  qualified  plans.     Wartime  economic  stabiliza- 
tion measures,  which  limited  wage  increases  during  both  periods , added 
another  incentive. 

The  most  recent  change  in  law  affecting  the  tax  status  of 
private  pension  plans  was  the  extension  of  tax  advantages  to  self-employed 
persons  by  the  Self-Employed  Individuals  Tax  Retirement  Act  of  1962. 
While  experience  under  this  Act  is  limited,  it  may  be  expected  to 
influence  the  establishment  and  design  of  plans  covering  the  self-employed 
and  their  employees. 

National  Labor  Relations  Act.     By  requiring  employers  to  bargain 
with  unions  on  pension  plans,  the  National  Labor  Relations  Act,  as 
interpreted  by  the  National  Labor  Relations  Board  and  ultimately  by  the 
Supreme  Court  in  1949,  greatly  stimulated  collective  bargaining  for 
pension  plans.     About  half  the  coverage  of  private  retirement  plans  is 
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now  represented  by  negotiated  plans  under  union  agreements.     Unions  have 
been  a  major  force  in  developing  pension  plans  for  wage  earners  in  many 
basic  industries- -coal ,  auto,  steel,  rubber,  etc. --and,   through  multi- 
employer arrangements,  in  industries  with  many  small  employers  and  high 
turnover  (such  as  apparel,  construction,  and  trucking),  where  the 
traditional  type  of  single  employer  pension  plan  is  difficult  to  sustain. 

The  Securities  Exchange  Act  of  1934  and  Regulation  S-X  under 
this  Act  require  the  disclosure  of  certain  data  regarding  retirement  plans 
for  the  protection  of  investors.     Disclosure  for  the  protection  of 
beneficiaries  of  retirement  plans  was  brought  about  by  the  enactment  of 
the  Welfare  and  Pension  Plans  Disclosure  Act  of  1958,  subsequently 
amended  in  1962. 

Some  Characteristics  of  Private  Retirement  Plans 

About  34,000  retirement  plans  were  on  file  in  the  Labor  Depart- 
ment at  the  end  of  1963.   1/    These  plans  provide  a  wide  variety  of 
coverage,  financing,  and  benefit  arrangements  adapted  to  the  interests 
and  financial  ability  of  the  employer,  the  extent  of  employee  or  union 
participation;,  and  the  character  of  the  industry  and  work  force.     In  many 
plans,  benefit  provisions  have  been  adjusted  from  time  to  time  in 
response  to  changing  economic  and  institutional  conditions. 

Collectively  bargained  pension  plans  typically  differ  from  conven- 
tional employer- designed  plans:     (1)  A  greater  proportion  are  noncontributory 

JV  Reports  are  not  required  from  plans  with  fewer  than  26  participants, 
and  generally  from  plans  of  nonprofit  organizations. 
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rather  than  jointly  financed,  and  (2)  they  usually  provide  uniform  bene- 
fits that  vary  with  length  of  service  but  not  with  employee  earnings. 
In  recent  years,  however,  this  distinction  has  become  blurred  as  employer- 
designed  plans  have  tended  to  reduce  the  role  of  employee  contributions 
and  some  negotiated  plans  have  included  earnings  as  a  factor  in  calcula- 
ting  benefits.     While  initially  many  negotiated  plans,  like  many  employer- 
designed  plans,  provided  only  one  benefit — pensions  commencing  at  normal 
retirement— most  of  them  now  provide  a  broader  range  of  benefits,  such  as 
early  retirement,  disability  retirement,  and  survivorship  benefits. 

Most  private  retirement  plans  are  funded  through  an  insurance 
company  but  since  these  are  largely  the  smaller  plans,  more  than  three- 
fourths  of  the  covered  employees  and  nearly  two-thirds  of  the  accumulated 
reserves  are  in  noninsured  funded  plans  administered  by  trustees,  usually 
with  broad  investment  authority. 

About  a  half  million  workers  are  covered  by  about  700  private 
unfunded,  pay-as-you-go  pension  plans  (covering  more  than  25  workers 
each)  that  provide  basic  old-age  retirement  benefits.    An  additional 
200  unfunded  private  plans  with  nearly  a  million  workers  supplement  funded 
retirement  plans  by  providing  additional  types  of  benefits  (chiefly  disa- 
bility and  death  benefits)  or  by  providing  additional  benefit  amounts 
(chiefly  by  guaranteeing  a  minimum  benefit  amount).    Although  most  of  the 
700  basic  plans  are  small  (nearly  half  have  fewer  than  100  workers),  there 
are  seven  large  plans,  each  covering  over  10,000  workers,  and  five  with 
between  5,000  and  10,000  workers.    Most  of  the  workers  covered  by  the 
700  plans  are  employed  on  railroads  (150,000),  in  wholesale  and  retail 
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trade  (50,000)  and  in  a  few  manufacturing  industries,  notably  primary 
metals  and  chemicals.  Their  benefits  are  similar  in  most  respects  to 
those  of  funded  plans  except  that  they  seldom  provide  for  vesting. 

The  employer  pays  the  entire  cost  of  about  four-fifths  of  the 
negotiated  pension  plans  and  only  about  two-thirds  of  the  unilateral 
plans.    The  employer  pays  the  major  portion  of  the  cost  (usually  about 
two-thirds)  in  the  jointly  financed  plans,  regardless  of  whether  the 
plan  is  insured  or  non-insured.    All  pay-as-you-go  plans  are  financed 
entirely  by  the  employer.    The  net  result  of  these  various  arrangements 
is  that  employers  make  about  85  percent  of  the  contributions  to  all 
private  retirement  plans. 

Almost  4  million  workers  are  covered  by  nearly  1,000  multi- 
employer pension  plans ,  almost  all  of  which  have  been  established  by  unions 
and  employer  groups  through  collective  bargaining.    They  are  found  chiefly 
in  industries  in  which  multiemployer  collective  bargaining  prevails: 
construction,  motor  and  water  transportation 9  coal  mining,  apparel  and 
food  manufacturing,  and  retail  trade.    Six  unions  in  these  industries 
(Teamsters,  Amalgamated  Clothing  Workers,  International  Ladies  Garment 
Workers  (ILGWU),,  Carpenters,,  Electrical  Workers  (IBEW)  and  Mine  Workers) 
represent  two  out  of  three  workers  under  multiemployer  plans.    All  six 
of  these  unions  have  one  or  more  large  national  or  regional  plans,  such 
as  the  United  Mine  Workers  Retirement  Fund,  which  cover  numerous  employ- 
ers throughout  broad  geographic  areas  or  throughout  an  industry.    On  the 
other  hand0  9  out  of  10  multiemployer  plans  have  fewer  than  5,000  workers 
and  are  mostly  limited  to  a  single  geographic  area. 
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Multiemployer  pension  plans  differ  from  single-employer  plans 
in  two  important  respects:     (l)    Their  pension  credits  are  portable  in 
that  employees  may  accumulate  credits  by  working  for  any  employer 
belonging  to  the  plan.     A  few  plans  have  reciprocity  arrangements  with 
other  plans  so  that  workers  can  transfer  their  credits  when  they  move 
from  one  cooperating  plan  to  another;   (2)    The  employer  members  agree 
with  the  union  to  contribute  to  the  plan  at  a  certain  rate—usually  a 
specified  number  of  cents  per  man-hour  or  percent  of  payroll- -rather  than 
to  provide  specified  pension  benefits.     The  benefits  are  determined  by 
joint  union- management  boards  of  trustees,  usually  with  the  advice  of 
consulting  actuaries. 

Benefit  levels  vary  widely  among  pension  plans  and,  often, 
within  plans,  depending  on  benefit  formulas  and  the  treatment  of  past 
service.    Under  the  benefit  formulas  for  current  service  in  effect  in 
early  1963,  the  pensions  payable  at  age  65  to  workers  with  average 
annual  earnings  of  $4,800  averaged  about  $63  a  month  for  20  years  of 
credited  service  and  $89  for  30  years.    Contributory  plans  provide  higher 
benefits  than  noncontributory  plans  on  the  average „    The  average  benefit 
computed  under  the  same  assumptions  was  $80  for  20  years  of  service  and 
$120  for  30  years  for  contributory  plans,  as  compared  with  $58  and  $80, 
respectively,  for  noncontributory  plans.    Total  retirement  income  for  all 
categories  would  also  include  social  security  benefits,  now  at  a  maximum 
of  $127  a  month  commencing  at  age  65  for  a  single  man  and  $190.50  for  a 
man  and  wife  over  65 „ 
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Projections  of  Future  Growth 

Some  projections  of  the  future  development  of  private  retirement 
plans  were  necessary  as  background  for  the  Committee's  work.    The  Committee 
has  relied  in  part  on  studies  underway  by  economists  under  the  auspices  of 
the  National  Bureau  of  Economic  Research,  a  private  research  institution 
Utilizing  and  building  on  this  work,  it  has  been  possible  to  develop  esti- 
mates of  the  growth  of  private  plans  up  to  1980  (see  Appendix  A  tables 
1-4  and  Chart). 

These  estimates  assume  a  high  employment  economy  and  a  continua- 
tion of  the  current  interest  in  retirement.    No  significant  changes  are 
assumed  in  the  present  legal  framework  affecting  private  plans.     No  adjust- 
ment has  been  made  for  the  possible  effects  of  the  extension  of  tax  advan- 
tages to  self-employed  persons  or  for  the  effects  of  any  legislative 
action  resulting  from  the  Committee's  recommendations „    A  considerable 
variation  in  either  direction  would  be  possible,,  depending  on  such  factors 
as  new  arrangements  regarding  coverage  or  pooling ,  developments  in  the 
public  programs  „  and  economic  conditiofis. 

In  general ,  these  estimates  look  forward  to  the  continuing 
development  of  private  retirement  plans.    Although  growth  will  still  be 
quite  rapid  in  coming  years 8  it  is  expected  to  proceed  at  a  diminishing 
rate.     In  the  past  decade ,  the  most  rapid  growth  in  coverage  has  been  in 
manufacturing,  transportation B  public  utilities,  and  mining,  where  more 
than  80  percent  of  all  workers  now  covered  by  retirement  plans  are  em- 
ployed.   Since  the  larger  employers  and  the  more  unionized  sections  in 
these  industries  now  have  plans e  future  expansion  is  limited.     On  the 
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other  hand,  in  the  large  and  growing  trade  and  service  industries g  where  a 
small  proportion  of  the  workers  are  now  protected,  expansion  in  coverage 
is  expected  to  continue  relatively  slowly  in  view  of  such  factors  as  the 
smaller  size  of  employers  and  higher  rate  of  turnover.     It  is  estimated 
that  by  1980  the  number  of  employees  covered  by  retirement  plans  will  in- 
crease to  over  42  million „  or  more  than  three  out  of  five  of  the  employees 
projected  for  private  nonfarm  establishments.    The  number  of  beneficiaries 
will  increase  from  nearly  2§-  million  in  l$6h  to  about  6+  million  in  1980. 

According  to  these  pro jections ,  plans  will  continue  to  build 
substantial  reserves  since  the  contributions  paid  into  the  funds,  together 
with  the  funds'  earnings „  will  be  far    in  excess  of  benefit  payments.  Under 
the  assumed  conditions,  total  contributions,  which  amounted  to  nearly  $7 
billion  in  196k,  are  expected  to  rise  to  about  $11  billion  a  year  by  1980, 
while  benefit  payments  during  the  same  period  will  increase  from  almost 
$2-3/%  billion  to  around  $9  billion  annually.     Total  reserves,  which  were 
estimated  at  over  $75  billion  in  1964,  will  grow  to  about  $225  billion  by 
1980. 
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II,     THE  PUBLIC  INTEREST  IN  PRIVATE  RETIREMENT  PLANS 

Private  retirement  plans  have  assumed  an  increasingly  important 
role  in  the  American  economy  since  World  War  II  which  makes  them  of  wide 
public  concern.     This  public  interest  in  private  retirement  plans  arises 
because  they; 

--  provide  economic  security  for  millions  of  workers  and 

their  families; 
--  are  a  substantial  element  in  the  national  savings 

stream  and  the  financial  markets; 

affect  the  incentives,  the  mobility,  and  employment 
prospects  of  the  labor  force; 

are  to  a  significant  degree  subsidized  by  Federal 
taxpayers. 

Several  of  these  points  are  discussed  in  subsequent  sections  of 
this  report.     The  emergence  and  present  scope  of  the  national  public 
interest  in  private  pensions  is  outlined  in  this  section,  with  particular 
attention  to  the  values  and  costs  of  the  special  Federal  tax  provisions. 
Expressions  of  the  Public  Interest 

The  historical  sketch,  in  the  preceding  section,  of  the  growth 
of  the  private  pensions  in  the  United  States  makes  it  evident  that  action 
by  the  Federal  Government  has  been  greatly  instrumental  in  contributing 
to  the  rapid  growth  of  pension  plans,,     Significant  Federal  actions 
included  establishment  of  the  social  security  system,  the  enactment  of 
many  tax  provisions,  the  economic  measures  of  World  War  II  and  the  Korean 
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conflict,  and  interpretations  of  the  National  Labor  Relations  Act  by  the 
National  Labor  Relations  Board  and  the  Supreme  Court. 

Federal  tax  provisions  have  been  both  a  major  influence  shaping 
the  rapid  growth  of  private  pension  plans  and  one  of  the  most  important 
forms  of  public  regulation.    As  pension  plans  grew  in  number  and  in 
financial  size,  various  actions  were  taken  by  the  Federal  Government  to 
set  conditions  under  which  the  plans  could  qualify  for  the  special  tax 
treatment  and  to  help  safeguard  and  to  set  standards  for  proper  management 
of  the  reserves. 

Payments  to  retirement  funds  for  current  costs  were  allowed  as 
deductible  expenses  for  tax  purposes  before  specific  legislation  was 
enacted,  provided  the  amounts  represented  reasonable  compensation.  How- 
ever, in  the  1920,s  statutory  action  made  contributions  to  such  funds  for 
past  service  costs  tax  deductible  if  they  were  in  reasonable  amounts  and 
tax  exemption  was  also  granted  on  income  of  qualified  pension  trusts. 

Limits  on  this  tax  treatment  were  enacted  as  problems  appeared. 
Thus,  the  Revenue  Act  of  1928  stipulated  that  contributions  for  funding 
past  service  liabilities  had  to  be  apportioned  over  a  period  of  not  less 
than  10  years.     Similarly,  to  prevent  tax  abuse,  the  Revenue  Act  of  1938 
established  the  so-called  nondiversion  rule  which  provided  that  a  pension 
trust  had  to  be  irrevocable  and  the  funds  had  to  be  used  for  the  benefit 
of  the  employees. 

With  the  impetus  to  pension  plans  resulting  from  the  increases 
in  tax  rates  during  the  World  War  II  period,  the  Revenue  Act  of  1942  set 
forth  more  stringent  conditions  for  plans  receiving  special  tax  status. 
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The  immediate  purpose  of  these  conditions  was  to  assure  that  plans 
operate  for  the  benefit  of  a  wider  group  of  employees  and  to  prevent 
pension  plans  from  becoming  a  wartime  tax  avoidance  device.    This  Act 
required  that  pension  funds  be  irrevocably  committed  to  the  retirement 
benefits,  that  the  system  not  discriminate  in  favor  of  highly  compensated 
employees,  and  that  the  annual  tax  deduction  for  contributions  not  ex- 
ceed stated  limits.    These  requirements  with  subsequent  amendments,  re- 
enacted  in  1954,  today  constitute  the  basic  provisions  which  govern  the 
qualification  of  pension  plans. 

The  public  interest  in  private  pensions  has  also  been  expressed 
in  Federal  statutes  not  related  to  the  Internal  Revenue  Code,  but  which 
require  disclosure,  or  to  some  extent,  regulation  of  the  operation  of 
pension  funds.    The  first  Federal  laws  of  this  type  were  fairly  restricted 
in  scope.    Thus,  under  the  Securities  Act  of  1933,  and  the  Securities  and 
Exchange  Act  of  1934,  pension  trusts  funded  in  part  by  employee  contribu- 
tions which  purchase  the  stock  of  an  employer  company  or  its  affiliates 
were  required  to  register  and  file  annual  financial  reports  with  the 
Securities  and  Exchange  Commission. 

In  1947  the  Labor  Management  Relations  Act  established  regula- 
tions concerning  pensions  financed  by  employer  contributions  to  union- 
management  pension  funds.    The  Act  required  that  all  such  pension  agree- 
ments had  to  be  committed  to  writing,  that  funds  could  be  used  only  for 
paying  benefits,  and  that  both  management  and  the  union  had  to  be  equally 
represented  in  the  operation  of  the  fund  with  provisions  being  made  for  an 
outside  party  to  decide  disputes. 
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A  more  recent  development  relates  to  additional  Federal  legis- 
lation for  disclosure  of  the  operations  of  pension  plans.     Evidence  of 
mismanagement  and  inadequate  protection  of  the  employee-beneficiary 
rights  led  to  extensive  investigations  by  committees  of  the  Congress 
during  the  period  1954-58,     These  studies  culminated  in  the  1958  enact- 
ment of  the  Welfare  and  Pension  Plans  Disclosure  Act, 

In  this  Act,  the  Congress  specifically  recognized  that  the 
growth  in  the  size,  scope,  and  number  of  employee  welfare  and  pension 
plans  made  them  essential  to  the  continued  well-being  and  security  of 
millions  of  Americans  and  an  important  factor  in  the  stability  of 
employment  and  the  commerce  of  the  Nation,     In  recognition  of  this  fact, 
Congress  provided  for  annual  disclosure  and  reporting  to  participants 
and  beneficiaries  of  financial  and  other  information  with  respect  to 
pension  plans. 

This  initial  legislation  was  strengthened  by  the  Welfare  and 
Pension  Plans  Disclosure  Act  Amendments  of  1962  which  gave  the  Secretary 
of  Labor  authority  to  issue  rules  and  regulations,  to  conduct  investi- 
gations, and  to  secure  injunctions  compelling  compliance  with  the  Act. 
The  Amendments  also  provided  for  the  establishment  of  an  Advisory 
Council,  broadened  the  United  States  Criminal  Code  by  making  certain 
actions  Federal  offenses,  and  required  the  bonding  of  persons  handling 
funds  and  other  property  of  the  plans. 

Not  all  regulation  of  pension  funds  has  been  by  Federal 
statutes.     Pension  plans  are  also  subject  to  some  regulation  by  the 
States,     In  general 3  it  can  be  said  that  State  regulation  of  the  pension 
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plans  is  less  rigorous  than  comparable  regulation  of  insurance  companies, 
banks,  and  savings  and  loan  institutions.     State  action  is  also  made  more 
difficult  because  many  of  the  larger  plans  involve  workers  and  establish- 
ments in  more  than  one  State- 
Benefits  and  Costs  of  Special  Tax  Provisions 

The  continuing  Federal  interest  in  the  private  retirement  system 
at  the  present  time  is  strikingly  evident  in  the  value  of  the  special  tax 
treatment  which  retirement  plans  receive.     This  special  tax  treatment  has 
two  aspects; 

(1)  Employer  contributions,  now  almost  $6  billion  annually,  to 
qualified  pension  plans  for  current  costs  and  for  unfunded  accrued  liabili- 
ties serve  as  deductions  for  tax  purposes  from  the  employer's  income  but 
are  not  taxable  currently  as  employee  compensation.     Thus,  taxes  are 
deferred  until  the  time  when  the  benefits  are  received  by  the  employee-- 
normally  when  his  current  income  is  much  smaller  and  his  marginal  tax  rate 
is  much  lower „ 

(2)  Investment  income  of  pension  funds,  now  over    $2%  billion  a 
year,  is  not  taxable  when  earned.     Instead,  it  is  taxed  to  the  recipient 
only  at  the  later  date  when  it  is  distributed  as  benefits. 

The  tax  treatment  of  pension  plans  amounts  to  an  indirect 
subsidy  to  the  private  pension  system  in  the  sense  that  without  the 
favorable  tax  treatment  employees  and  employers  between  them  would  have  to 
contribute  yearly  substantially  higher  sums  if  they  wished  to  maintain  the 
private  pension  system  with  the  same  coverage  and  under  the  same  financial 
conditions  and  actuarial  assumptions  that  prevail  today. 
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The  extent  to  which  an  individual  worker  or  his  employer  benefits 
from  the  special  tax  exemptions  and  deferments  can  be  illustrated  by  esti- 
mates of  the  contributions  that  would  be  required  annually  during  the  40-year 
working  career  of  a  male  employee  to  accumulate  funds  for  a  $100  monthly 
pension  after  taxes  for  him  at  age  65,     A  summary  of  these  calculations  on 
several  bases,  with  the  underlying  interest,  mortality ,  and  tax  rate 
assumptions,  is  provided  in  Appendix  B„ 

The  results  of  these  estimates  can  be  indicated  by  the  following 
comparisons : 

If  an  employer  paid  his  employee  wages  which  were  taxed 
and  from  which  the  employee  made  pension  contributions, 
and  if  the  earnings  of  the  pension  fund  were  also  taxed, 
the  employer  would  have  to  pay  $194  a  year  in  wages  to 
enable  the  worker  to  buy  his  $100-a-month  pension. 
(Viewed  in  terms  of  reduction  of  profits  after  corporate 
income  tax,  this  would  represent  a  cost  of  $101  a  year  to 
the  employer,) 

--  If,  as  permitted  by  present  rules,  the  employer  makes  con- 
tributions directly  to  the  pension  fund  not  subject  to  tax, 
and  if  the  earnings  of  the  fund  are  also  free  from  tax,  a 
pension  of  $100  a  month  can  be  financed  with  an  annual  con- 
tribution of  $136.     The  cost  is  only  70  percent  as  much  as 
in  the  first  example  because  of  the  twofold  tax  saving  on 
the  corporate  contribution  and  on  the  earnings  of  the  fund. 
(Viewed  in  terms  of  profits  after  corporate  taxes,  the 
cost  to  the  employer  would  be  $71,  or  again  70  percent  of 
the  cost  under  the.  "after  corporate  tax"  assumption  in 
the  first  example.) 
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These  estimates  demonstrate  that  the  prevailing  tax  provisions 
for  private  pensions  make  it  possible  to  provide  private  pensions  at  a 
substantially  lower  cost  than  that  which  would  result  if  no  special  tax 
provisions  were  available  for  pensions „     Regardless  of  how  the  worker 
and  the  employer  may  share  the  beraef its«=«=in  the  form  of  higher  pensions 
or  reduced  costs— which  the  special  tax  provisions  for  pensions  make 
possible „  it  is  evident  that  the  advantages  for  both  employers  and  work- 
ers are  very  significant 0 

Of  equal  interest  is  the  revenue  loss  to  the  Federal  Government* 
Estimates  by  the  Treasury  Department  indicate  that  this  loss  is  quite 
substantial.     On  the  basis  of  the  reduced  rates  incorporated  in  the  Revenue 
Act  of  1964,  estimates  have  been  calculated  in  two  ways i     (1)  Assuming  that 
without  the  special  tax  treatment,,  employer  contributions  and  earnings  of 
the  fund  would  have  been  treated  as  income  to  employees  and  taxed  at  indi- 
vidual income  tax  rates  andp  alternatively ,  (2)  assuming  under  similar 
circumstances  that  employer  contributions  and  earnings  to  the  funds  would 
have  been  taxed  at  corporate  income  tax  rates.    Under  the  first  assumption, 
the  current  annual  revenue  loss  amounts  to  $1,2  billionj  under  the  second 
assumption,,  it  is  $304  billion  (see  Appendix  As  Table  5)„    These  figures 
can  be  contrasted  with  the  $8%  billion  constituting  the  current  annual 
total  of  employer  contributions  and  investment  earnings  of  pension  funds. 
Regardless  of  which  estimate  is  used,  the  revenue  cost  is  substantial.  In 
the  last  analysis s  this  cost  must  be  borne  by  taxpayers  as  a  whole. 
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The  Broad  Range  of  the  Public  Interest 
in  Private  Retirement  Flans 

It  is  evident  that  the  Congress  has  long  recognized  not  only  the 
importance  of  stimulating  the  development  of  private  retirement  plans  but 
also  the  growing  importance  of  establishing  standards  and  regulations  for 
assuring  that  they  serve  the  public  interest.     Several  points  underline 
the  breadth  and  depth  of  public  concern: 

First,  private  retirement  plans  represent  a  major  element  in 
the  economic  security  of  millions  of  American  workers  and  their  families 
This  role  is  indicated  "by  the  fact  that  25  million  workers  are  now  em- 
ployed in  jobs  covered  by  retirement  plans  and  by  the  20- fold  growth  of 
reserves  in  the  last  20  years  to  a  total  of  over  $75  billion. 

Second,  the  private  retirement  system  is  a  significant,  growing 
source  of  economic  and  financial  power,  and  also  affects  interstate  com- 
merce.    Present  reserves  of  over  $75  billion  are  an  important  source  of 
investment  capital.    Additional  accumulations,  now  running  about  $64- 
billion  annually,  provide  savings  which  seek  fruitful  investment  and  must 
be  properly  safeguarded  and  managed. 

Third,  the  pension  system  has  an  important  impact  on  manpower 
in  our  economy.     Pensions—especially  where  portability  is  absent  or 
narrowly  limited—tend  to  reduce  the  mobility  of  our  labor  force.     In  a 
society  characterized  by  sapid  technological  and  economic  change,  it  is 
important  that  the  features  and  characteristics  of  private  pension  plans 
should  be  consistent  with  effective  functioning  of  the  labor  market „ 
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Finally „  private  retirement  plans  have  a  major „  growing  signi- 
ficance for  Federal  taxpayers  because  the  special  tax  concessions  reduce 
the  tax  base  and  put  more  burden  on  other  tax  sources.     It  is  evident 
that  utilization  of  essentially  public  resources  which  are  channelled 
through  the  special  tax  concession  to  private  pensions  must  be  carefully 
considered  to  make  sure  that  the  benefits  from  this  use  of  funds  are 
reasonably  commensurate  with  the  benefits  which  might  be  obtained  by  using 
the  same  resources  for  other  public  purposes. 

In  summary „  the  Committee  believes  the  Federal  Government  has 
a  continuing  responsibility  to  establish  policies  which  will  continue  to 
advance  and  protect  the  public  interest  in  private  retirement  plans. 
The  following  sections  of  the  Report  explore  specific  areas  in  which  the 
operations  of  private  retirement  plans  affect  this  public  interest. 
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III.     RELATION  OF  PRIVATE  PLANS  TO  THE 
PUBLIC  RETIREMENT  PROGRAM 

A  key  consideration  in  the  Committee ' s  deliberations  has  been  the 
relation  between  tne  private  retirement  plans  and  the  public  program  for 
retirement  income.     Although  the  two  systems  have  developed   largely  inde- 
pendent of  each  other,  any  review  of  public  policies  affecting  the  private 
system  must  rest  upon  an  analysis  of  the  functions  that  each  system  is 
designed  to  serve. 
The  Basic  Public  Syst em 

Old-age,   survivors,  and  disability  insurance   (OASDI)  is  the  basic 
program  of  old-age  security.     Its  key  role  arises  first  from  its  almost 
universal  coverage.     More  than  9  out  of  10  people  in  paid  employment  and 
self -employment  are  covered  or  eligible  for  coverage  under  the  program.    Slightly  more 
than  7  7    million  people  had  covered  earnings  during  1964. 

This  universal   coverage  assures  workers  that  their  OASDI  protec- 
tion will  follow  them  wherever  they  shift  from  one  job  to  another.  The 
value  of  this  continuous  protection  is  reflected  in  the  fact  that  91  percent 
of  the  persons  now  turning  age  65  are  estimated  to  be  eligible  for  monthly 
benefits  under  the  program.     At  present,  more  than  four-fifths  of  all 
persons  aged65  and  over  are  eligible  for   OASDI  benefits.  Eventually, 
about  95  percent  of  all   persons  past  65  will   be  eligible  for  benefits. 

Another  advantage  of  the  system  is  the  complete  portability  of 
credits  earned  and  the  security  of  its  financial  arrangements.  Earnings 
with  different  employers  and  in  different  types  of  employment  are  combined 
and  given  full   credit  toward  the  computation  of  an  individual's  retirement 
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benefits.     The  prospect  of  greater  or  reduced   OASDI  retirement  benefits  is 
minimized  as  a  factor  in  the  individual's  decision  to  change  jobs.  The 
capacity  to  finance  benefits  rests  on  the  entire  economy  rather  than  on  a 
single  firm  or  industry. 

Another  advantageous  feature  is  the  broad  scope  of  its  benefits 
including  survivors5   protection  for  widows   (about  one-third  of  the  persons 
over  65  in  the  United  States  and  not  working  are  widows)  and  disability 
protection  before  retirement  for  workers  and  their  families.     The  CASDI 
benefit  formula  weights  the  benefits  in  favor  of  the  lower-paid  and  shorter- 
duration  employee,   thus  making  possible  a  meaningful   level   of  benefits  for 
persons  currently  retiring   (or  disabled)  who  have  not  spent  many  years  in 
covered  employment.     Furthermore,  as  a  social  insurance  program  financed 
through  earmarked  taxes,    OASDI  benefits  can  be  adjusted  in  relation  to 
rising  earnings  levels  and  to  changing  standards  of  living. 

Several  special  groups  are  covered  by  public  retirement  systems 
separate  from  CASDI.     The  Railroad  Retirement  system  is  closely  coordinated 
with  OASDI,  almost  all   State  and  local  government  employees  are  covered  by 
OASDI,   their  own  special  systems,  or  both.     Federal  employees  covered  by 
Civil   Service  retirement  are  not  under  the  basic  system.     At  the  end  of 
1964,   13%million  persons  aged  65  and  over  were  receiving  benefits  under 
CASDI  and  somewhat  less  than  2  million  under  the  other  public  systems,  of 
whom  about  750,000  were  also  receiving  OASDI  benefits. 

In  addition,   about  500,000  persons  not  receiving  benefits  under 
any  of  these  public  retirement  programs  were  drawing  veterans'   pensions  or 
compensation  and  many  others  were  receiving  public  assistance  payments. 
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Supplementation  of  the  Public  System 
Through  Private  Retirement  Plans 

The  rapid  growth  of  private  plans,  which  has  been  encouraged  by 
public  policy,  reflects  certain  developments  in  the  public  program.     The  em- 
phasis in  the  public  program  is  necessarily  placed  on  providing  basic  retire 
ment  income  for  all  members  of  the  labor  force;  it  properly  entitles  the 
worker  with  low  earnings  to  a  larger  benefit  in  relation  to  his  earnings  tha 
the  higher  paid  workers.     For  the  average  full-time  worker  today  (who  earns 
about  $5,300  a  year),  the  benefit  for  the  individual  is  about  30  percent  and 
for  a  couple  about  45  percent  of  his  previous  earnings.     For  a  worker  who 
earns  $7,500  a  year,   the  OASDI  benefit  replaces  about  20  percent  of  his  pre- 
retirement income  and,  if  married,  about  30  percent. 

Since  the  start  of  the  public  program,   the  taxable  earnings  on 
which  both  contributions  and  benefits  are  based  has  been  limited  to  a  speci- 
fied dollar  amount.     Although  this  maximum  earnings  base  has  been  raised 
several  times  as  wages  have  increased,  going  from  $3,000  in  1935  to  the 
present  $4,800,  the  increases  have  been  far  short  of  sufficient  to  maintain 
the  earlier  relationship  between  benefits  and  wages  for  workers  with  average 
and  above- average  earnings.     As  a  result  of  the  $^,800  limitation,  some- 
what more  than  60  percent  of  men  in  full-time  covered  employment  through- 
out 196k  had  wages  that  were  not  counted  for  social  security  purposes. 
The  comparable  figure  when  the  program  began  was  only  6  percent.  For 
workers  with  average  and  above-average  earnings,  the  0ASDI  retirement 
benefit  has  thus  tended  to  decline  as  a  percentage  of  previous  earnings. 

Private  pension  plans  make  possible  a  more  adequate  retirement 
income  in  relation  to  past  earnings  than  is  available  through  the  basic 
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public  system  alone.     The  private  pension  is  typically  related  to  the  indi- 
vidual's length  of  service  with  the  particular  firm  or,  in  the  case  of 
multiemployer  plans,  industry.     Frequently,  the  pension  is  also  related  to 
the  individual's  earnings,  with  greater  credit  given  for  earnings  above  the 
OASDI  wage  base  that  for  earnings  below  this  amount.     In  general,  private 
plans  tend  to  emphasize  more  adequate  retirement  income  for  the  average  and 
above-average  earner  and  for  the  career  employee  rather  than  the  individual 
with  only  a  short  time  attachment  to  the  particular  employer,, 

The  different  benefit  formulas  tend  to  produce  pension  amounts 
that  vary  substantially  between  plans,  especially  when  related  to  previous 
earnings.     Even  for  workers  with  the  same  wages,  differences  in  pension 
amounts  arise  from  such  factors  as  employee  contributions,  collective  bar- 
gaining, and  coordination  with  OASDI. 

Workers  with  30  years  of  future  credited  service  and  average 
annual  earnings  of  $4,800  will  typically  receive  private  pensions  ranging 
from  15  to  25  percent  of  preretirement  income,   leaving  the   OASDI  system 
to  provide  the  major  share  of  retirement  benefits.     The  noncontributory 
plans  tend  to  be  at  the  lower  end  of  this  range  and  the  contributory  plans 
at  the  higher  end. 

For  long-service  workers  with  annual  earnings  of  $7,500  or  more, 
the  pension  received  from  a  plan  with  benefits  geared  to  earnings  can  nor- 
mally be  expected  to  exceed  the  OASDI  benefit,  even  for  a  married  couple. 
For  workers  with  shorter  periods  of  service  or  under  plans  that  do  not 
relate  benefits  to  wages,   the  private  pension  will,   of  course,  be  a  pro- 
portionately smaller  fraction  of  wages. 
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Another  important  aspect  of  private  pension  plans  is  their  flexi- 
bility.    Employers  and  employees  can  adjust  their  retirement  plan  to  the 
special  conditions  in  their  firm  or  industry,   for  instance  by  early  retire- 
ment provisions  differing  from  those  of  CASDI„ 

Future  Growth  of  Private  Retirement  Plans 
in  Relation  to  the  Public  System 

About  25  million  workers,   or  about  half  of  the  employees  in  private 
nonagricul tural  establishments,  are  now  covered  by  private  retirement  plans, 
including  deferred  profit-sharing  plans.     By  1980,   it  is  estimated  that  these 
figures  will  increase  to  over  42  million,   or  between  60  and  65  percent. 

The  number  of  persons  who  will   actually  receive  private  plan  bene- 
fits will  continue  to  fall  considerably  short  of  the  number  who  have  at  some 
time  been  covered,,   as  long  as  workers  continue  to  move  from  employer  to 
employer  without  vesting  of  benefits.     The  number  of  beneficiaries  of  ail 
ages  under  private  plans  is  expected  to  rise  from  about  2^  million  in 
1964  to  6.6  million  in  I98O.     This  represents  an  increase  from  22  to  36 
percent  of  the  OASDI  retired  worker  beneficiaries.     For  men,  the  per- 
centage would  rise  from  27  to  k6  percent  of  the  OASDI  figure.  However, 
the  number  of  aged  annuitants  receiving  private  pensions,  plus  their  wives, 
will  probably  not  exceed  30  percent  of  the  total  population  aged  65  and  over 
in  I98O  as  compared  with  less  than  15  percent  today.     In  contrast,  an  esti- 
mated 85  percent  of  the  aged  persons  will  be  receiving  OASDI  benefits  in 
that  year  and  an  additional  8  percent  will  be  eligible  for  such  benefits 
if  they  choose  to  retire.     Thus  for  the  foreseeable  future,  public  programs, 
primarily  OASDI,  will  continue  to  provide  the  only  retirement  protection 
for  at  least  two-thirds  of  those  past  65. 
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General  Conclusions 

In  terms  of  public  policy  the  Committee  has  drawn  from  the  preceding 
analysis  several  major  conclusions  which  underlie  many  of  the  recommendations 
made  in  subsequent  sections  of  the  report: 

(1)  The  public  program  will   continue  to  be  the   Nation's  basic  in- 
strument for  assuring  reasonably  adequate  retirement  income  to  workers, 
their  widows  and  dependents.     This  will   require  a  continuing  review  of  the 
public  program  to  assure  that  the  earnings  base  and  the  benefit  formula  keep 
pace  with  changes  in  wages  and  result  in  benefit  levels  that  are  reasonable 
in  relation  to  general   living  standards. 

(2)  Private  pension  plans  should  continue  as  a  major  element  in  the 
Nation's  total  retirement  security  program.  Their  strength  rests  on  the  sup- 
plementation they  can  provide  to  the  basic  public  system.  Even  with  signifi- 
cant future  improvement  in  the  public  program,  there  will  still  be  ample  room 
for  supplementation,  especially  among  regularly  employed  members  of  the  labor 
force  with  above-average  earnings. 

(3)  The  basic  justification  for  the  public  subsidy  involved  in 
favored  tax  treatment  lies  in  the  social  purposes  served  by  private  pension 
plans.      In  view  of  these  social  purposes,   public  policy  should  continue  to 
provide  appropriate  incentives  to  private  plan  growth,  and  by  improving  the 
basic   soundness  and  equitable  character  of  such  plans,    set  a  firmer  founda- 
tion for  their  future  development.     Because  protection  will  always  be  far 
from  complete,   private  pension  plans  cannot  be  a  substitute  for  public 
programs  but  public  policy  can  encourage  developments  which  will  provide  sup- 
plementary retirement  benefits  to  a  growing  proportion  of  the  Nation's  workers 
and  will  provide  greater  assurance  that  the  promised  benefits  will  be  paid. 
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(4)  Finally,  continuing  attention  will  be  necessary  to  assure  that 
the  combined  benefits  available  through  OkSDI  and  supplementary  private 
pensions,  for  those  receiving  them,  are  reasonably  related  to  wage  levels 
and  living  standards  in  the  economy. 
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IV.     PRIVATB  PENSIONS,  LABOR  MOBILITY,  AND  MANPOWER  POLICY 

The  Committee  has  considered  three  separate  but  interrelated 
aspects  of  the  effects  of  private  pension  plans  on  manpower — namely 

their  effects  on  (1)  labor  mobility,  (2)  employment  opportunities  for 
older  workers,  and  (3)  retirement  and  withdrawal  from  the  labor  force. 
Labor  Mobility 

In  a  changing  and  growing  economy,  continuing  shifts  in  the 
occupational,  industrial,  and  geographical  needs  for  manpower  take  place. 
Private  pensions,  along  with  seniority  and  other  benefits  based  on  length 
of  service,  tend  to  reduce  labor  mobility  by  tying  workers  to  a  particular 
employer. 

The  Committee  finds  that  while  the  effect  of  private  pensions 
on  mobility  is  significant,  it  is  limited  and  selective.    For  example, 
pensions  probably  have  little  effect  on  the  amount  of  involuntary  job- 
shifting,  although  laid-off  workers  may  be  reluctant  to  abandon  the  hope 
of  returning  to  the  coverage  of  a  pension  plan.    Voluntary  shifts  by 
young  workers,  which  account  for  a  very  large  part  of  all  voluntary  job 
changes,  are  probably  not  significantly  influenced  by  pension  plans.  For 
workers  with  appreciable  service  under  a  plan,  however,  the  forfeiture  of 
nonvested  pension  rights  is  likely  to  be  a  deterrent  to  voluntary  mobility. 
However,  there  are  other  reasons  for  the  reluctance  of  such  workers  to 
leave  their  jobs  when  other  jobs  are  available— including  seniority  and 
other  rights  based  on  length  of  service,  familiarity  with  the  job  and 
working  conditions,  and  attachment  to  home  and  community.     It  is  difficult 
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to  isolate  the  effects  of  pensions  from  other  factors  which  also  tend  to 
reduce  mobility,  since  firms  with  pension  plans  frequently  have  other 
characteristics  or  practices  which  encourage  workers  to  remain  in  their 
jobs . 

Although  mobility  has  decreased  in  recent  years,  there  is  still 
a  substantial  amount  of  job-changing  among  employed  workers.     In  the 
aggregate,  this  may  be  sufficient  to  meet  current  needs  of  the  economy. 
However,  there  is  cause  for  concern  in  the  selective  impediments  to 
mobility  now  erected  by  private  pension  plans  and  in  the  possibility 
that  such  plans  in  the  future  will  not  permit  a  rate  of  mobility  among 
mature  workers  sufficient  to  accommodate  a  rapid  rate  of  technological 
change,  changes  in  consumer  demand  and  in  the  location  of  industry,  and 
a  higher  rate  of  economic  growth.    The  prospective  loss  of  valuable  pension 
rights  (a)  tends  to  keep  able  and  skilled  workers  tied  to  a  declining 
industry  or  firm  longer  than  the  prevailing  job  market  may  require; 
(b)  inhibits  the  freedom  of  long-service  workers,  particularly  among 
executive,  professional,  clerical  and  skilled  groups,  voluntarily  to 
shift  to  other  companies  and,  thereby,  to  upgrade  their  usefulness  and 
earning  power,  and  (c)  tends  to  discourage  laid-off  and  displaced  workers 
from  seeking  new  fields  as  long  as  they  still  hope  to  return  to  their 
former  job  and  their  accrued  pension  rights. 

The  private  pension  movement,  as  pointed  out  in  Chapter  I, 
is  relatively  young,  at  least  as  far  as  nonsupervisory  and  production 
workers  are  concerned.    As  pension  plans  spread,  as  levels  of  benefits 
increase  and  thus  make  retirement  under  a  private  plan  ever  more  attrac- 
tive, as  service  under  a  pension  plan  lengthens,  the  immobilizing 
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influences  of  the  private  pension  system  may  be  expected  to  grow.  At 
the  same  time,  however,  the  economic  changes  referred  to  above,  par- 
ticularly technological  change,  seem  to  point  to  the  necessity  for  more 
frequent  job-skill  changes  during  workers'  careers. 

To  the  extent  that  an  individual's  pension  rights  are  vested 
(or  some  degree  of  portability  of  pension  credits  is  provided  by  other 
means)  the  immobilizing  effects  of  pensions  may  be  counteracted,  to  a 
large  extent.     If  all  pension  plans  were  to  safeguard  workers8  accrued 
benefits  by  vesting  after  a  reasonable  period  of  service,  there  is  no 
doubt  that  "efficient  manpower  utilization  and  mobility"  1/  would  be 
enhanced.     Other  measures  to  develop  portability  of  pension  credits, 
through  multiemployer  plans  or  other  means,  are  desirable  on  similar 
grounds . 

Employment  Opportunities  for  Older  Workers 


hiring  new  employees,  as  do  firms  without  pension  plans,  and  such  age 
limits  tend  to  restrict  employment  opportunities  for  older  workers. 
However,  the  reluctance  of  firms  to  hire  older  workers  is  usually  not  a 
result  of  a  pension  plan  itself,  but  reflects  other  factors  governing 
the  hiring  policies  of  employers — namely,  a  desire  to  maintain  a  balanced 
age  distribution  of  the  work  force,  to  promote  from  within,  and  to  train 
new  employees  who  have  a  relatively  long  future  working  life. 


Firms  with  private  pensions  often  set  upper  age  limits  for 


Referred  to  by  President  Kennedy  in  his  memorandum  establishing 
this  Committee  (see  Appendix  C). 


-  30  - 

While  age  limits  for  hiring  new  employees  are  often  attributed 
to  higher  pension  costs  for  older  workers,  and  such  costs  are  in  fact 
likely  to  be  somewhat  higher  under  some  types  of  plans,  the  additional 
cost  is  often  not  large  enough  to  be  the  decisive  factor.    Employers  who 
refuse  to  hire  older  workers  for  this  reason  may  be  giving  undue  weight 
to  relatively  small  differences  in  pension  costs.     Increased  vesting  or 
portability  of  pension  rights,  discussed  above  as  increasing  mobility, 
would  also  help  to  reduce  obstacles  to  hiring  of  older  workers,  since 
employers  may  be  more  willing  to  hire  an  older  worker  who  comes  with 
vested  pension  credits  from  previous  employment. 

The  Committee  does  not  recommend  legislation  affecting  private 
pensions  as  a  means  of  minimizing  the  use  of  rigid  age  limits  in  hiring. 
It  does,  however,  recommend  that  employers  should  be  encouraged  to  adopt 
more  widely  those  types  of  pension  plans  which  do  not  involve  signifi- 
cantly higher  costs  for  older  workers,  in  preference  to  those  types 
(e.g.,  plans  providing  uniform  benefits  regardless  of  level  of  earnings 
or  length  of  service)  which  involve  greater  differences  in  cost 
between  new  employees  in  different  age  groups.    In  addition,  a  general 
effort  should  be  made  to  eliminate  the  use  of  hiring  age  limits  or  to 
make  them  r?ore  flexible,  through  the  public  employment  service  program, 
through  a  continuing  educational  program  to  make  employers  aware  of  the 
desirability  and  practical  advantages  of  flexible  age  limits  in  hiring, 
and  through  other  methods. 
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The  Committee  calls  attention  to  the  December  1963  report  of  the 
President's  Council  on  Aging ,  which  includes  more  comprehensive  recommenda- 
tions on  this  matter*  2/ 
Retirement 

In  recent  years,  the  percentage  of  men  over  65  years  old  who  are 
working  or  seeking  work  has  declined  significantly;,  partly  because  of 
limited  job  opportunities  and  partly  because  of  the  availability  of  retire- 
ment income  from  QASD1  benefits  and  private  pensions.     Involuntary  retirement 
provisions  in  private  pension  plans  also  reinforce  this  trend.     Early  retire- 
ment under  QASDI  and  private  plans  may  be  expected  to  accelerate  the  with- 
drawal of  older  workers  from  the  labor  market. 

Current  unemployment  levels  and  concern  over  the  impact  of  auto- 
mation have  renewed  general  interest  in  retirement  policies  as  a  means  of 
manpower  management  in  individual  companies  and  in  the  economy  as  a  whole. 
In  this  regard,  the  Committee  wishes  to  stress  that  one  of  the  chief 
advantages  of  a  private  pension  system  is  the  flexibility  it  preserves  for 
individual  decisions  by  companies,  employees,  unions,  and  communities  based 
on  need  and  equitable  standards. 

For  both  economic  and  social  reasons,  the  Committee  believes  that 
public  policy  should  not  operate  to  exert  undue  pressure  for  early  retire- 
ment of  older  workers  „  or,  by  the  same  token,,  for  postponed  retirement. 
Rather,  it  should  seek  to  create  conditions  of  free  choice  that  will  permit 
those  who  are  able  and  who  wish  to  keep  on  working  to  do  so,  while  provid- 
ing adequate  retirement  income  for  those  who  prefer  to  retire* 

2/    Report  to  the  President,  President's  Council  on  Aging,  Washington„   D.  C„, 
1963,  pp.  18-53. 
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In  the  interests  of  such  freedom  of  choice,,  the  Committee  con- 
cludes that  ; 

(1)  Public  measures  to  compel  earlier  retirement  are  not  desirable 
or  suitable  as  a  general  means  of  dealing  with  unemployment  problems.  To 
advance  the  Government's  policy  of  maximizing  economic  growth,,  such  tools 

as  monetary  and  fiscal  policy  and  other  measures  to  create  new  jobs  are 
more  appropriate  than  a  general  attempt  to  curtail  the  labor  supply  by 
retirements o     Flexibly  administered  earlier  retirement  under  private  plans 
may,  however,  be  desirable  in  specific  industries  or  firms  with  special 
problems. 

(2)  The  Government  should  not  attempt  to  regulate  compulsory 
retirement  practices,  which  should  be  left  to  private  decision.  However, 
employers  should  be  encouraged  to  adopt  flexibly  administered  systems  of 
retirement  which  recognize  the  differing  capacities  of  individuals  of  the 
same  chronological  age,  lather  than  automatic  systems  which  apply  without 
exception  to  all  workers  reaching  a  specified  age. 

The  Committee  also  notes  that  the  retirement  test  provisions  of 
the  present  QASDI  program  may  encourage  an  individual  to  limit  his  earn- 
ings, even  though  he  is  able  to  earn  more,  to  avoid  reductions  in  his 
retirement  benefit.    Consideration  should  be  given,  taking  into  account 
costs  and  alternative  uses  of  the  trust  fund,  as  well  as  advantages  to 
workers  able  and  willing  to  work,  of  possible  changes  in  the  public  pro- 
gram which  might  contribute  to  greater  freedom  of  choice  for  such  workers, 
such  as  increasing  the  amount  of  earnings  permitted  with  only  partial  loss 
of  QASDI  benefits. 


V.  VESTING 


A  vesting  provision,  as  usually  defined,  guarantees  to  pension 
plan  participants  whose  employment  is  terminated  before  becoming  eligible 
for  a  retirement  benefit  the  right  to  all  or  part  of  their  accrued  pension 
benefits  at  retirement  age,  regardless  of  their  employment  status  at  that 
time.   1/    Vesting  normally  does  not  apply  to  all  plan  participants  but 
only  to  those  meeting  specified  qualifications,  usually  regarding  length 
of  service  or  age.     Vesting  protects  the  pension  rights  of  those  qualifying 
workers  whose  participation  in  the  pension  plan  is  terminated  through  lay- 
off or  discharge  or,  in  most  plans,  by  voluntary  quits. 

Despite  the  early  adoption  of  vesting  in  some  plans,   the  practice 
has  become  widespread  only  in  recent  years  as  pension  plans  have  matured. 
Greater  attention  has  been  focused  on  the  issue  of  vesting  as  a  result  of 
the  extensive  layoffs  during  recent  business  recessions  and  a  generally 
higher  level  of  unemployment. 
Extent  of  Vesting 

Provisions  for  vesting  of  pension  benefits  before  retirement  age 
are  currently  found  in  about  two  out  of  three  private  pension  plans  with 
three  out  of  five  covered  workers.     Vesting  is  about  equally  prevalent  in 
collectively  bargained  plans  and  in  unilateral  plans.     About  two  out  of 
three  plans  under  collective  bargaining, covering  56  percent  of  the  workers, 
have  vesting,  compared  to  two  out  of  three  nonbargained  plans  with  two  out 

1/  The  term  "vesting"  is  not  normally  applied,  however,  to  the  benefits 
purchased  by  the  employee's  own  contribution  since  he  is  entitled  to 
the  return  of  his  contributions  upon  withdrawal  from  the  plan. 
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of  three  workers.     Vesting  is  far  more  common  in  single  employer  plans  than 
in  multiemployer  plans—about  70  percent  of  the  former  have  such  provisions 
contrasted  with  30  percent  of  the  latter.   (Appendix  A,  Tables  6-8) 
Types  of  Vesting 

The  three  types  of  vesting  provisions  found  in  private  pension 
plans  may  be  distinguished  by  the  requirements  the  worker  must  fulfill  to 
achieve  a  fully  vested  position.     Under  deferred  full  vesting,  the  eligible 
worker  retains  a  right  to  all  accrued  benefits  if  he  is  terminated  after 
meeting  the  specified  requirements,  e.g.,  age  40  and  10  years  of  service. 
Under  deferred  graded  vesting,  the  worker  initially  acquires  a  right  to  a 
certain  percentage  of  his  accrued  benefits  upon  fulfilling  the  stipulated 
requirements;  this  percentage  increases  as  additional  requirements  are 
fulfilled  until  the  worker  becomes  fully  vested.     A  plan  might,  for  example, 
provide  50  percent  vesting  on  completing  10  years  of  service  and  an  addi- 
tional 10  percent  for  each  additional  year  of  service  up  to  100  percent  for 
15  or  more  years  of  service.     In  contrast  to  these  deferred  methods,  under 
immediate  full  vesting  all  benefits  are  fully  vested  as  soon  as  they  are 
earned,  i.e.,  starting  from  the  day  of  participation. 

Of  the  private  pension  plans  with  vesting,  two  out  of  three 
covering  four  out  of  five  of  the  workers  have  deferred  full  vesting,  and  one 
out  of  three  with  one  out  of  five  of  the  workers  have  deferred  graded  vestin 

Immediate  full  vesting  is  rare. 

Regardless  of  the  type  of  vesting,  benefits  are  not  payable  until 

normal  retirement  age.     In  some  plans,  the  actuarial  equivalent  benefit  may 
be  payable  at  early  retirement  age  if  it  is  requested  by  the  worker.  Vested 
benefits  are  based  on  the  benefit  formula  in  effect  at  the  time  of  termina- 
tion; they  are  not  affected  by  subsequent  improvements  in  plan  benefits. 


Vesting  provisions  generally  establish  age  and  service  require- 
ments which  must  be  met  to  qualify.     In  addition,  vesting  may  be  conditioned 
on  the  type  of  termination  and,  in  contributory  plans,  on  the  employee 
leaving  his  contributions  in  the  plan. 

Deferred  full  vesting,, --Service  is  a  key  requirement.     A  heavy 
concentration  of  workers  are  in  plans  requiring  either  10  years  (over  a 
third  of  the  workers)  or  15  (over  a  third  of  the  workers).     Only  one-sixth 
of  the  plans  specify  less  than  10  years,  while  a  fourth  require  20  or  more 
years  of  service. 

In  addition  to  service  requirements,  minimum  age  requirements  are 
specified  by  70  percent  of  the  plans  with  the  same  proportion  of  workers. 
Attainment  of  age  40  is  required  by  roughly  a  fourth  of  the  plans  covering 
almost  half  the  workers.*  Other  common  age  requirements  are  45,  50,  and  55 
years. 

The  combination  of  age  40  and  10  or  15  years  of  service  applies 
to  over  two  out  of  five  workers  covered  by  deferred  full  vesting  provisions. 
In  general,   the  service  requirements  are  longer  where  no  age  requirement  is 
specified. 

Deferred  graded  vesting. - -The  age  and  service  requirements  of 
plans  with  deferred  graded  vesting  are  more  varied  than  those  with  deferred 
full  vesting.     Generally,  workers  under  graded  vesting  can  qualify  for 
vesting  at  an  earlier  age  with  less  service  than  under  full  vesting,  but, 
of  courses  only  part  of  the  worker's  equity  is  initially  vested.     On  the 
other  hand,  to  become  fully  vested  under  graded  plans  usually  requires 

longer  service  than  under  deferred  full  vesting  type  plans, 

.  ost  of  the  plans  in.  the  autonobile  Indus  try  covering  a!) out  1,000,00';: 
x-rorkors  were  amended,  in  late  196)4,  by  dropping  the  requirement  that  workers 
;aust  attain  age  1-0  so  that  commencing  in  participants  in  these  plans 

need  onlg  complete  10  years  of  service  to  becone  vested. 
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Ten  or  15  years  is  most  often  required  to  vest  the  first  step  (i.e 
the  smallest  fraction)  of  the  worker's  equity  in  deferred  graded  plans.  The 
initial  percent  vested  varies  widely,  ranging  from  5  percent  for  five  years' 
service  up  to  75  percent  for  10  years'  service.     The  most  common  grading  is 
50  percent  vesting  after  10  years  of  service.     To  become  fully  vested,  85 
percent  of  the  workers  under  graded  plans  need  15  years  or  more  of  service. 
More  than  half  the  workers  are  in  plans  with  no  age  requirement,  but  in 
these  cases  service  requirements  usually  exceed  15  years. 

Type  of  separation. --In  about  95  percent  of  the  vesting  plans, 
with  85  percent  of  the  workers,  a  worker  meeting  the  age  and  service 
requirements  will  be  entitled  to  his  vested  right  if  separated  for  any 
reason:  quit,   layoff,  discharge,  etc.     In  the  remainder,  workers  who  volun- 
tarily leave  their  jobs  before  early  retirement  age  forfeit  their  pension 
rights.     For  example,  plans  in  certain  primary  and  fabricated  metals  product 
industries  generally  limit  vesting  to  workers  terminated  as  the  result  of  a 
permanent  shutdown  of  a  plant,  department,  or  subdivision,  or  laid  off  and 
not  recalled  in  two  years. 

Contributory  plans. --Under  contributory  plans—about  one  out  of 
four  private  plans  with  about  a  fourth  of  the  workers-- if  the  worker 
terminates  before  vesting,  or  if  no  vesting  is  provided,  he  is  invariably 
entitled  at  least  to  the  return  of  his  own  contributions,  usually  with 
interest.     Most  contributory  plans  with  vesting  give  eligible  vested  workers 
the  option  of  choosing  between  the  return  of  their  contributions,  or  a 
deferred  annuity;  however,  withdrawal  of  contributions  by  the  worker  almost 
invariably  entails  the  loss  of  benefits  purchased  by  employer  contributions. 
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Early  Retirement 

Early  retirement  and  vesting  are  closely  related.     Early  retire- 
ment is  usually  conceived  as  a  device  by  which  a  worker  can  leave  the 
labor  force  before  normal  retirement  age  with  an  assured,   though  more 
limited,   retirement  income.     However,   early  retirement  may  also  be  avail- 
able to  the  worker  who  wants  to  leave  his  particular  employer  and  still 
remain  in  the  labor  force.     Under  these  circumstances,  early  retirement 
becomes  a  substitute  for  vesting,     Although  most  pension  plans  with 
vesting  also  include  an  early  retirement  feature,  about  20  percent  of  the 
plans  with  over  20  percent  of  the  workers  have  no  provision  for  vesting 
but  do  include  arrangements  for  early  retirement. 

Early  retirement  is  included  in  about  three  out  of  four  private 
pension  plans  with  about  the  same  proportion  of  workers.     The  attainment 
of  age  55  or  60  with  5,   10  or  15  years  of  service,   or  any  age  with  20  or 
more  years  of  service,   are  the  most  frequent  requirements  for  early 
retirement.     In  about  half  the  private  plans  with  two-fifths  of  the 
workers,   early  retirement  is  possible  only  with  the  employer's  consent. 

Early  retirement  results  in  a  smaller  monthly  pension  plan  than 
that  due  the  worker  for  equivalent  service  at  normal  retirement  age, 
although,   of  course,   the  smaller  amount  will  be  paid  over  a  longer  period 
of  time.     About  two  out  of  three  plans  with  one  out  of  two  workers  pay 
the  actuarial   equivalent  of  accrued  benefits  to  the  early  retiree.  Host 
of  the  remainder  use  reduction  formulas  which  approximate  the  actuarial 
factors,   although  some  supplement  their  benefits  until  OASDI  benefits  are 
payable. 
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Retirement  Provisions 


The  following  figures  summarize  the  extent  to  which  private 
pension  plans  provide  retirement  protection  before  normal  retirement  age 

Provision  for  Vesting  and  Early  Retirement 
in  Private  Fension  Plans  JL/ 


(Early  1963) 


:  Plans 

:  Covered 

workers  2/ 

:  Number  ;  Percent 

:  Number 
:  (in 
: thousands 

:  Percent 

All  plans  studied  ............ 

15,818  100 

15,621 

100 

Vesting  and  early  retirement  , 

9,196  58 

8,362 

54 

Vesting  only  ................. 

1,438  9 

946 

6 

Early  retirement  only  ........ 

2,903  18 

3,434 

22 

Without  vesting  or  early 

retirement  ................. 

2,281  14 

2,889 

18 

If  Based  on  an  analysis  of  descriptions  on  file  in  early  1963  of  all 
pension  plans  for  which  financial  reports  for  1960  were  filed 
under  the  Welfare  and  Pension  Plans  Disclosure  Act*     Since  this 
analysis  excludes  deferred  profit-sharing  plans,  pension  plans  with 
fewer  than  26  participants,  and  plans  of  nonprofit  organizations, 
the  total  number  of  covered  workers  does  not  correspond  with  the 
coverage  of  all  private  retirement  plans  cited  elsewhere  in  this 
repor  t , 

If  Active  workers  in  1961. 

NOTE;     Because  of  rounding,   sums  of  individual  items  may  not  equal 
totals. 

SOURCE:     Bateau  of  Labor  Statistics, 

By  considering  minimum  requirements  for  first  qualifying  for 
benefit  rights   (including  both  vesting  and  early  retirement),   a  broad 
evaluation  of  pension  plan  protection  to  participants  is  possible.  To 
illustrate  this,   calculations  have  been  made  tracing  the  extent  to  which 
a  newly  hired  23-year  old  worker  would  qualify  for  benefits  as  he 
accumulates  service  within  the  scope  of   -t  pension  plan. 
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Under  the  assumed  conditions,  90  percent  of  the  plans  were 
found  not  to  provide  any  protection  to  the  worker  within  the  first  10 
years  of  his  service  or  until  age  35.     If  he  remains  until  age  40,  with 
15  years  of  credited  service,  he  still  would  not  be  qualified  for  vested 
benefits  in  over  two- thirds  of  the  plans.     By  age  50,  with  25  years  of 
service,  45  percent  of  the  plans  would  have  requirements  which  this 
hypothetical  worker  could  not  meet.     The  proportion  of  plans  with  pro- 
visions preventing  the  worker  from  qualifying  for  benefits  drops  sharply 
thereafter  and  tends  to  disappear  at  about  age  65. 

Thus,  despite  the  increasing  adoption  of  vesting  and  early 
retirement  provisions,   the  degree  of  retirement  protection  in  private 
pension  plans  varies  widely  and,  in  many  cases,  remains  quite  inadequate. 
Implications  for  Public  Policy 

Briefly  stated,   the  advantages  which  vesting  brings  to  the 
private  pension  system  are  the  following: 

As  a  matter  of  equity  and  fair  treatment,  an  employee  covered 
by  a  pension  plan  is  entitled,   after  a  reasonable  period  of  service,  to 
protection  of  his  future  retirement  benefit  against  any  termination  of 
his  employment.     Vesting  validates  the  accepted  concept  that  employer 
contributions  to  pension  plans  represent  "deferred  compensation,"  which 
the  individual  worker  earns  through  service  with  his  employer. 

Without  vesting,   a  worker  displaced  after  long  years  of  service 
is  denied  all  of  his  accrued  pension  protection.     A  worker  in  a  similar 
position  who  voluntarily  changes  his  employment  has  to  forfeit  his  right 
to  a  future  pension.     Both  circumstances  are.  charged  with  inequity. 


Vesting  also  provides  special  advantages  to  the  employer.  The 
adoption  of  vesting  by  two-thirds  of  all  plans  indicates  that  employers, 
as  well  as  employees,  recognize  the  value  of  vesting.     For  employers, 
vesting  provides  added  flexibility  to  management's  task  of  meeting  manpower 
requirements  and  removes  a  possible  source  of  employee  discontent  arising 
from  the  operation  of  the  pension  plan. 

By  making  private  pension  benefits  more  widely  available,  vesting 
strengthens  the  Nation's  entire  program  for  retirement  protection.  Without 
vesting,  the  employer's  contributions  under  a  pension  plan  go  only  to  those 
employees  remaining  in  his  employ  until  retirement  age.     With  vesting,  the 
employer's  contributions  are  made  available  to  a  higher  proportion  of  his 
work  force.     By  bringing  pension  benefits  to  additional  workers  with  a 
rightful  claim  to  benefits,  vesting  strengthens  the  private  pension  system 
and  the  security  function  it  is  expected  to  perform. 

Vesting  enhances  the  mobility  of  the  work  force.     The  effective 
functioning  of  the  Nation's  labor  market  system  rests  on  the  individual 
worker's  freedom  to  change  jobs  to  parts  of  the  economy  where  his  services 
can  be  better  utilized.     In  an  earlier  section,   the  Committee  concluded  that 
while  the  effect  of  private  pensions  on  mobility  is  significant,   it  is  limited 
and  selective.     Although  the  lack  of  vesting  in  private  pension  plans  may  not 
currently  constitute  a  major  impediment  to  labor  mobility,   it  clearly  is  a 
deterrent  to  mobility  for  important  segments  of  the  labor  force  including 
highly  skilled  professional,   technical,   other  white  collar,  and  some  manual 
workers.     Moreover,    such  a  deterrent  to  mobility  may  well  become  more  serious 
in  the  future  as  technological  progress  continues  and  as  participants  in 
relatively  new  pension  plans  acquire  a  greater  stake  in  the  plans'  benefits. 
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It  may  be  argued  that  vesting,   if  it  entails  any  appreciable 
costSj  results  in  lowering  the  average  benefit  payment  or  in  limiting  an 
increase  in  benefit;  levels.     However,  during  the  relatively  brief  history 
of  the  private  pension  movement,  benefit  levels  have  been  raised  and 
vesting  has  been  introduced  virtually  simultaneously „   indicating  no  major 
conflict,     Nonetheless,  if  a  choice  must  be  made  between  a  system  that 
provides  a  higher  level  of  benefits  but  only  for  those  who  remain  with 
their  employer  until  retirement  age  against  one  that  assures  a  slightly 
lower  level  of  benefits  to  all  workers  after  a  reasonable  period  of 
service,  public  policy  clearly  must  choose  the  latter. 

At  the  present  time,  the  adoption  of  a  vesting  provision  is 
entirely  a  matter  for  decision  by  the  parties  to  the  pension  plan.     It  is 
generally  not  required  as  a  condition  for  favored  tax  treatment.  While 
progress  through  the  voluntary  adoption  of  vesting  is  encouraging,  about 
one- third  of  the  plans  still  remain  without  a  vesting  provision.  Another 
one-fifth  circumscribe  their  vesting  provisions  by  requiring  that  the 
employee  be  involuntarily  separated,  have  more  than  20  years  of  service, 
or  attain  at  least  age  50, 

The  Committee  recognizes  that  the  voluntary  character  of  private 
pension  plans  is  a  precious  asset  in  a  free  society.     At  the  same  time, 
the  Committee  is  impressed  by  the  fact  that  the  values  of  vesting  extend 
beyond  the  interests  of  the  participants  in  pension  plans.     Benefits  to 
the  entire,  economy  are  involved,   including  the  strengthening  of  economic 
security  for  retired  workers  and  the  effective  operation  of  the  Nation's 
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system  of  labor  markets*     The  issues  at  stake  affect  the  functioning  of 
the  economy,   the  cost  and  character  of  the  public  retirement  program,  and 
the  proper  functioning  of  the  tax  system* 
Committee  Recommendation 

The  Committee  is  convinced  that  a  vesting  requirement  is 
necessary  if  private  pension  plans  are  to  serve  the  broad  social  purpose 
justifying  their  favored  status.     The  Committee,  therefore,  recommends 
amendment  of  the  Internal  Revenue  Code  to  require  that  a  private  pension 
plan,   in  order  to  qualify  for  favored  tax  treatment,  must  provide  some 
reasonable  measure  of  vesting  for  the  protection  of  employees.  2/ 

The  Committee  recognizes  that  a  vesting  requirement  would  serve 
no  useful  purpose  if  (1)  it  so  disrupts  the  existing  private  pension 
system  as  to  nullify  its  advantages,   or    (2)  it  serves  to  discourage  the 
establishment  of  new  pension  plans.     At  the  present  time,  the  problem  is 
to  develop  methods  for  implementing  a  vesting  requirement  that  will 
represent  some  significant  achievement  without  creating  obstacles  to  the 
future  growth  of  the  private  pension  system. 

The  Committee's  thinking  with  regard  to  the  most  effective 
methods  of  accomplishing  this  objective  can  be  summarized  as  follows: 

(1)     The  vesting  requirement  might  take  the  form  of  graded 
deferred  vesting.     For  example,  at  least  one-half  of  accrued  normal 
retirement  benefits  could  be  required  to  be  vested  after  15  years  of 
service,  with  full  benefits  after  20  years  of  service.     Application  of 
this  principle  to  some  types  of  plans  may  be  difficult  but  appropriate 
adaptations  could  be  made. 

2/  See  also  the  vesting  recommendation  for  deferred  profit-sharing  plans, 
Chapter  VIII. 
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Graded  vesting  is  suggested  (a)  to  ease  the  cost  impact  on 
employers,   (b)  to  avoid  the  so-called  "locked  in"  effect  which  could 
otherwise  occur  during  the  period  immediately  before  the  worker  attains 
the  requirements  for  full  vesting,  and  (c)  to  reduce  the  incentive  to 
evade  the  purpose  of  vesting  on  the  part  of  some  reluctant  employers. 

(2)  No  minimum  age  requirement  should  be  included  for 
eligibility  for  the  vesting  of  benefits. 

Requiring  that  an  individual  must  attain  a  specific  age  before 
becoming  eligible  for  the  vesting  of  benefits  arbitrarily  excludes 
accrual  of  certain  benefits  solely  because  they  were  earned  early  in  the 
worker's  career.     This  exclusion  is  inequitable  and  handicaps  the  indivi- 
dual who  shifts  jobs  or  is  terminated  shortly  before  reaching  the  stated 
minimum  age. 

(3)  A  vesting  requirement  should  apply  to  both  multiemployer 
plans  and  single  employer  plans. 

It  is,   of  course,   true  that  multiemployer  plans  provide  some 
degree  of  transferability.     An  individual  worker  terminating  his  employ- 
ment with  one  of  the  participating  employers  does  not  lose  his  pension 
credits  providing  he  shifts  to  another  participating  employer.  However, 
the  meaning  to  workers  of  this  type  of  protection  will  depend  on  the  scope 
of  the  particular  plan.     Although  a  few  multiemployer  plans  are  industry- 
wide in  scope,  most  of  the  plans  are  limited  to  employers  in  a  specified 
area,  employing  members  of  a  particular  union,  working  in  a  specific 
industry  or  trade.     Over  one-half  of  these  plans  include  fewer  than  1,000 
workers  and  over  a  third  fewer  than  500  workers.     Thus,  many  of  these 
plans  are  limited  to  a  relatively  small  cluster  of  jobs. 
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(4)     The  introduction  of  the  vesting  requirement  should  be 
devised  so  as  to  minimize  any  serious  cose  impact  on  the  plans,,     This  can 
be  done  in  two  wayss 

(a)  There  could  be  a  transition  period  of  three  years  from 
the  date  of  enactment,     During  this  period  no  one  covered  by  a  private 
pension  plan  would  be  required  to  be  vested  solely  as  a  result  of  the 
adoption  of  this  recommendation, 

(b)  Careful  consideration  should  be  given  to  developing 
workable  procedures  for  introducing  the  new  requirement.     Among  the  issues 
that  need  exploration  in  depth  are  the  definition  of  what  constitutes 
"service"  under  a  plan,  whether  and  how  past  service  credits  are  to  be 
treated  in  calculating  vested  benefits,  and,  with  regard  to  contributory 
plans,   the  possible  application  of  a  vesting  requirement  to  the  employer8 s 
contribution  if  the  employee1 s  contribution  has  been  withdrawn. 

Cost  Impact  of  Committee's  Rec ommend at i on s 

The.  recommendations  set  forth  above  raise  justifiable  questions 
as  to  their  cost  impact.     On  the  basis  of  available  information  and 
actuarial  estimates,   the  Committee  is  convinced  that  a  modest  vesting 
requirement,  with  rare  exceptions s  would  not  have  a  substantial  impact  on 
pension  costs.     Precise  cost  estimates  will9  of  course,  depend  on  the 
final  detailed  specifications  of  the  vesting  requirement. 

Two- thirds  of  all  plans  already  have  vesting  provisions,  most  of 
which  more  than  meet  one  or  more  of  the  suggested  standards.     Amending  them 
to  conform  to  the  suggested  requirement  (50  percent  vesting  after  15  years, 
full  vesting  after  20  years)  is  not  likely  to  prove  costly.     For  example, 
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many  plans  now  condition  full  vesting  upon  the  attainment  of  age  40. 
However,  only  rarely  would  eliminating  this  age  requirement  have  a  signifi- 
cant effect  on  cost  since  relatively  few  workers  withdrawing  before  age  40 
are  apt  to  have  much  more  than  15  years'  service. 

The  plans  that  limit  vesting  to  involuntarily  separated  workers, 
which  cover  about  1.3  million  workers,  would  incur  only  a  modest  cost 
increase  if  they  also  vested  the  benefits  of  voluntarily  terminated  workers 
since  the  rate  of  voluntary  withdrawal  among  workers  with  15  years'  service 
is  not  expected  to  be  significantly  high  in  these  situations. 

Somewhat  greater  increases  in  cost  obviously  would  be  incurred  by 
plans  which  currently  do  not  provide  for  vesting.     Representative  costs 
have  been  estimated  by  government  actuaries  under  a  variety  of  assumptions, 
including  high,   low,  and  moderate  turnover  for  employee  groups  with  high, 
low,  and  medium  age  distributions.     It  is  believed  that  all  but  a  small 
percentage  of  plans  would  fall  within  the  scope  of  these  assumptions.  These 
estimates  indicate  that  deferred  ful 1  vesting  after  20  years  of  service 
(including  premembership  service)  would  seldom  add  more  than  6  percent  to 
the  cost  of  providing  normal  retirement  benefits  at  age  65,  and  that  the 
Committee's  recommendations,   including  graduated  vesting  between  15  and  20 
years  of  service,  would  seldom  add  more  than  8  percent. 

The  cost  to  multiemployer  plans  without  vesting—the  largest 
group  without  vesting-- involves  somewhat  different  calculations  than  the 
cost  to  a  single-employer  plan  since  it  relates  not  to  all  terminating 
employees  with  vested  rights  but  only  to  those  leaving  the  jurisdiction  of 
the  plan  as  a  whole.     In  general,  although  a  higher  proportion  of  participants 
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of  these  plans  are  likely  to  attain  the  15  years  of  service  needed  to 
qualify  for  a  vested  benefit,  a  smaller  proportion  of  this  number  are 
likely  to  withdraw  from  the  plans  after  15  years  of  service  and  before 
retirement., 

In  summary,  the  most  complete  available  information  indicates 
that  the  added  cost  of  adopting  the  basic  features  of  the  Committee's 
recommendation  would  be  quite  modest;  that  is,  under  5  percent  for  a 
large  majority  of  pension  plans.     Rarely  would  the  added  cost  exceed 
10  percent  of  present  expenditures,  and  special  provisions  should  be 
made  available  for  any  plan  where  the  cost  of  the  vesting  recommendation, 
or  the  combined  cost  of  the  vesting  and  funding  recommendations  would 
have  this  effect.     The  Committee  believes  that  the  additional  cost  is 
well  worth  absorbing  into  the  pension  system  for  the  added  security 
and  equity  it  assures. 
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VI.    FUNDING  FOR  FINANCIAL  SOLVENCY 

Employees  covered  by  private  pension  plans  depend  on  the  plans 
to  pay  promised  benefits  when  they  retire.     Typically,  the  employer's 
liabilities  with  respect  to  these  benefits  are  discharged  by  making  contri- 
butions to  the  plan  and  the  employee  can  look  only  to  the  funds  in  the 
plan  for  payment  of  his  benefits.     The  employer  reserves  the  right  to 
discontinue  contributions  at  any  time.     If  the  funds  in  the  plan  are 
inadequate  to  cover  all  the  pensions  or  pension  credits  that  the  employees 
have  earned,  and  the  employer  elects  to  discontinue  payments  into  the  plan 
(or  is  forced  by  insolvency  to  do  so),  many  employees  will  not  receive  the 
pension  benefits  that   they  expected. 

A  method  of  accumulating  funds  is,  therefore,  necessary  to 
assure  that  pension  plans  will  have  sufficient  assets  to  pay  benefits. 
Practically  all  pension  plans  have  funding  arrangements  and  certain 
funding  standards  are  set  by  law  as  a  requirement  for  tax  qualification. 
Only  about  700  basic  retirement  plans  covering  fewer  than  500,000  workers 
are  completely  unfunded  and  thus  do  not  qualify  for  tax- favored  treatment. 

The  adequacy  of  funding  arrangements  is  vital  to  the  fulfillment 
of  the  pension  promise.     The  value  of  private  pension  plans  as  a  socially 
desirable  supplement  to  the  public  retirement  system  depends  on  the 
degree  to  which  accumulated  funds  are  sufficient  to  pay  the  pension  benefits 
of  workers  as  they  reach  retirement.     This  is  a  matter  of  utmost  public 
importance. 


-  48  - 

The  Funding  Process 

Funding  of  pension  plans  is  the  process  of  accumulating, 
usually  over  many  years,  assets  in  a  pension  fund  irrevocably  earmarked 
to  pay  benefits  in  the  future.     For  purposes  of  funding,  the  future 
benefit  liabilities  of  pension  plans  are  herein  classified  into  current 
service  liabilities  and  accrued  liabilities.     Current  service  liabilities 
is  used  here  to  mean  the  present  value  of  future  benefits  based  on 
employee  services  performed  during  any  particular  period,  generally  the 
current  year.     Accrued  liabilities  is  used  here  to  mean  the  present  value 
of  future  benefits  that  arise  from  employee  services  performed  prior  to  a 
specific  point  in  time,  generally  the  valuation  date  of  a  plan.  Accrued 
liabilities  may  be  funded,  partially  funded,  or  unfunded.     Unfunded  accrued 
liabilities  often  are  largely  the  result  of  so-called  past  service  credits, 
which  arise  with  respect  to  services  performed  before  the  plan  was  estab- 
lished.    They  also  include  the  value  of  future  benefits  attributable  to 
changes  in  the  coverage  and  benefits  of  the  plan  and  relating  to  service 
prior  to  such  changes.     Accrued  liabilities  may  also  reflect  any  deficits 
(or  surpluses)  arising  from  the  fact  that  past  contributions  were 
inadequate,  (or  excessive), 

The  employer  contributions  (and  employee  contributions  where 
provided)  plus  the  investment  earnings  and  increases  in  value  of  the 
accumulated  assets  make  up  the  fund  from  which  benefits  (and,  generally, 
administrative  expenses)  are  paid.     if  the  funding  process  is  designed  so 
that  the  accumulated  assets  at  all  times  are  at  least,  equal  to  accrued 
liabilities,   the  plan  way  be  termed "fully  funded."   This  means  that  on  any 
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termination  date  the  fund  is  adequate  to  continue  to  pay  full  benefits  to 
all  pensioners  and  to  pay  at  normal  retirement  age,  to  all  employees  in 
active  service  on  the  termination  date  and  to  all  former  employees  with 
vested  rights,  the  benefits  earned  up  to  the  termination  date.  Such 
funding,  while,  providing  for  certainty  of  benefits,   is  the  most  financially 
conservative  approach  and  requires  relatively  large  contributions  in  the 
early  years.     Very  few  plans  are  fully  funded  in  this  sense  of  the  term. 

Less  costly  in  the  early  stages,  but  providing  for  less  certainty 
of  benefits,  is  a  funding  process  which  strives  to  achieve  the  full  funding 
objective  over  a  period  of  time  during  which  it  is  presumed  that  the  plan 
will  be  in  continuing  operation.     For  example,   the  achievement  of  a  full- 
funding  objective  might  require  the  employer  to  fund  current  service 
liabilities  currently  and  to  amortize  unfunded  accrued  liabilities  over  a 
defined  period  such  as  the  average  service  life  of  employees.     In  practice, 
the  full  funding  objective  may  never  be  actually  reached  because  plans  are 
frequently  modif ied--coverage  is  extended,  benefits  are  liberalized, 
etc. --thereby  automatically  creating  additional  unfunded  liabilities. 
Nevertheless,   this  concept  of  full  funding  over  time  would  assure  a 
stronger  financial  foundation  for  promised  pensions  than  many  present 
plans. 

Funding  Standards 

Under  present  law,  a  plan  must  meet  certain  minimum  standards  of 
funding  \J  to  qualify  for  preferential  tax  treatment.  Contributions  to  a 
qualified  pension  plan  must,   at  a  minimum,  be  sufficient  to  cover  current 


1/  There  are  also  maximum  standards  of  funding  prescribed  by  tax  law 
designed  to  prevent  tax  abuse  arising  from  overfunding. 
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service  liabilities  and  the  interest  charge  on  unfunded  accrued  liabilities. 
This  minimum  standard,  however,  is  not  directed  specifically  at  assuring 
adequate  funding,  but  is  designed  primarily  to  prevent  tax  abuses,   such  as 
discrimination  in  favor  of  higher  salaried  older  employees  who  would 
receive  retirement  benefits  in  the  early  years  of  a  pension  plan. 

Employees  and  employers  both  have  an  interest  in  funding 
adequacy.     Inadequate  funding  puts  the  risk  of  financial  loss  on  the 
employee,  since  the  employee  can  usually  expect  benefits  only  from  the 
funds  in  the  plan  that  are  in  the  hands  of  the  trustees  or  the  insurance 
company.     Employers  are  also  interested  in  financial  adequacy  because  they 
are  concerned  about  the  effective  operation  and  success  of  their  plans  and 
are  interested  in  the  welfare  of  their  employees  for  whose  benefit  the 
plans  were  instituted. 

On  the  other  hand,   the  costs  of  the  plans-- the  employer  contri- 
butions- -are  of  paramount  concern  to  employers  who  in  many  cases  have  a 
tendency  to  minimize  current  costs.     Under  the  minimum  funding  rule, 
employers  are  allowed  considerable  flexibility  in  funding  accrued  liabilities 
and  thus  in  determining  costs,,     This  can  affect  the  adequacy  of  funding. 
For  example,  accrued  liabilities  may  never  be  funded  as  there  is  no  such 
requirement  under  the  standards  of  present  law. 

Pension  plans  without  adequate  funding  may  turn  out  to  be  empty 
or  only  partially  fulfilled  promises.     The  purpose  of  tax  concessions 
granted  by  the  Federal  Government  to  qualified  pension  plans  is  to 


-  51  - 


encourage  the  growth  of  sound  plana  which  supplement  the  public  retirement 
security  system.     This  social  objective  can  be  served  only  if  funds 
adequate  to  pay  expected  benefits  are  accumulated.     The  minimum  standards 
for  funding  under  present  tax  law  do  not  assure  adequate  funding.  The 

setting  of  standards  for  adequate  funding,   therefore,  becomes  an  important 
public  concern. 
Committee  Recommendations 

The  present  minimum  standard  for  funding  needs  strengthening  to 
provide  more  adequate  funding.     In  addition,  there  is  a  basic  need  for 
strengthening  the  enforcement  of  the  minimum  standard  to  assure  that  it  is 
met,  both  when  a  plan  qualifies  and  periodically  during  its  existence. 

The  Committee  believes  that  full  funding  is  a  desirable  goal  for 
pension  plans  and  that  minimum  standards  of  funding,  assuming  continued 
operation,   should  be  set  with  this  objective  in  mind.     It  does  recognize, 
however,   that  improved  standards  for  funding  may  involve  increased  costs 
for  some  plans  but  believes  that  this  impact  can  be  minimized  by  providing 
for  an  adequate  transition  period. 

Furthermore,   the  Committee  is  aware  that  many  different  sound 
actuarial  methods  are  in  use  today  in  private  pension  funding.  The 
Committee  has  tried  to  develop  its  recommendations  so  that  no  plan  using 
sound  actuarial  methods  would  have  to  change  them. 

In  light  of  these  considerations,  the  Committee  recommends  that 
funding  requirements  for  tax  qualification  of  both  insured  and  trusteed 
plans  be  instituted  along  the  following  lines: 
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(1)  As  a  minimum  standard  of  funding  for  stated  benefit  plans, 
the  plan  should  be  required  to  fund  fully  all  current  service  liabilities 
and  to  amortize  fully  all  accrued  liabilities.     Liabilities  accruing  from 
credits  for  past  service  should^  be  funded  fully  over  a  period  that  roughly 
approximates  the  average  work  life  of  employees  but  not  more  than  30  years 
from  the  inception  of  a  new  plan  or  (with  reference  to  existing  plans) 
from  enactment  of  this  requirement.     Other  accrued  liabilities  that  may 
arise  (such  as  those  attributable  to  retroactive  benefit  increases,  recog- 
nition of  an  individual's  service  prior  to  coverage  under  the  plans, 
actuarial  adjustment,  etc.)  should  be  funded  fully  on  the  same  basis  as 
past  service  liabilities  but  within  30  years  after  the  event  giving  rise  to 
the  liability.     As  under  present  law,   this  recommendation  would  not  require 
any  additional  contributions  after  termination  of  a  plan  even  if  full 
funding  of  accrued  liabilities  had  not  been  achieved. 

(2)  As  a  minimum  standard  for  funding  of  fixed  contribution 
plans  2fy  the  contribution  commitments  of  the  plan  should  be  realistically 
related  to  benefits  promised  and  actually  paid.   3/    A  fixed  contribution 
plan  is  generally  the  product  of  collective  bargaining  and  often  involves 
more  than  one  employer.     The  Committee  believes  that  employees  covered  by 
these  plans  are  entitled  to  equal  assurance  with  employees  of  stated  benefit 
plans  that  the  contributions  to  their  plan  will  finance  the  promised  or 
actual  level  of  benefits, 

2/  A  fixed  contribution  plan  requires  contributions  on  the  basis  of  a 
specific  formula,  e.g.,  a  percent  of  payroll  or  cents  per  man-hour. 
Benefits  under  the  plan  are  generally  formulated  from  time  to  time  by 
the  trustees,  usually  with  the  advice  of  actuaries. 

3/  In  the  case  of  "money  purchase"  pension  plans  and  cf  profit-sharing 

plans,   there  are  no  specified  Denefits,  and  distributions  are  simply  the 
amounts  credited  to  participants.     Thus  full  funding  of  benefits  is 
automatically  achieved. 
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The  Committee's  recommendation  is  consistent  with  the  funding 
standard  applicable  to  stated  benefit  plans.     In  the  case  of  stated  benefit 
plans,  the  Committee's  funding  requirement  would  fix  a  level  of  contribu- 
tions that  is  actuarially  determined  to  be  adequate  over  a  defined  period 
of  time  to  finance  the  benefits.     In  the  case  of  fixed  contribution  plans, 
the  Committee's  funding  requirement  would  limit  the  level  of  promised  or 
actual  benefits  to  that  for  which  the  fixed  contributions  are  actuarially 
determined  to  be  adequate  over  the  same  defined  period  of  time. 

(3)     The  funding  process  of  every  qualified  plan  should  be 
certified  at  the  inception  of  the  plan  and  periodically  thereafter  (at 
least  every  three  years)  by  an  actuary  with  acceptable  professional  quali- 
fications.    Thus,  at  the  inception  of  a  plan,  for  purposes  of  qualification, 
the  actuary  would  be  required  to  certify  that  the  relationship  between 
employer  contributions  and  stated  benefits  will  meet  the  prescribed  funding 
standards  and  that  the  actuarial  cost  methods  and  actuarial  assumptions  are 
reasonable.     Thereafter,  similar  certification  would  be  required  periodi- 
cally that  the  anticipated  relationship  between  benefits  and  contributions 
was  being  maintained. 

The  relationship  of  contributions  and  benefits  in  a  private 
pension  plan  is  normally  based  on  the  advice  and  consultation  of  actuaries. 
Actuaries  estimate  the  cost  of  future  benefits  of  a  plan  on  the  basis  of 
actuarial  assumptions  as  to  mortality,  employee  turnover,   interest  rate, 
rate  of  retirement,  etc.     Periodic  review  of  the  funding  of  a  plan  is 
necessary  since  actuarial  determinations  are  subject  to  adjustment  and 
correction  in  the  light  of  changing  conditions. 
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(4)  The  funding  process  should  be  subject  to  review  by  the 
Internal  Revenue  Service  on  the  basis  of  guidelines  or  ranges  of  standards 
with  respect  to  such  actuarial  assumptions.     The  guides  should  be  specified 
by  the  Internal  Revenue  Service  with  the  advice  and  consultation  of  a 
public  advisory  body  of  actuaries  and  other  interested  parties,  and  should 
be  reasonably  flexible,  consistent  with  these  funding  recommendations. 

(5)  Concurrent  with  actuarial  certification,  a  determination 
should  be  made  by  a  professionally  qualified  public  accountant  with  respect 
to  the  value  of  pension  fund  assets.     The  actual  value  of  pension  fund 
assets  is  a  necessary  element  in  measuring  the  adequacy  of  the  relationship 
between  contributions,  fund  earnings,  and  benefits. 

(6)  Although  the  great  majority  of  pension  plans  are  already 
operating  with  funding  procedures  that  meet  this  recommendation,  some  are 
not.     Therefore,  an  appropriate  transition  period  should  be  provided  and 
special  procedures  should  be  available  to  plans  whose  costs  would  be 
increased  by  more  than  10  percent  as  a  result  of  this  recommendation,  the 
recommendation  regarding  vesting,  or  a  combination  of  the  two. 

In  summary,  inadequate  funding  of  private  pension  plans  under 
present  standards  places  an  unwarranted  financial  risk  on  employees  during 
their  retirement  years.     Inadequate  funding  is  therefore  inconsistent  with 
the  basic  social  objective  of  pension  plans  and  is  a  vital  matter  of  public 
interest  and  national  policy.     The  Committee  believes  that  its  recommenda- 
tions, when  implemented,  will  improve  pension  funding  and  will  provide 
greater  assurance  to  employees  that  promised  benefits  at  retirement  will, 
in  fact,  be  paid. 
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VII.     PORTABILITY  AND  INSURANCE 

In  addition  to  considering  measures  designed  to  strengthen  the 
existing  structure  of  private  retirement  plans,  the  Committee  has  tried 
to  evaluate  the  long-range  promise  of  the  private  system. 
Portability 

It  is  clear,  even  under  the  most  favorable  assumptions,   that  a 
large  number  of  employees  in  private  industry  will  not  be  covered  by  a 
retirement  plan  in  the  foreseeable  future,  not  necessarily  because  their 
employers  wish  to  withhold  this  benefit  but  rather  because  the  small  size 
of  many  employers,  especially  in  such  fields  as  trade  and  service, 
effectively  hampers  the  establishment  of  a  pension  plan.     It  is  also 
clear,  even  with  the  adoption  of  the  recommendations  set  forth  in  this 
report,   that  many  workers  who  participate  in  a  plan  or  plans  will  never 
receive  adequate  retirement  benefits  through  no  fault  of  their  own,  of 
their  employers,  or  of  the  individual  pension  plans.     Rather,   these  will 
be  workers  employed  by  several  different  employers  during  their  working 
life,   leaving  these  jobs,  either  without  having  acquired  vested  rights, 
or  with  rights  to  only  a  very  limited  benefit. 

These  conditions,   in  the  judgment  of  the  Committee,  pose 
difficult  and  intricate  problems,  but  not  ones  that  are  unsolvable. 
Rather,   they  appear  to  be  susceptible  to  solution,  at  least  in  part, 
through  the  development  of  appropriate  institutional  arrangements. 

One  approach  that  merits  serious  study  is  an  arrangement 
providing  for  the  portability  of  pension  credits  with  allowance  for 
voluntary  employer  participation.     Such  an  arrangement  would  resemble  a 
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multiemployer  plan  in  that  it  would  permit  credits  earned  with  different 
employers  to  be  combined  in  computing  an  individual's  pension  benefits 
and  would  make  possible  the  coverage  of  small  firms,  which  now  find  it 
difficult  and  costly  to  set  up  and  administer  a  one-employer  plan. 

The  Committee  considers  that:  the  possibility  of  developing  an 
institutional  arrangement,  for  transferring  and  accumulating  private 
pension  credits  deserves  serious  study .     The.  need  for  such  an  arrangement 
will  increase  as  vesting  provisions  become  more  widespread  and  more 
workers  acquire  vested  benefits  in  two  or  more  plans  during  their  working 
life. 

Some  type  of  central  clearinghouse  might  be  developed  either  by 
private  or  public  action,  or  some  combination  of  the  two.     It  might  be 
feasible  to  utilize  the  established  machinery  and  record  keeping  facilities 
of  the  0ASD1  system  as  a  means  of  providing  for  greater  portability, 
consolidation  of  pension  credits,  and  wider  coverage  of  small  firms. 

While  further  study  is  obviously  necessary,  an  arrangement  might 
be  designed  along  one  or  more  of  the  following  lines ; 

(1)     Permit  employers  to  make  voluntary  contributions  to  a 
central  private  or  public  fund  which  would  entitle  their  employees  to 
supplementary  pension  benefits*,     Such  contributions  would  be  deductible 
for  tax  purposes  in  the  same  manner  as  contributions  to  an  employer  plan, 
and  subject  to  the  same  standards  for  qualification  of  a  plan.  This 
arrangement  would  make  it  easier  for  small  employers  to  provide  some 
supplementary  pension  to  their  employees  without  the  burdens  and  overhead 
of  setting  up  a  separate  plan  and  maintaining  its  records. 
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(2)  When  an  employee  with  vested  rights  under  a  private  plan 

Is  separated,  permit  the  employer  the  option  of  making  a  voluntary  contri- 
bution to  the  special  fund  equal  in  value  to  the  vested  rights.  This 
would  free  the  employer  from  the  burden  of  maintaining  records  for 
employees  separated  many  years  before  retirement,  and  from  the  costs  of 
issuing  small  monthly  payments  to  such  employees  after  retirement. 

(3)  Provide  for  combining  such  voluntary  contributions  by 
different  employers  in  computing  the  total  amount  of  supplemental  benefits 
to  be  received  by  an  individual. 

(4)  Utilize  the  central  fund's  machinery  as  a  central  registry 
for  accumulated  credits,  which  a  worker  would  be  permitted  to  transfer 
into  a  private  plan  of  a  future  employer. 

Insurance 

Another  complex  problem  affecting  the  long-range  value  of  the 
private  pension  system  concerns  the  status  of  pension  plan  benefits  in 
the  event  of  a  plan's  termination.     At  present,  employers  do  not  ordinarily 
assume  any  liability  beyond  their  contributions  to  the  plan.     If  a  plan  is 
terminated  for  any  reason  (bankruptcy,   closing  a  section  of  business, 
merger,  etc.),  the  employer  has  no  further  obligation  to  contribute  to  the 
fund.     Funding  provides  a  measure  of  assurance  that  a  pension  plan  will  be 
soundly  financed  but  may  not  protect  plan  participants  from  losing  at 
least  some  of  their  equity  in  the  event  of  the  plan's  termination. 

One  proposal  to  meet  the  problem  of  termination  is  to  require 
employers  to  guarantee  full  payment  of  all  vested  rights.     Such  a 

guarantee,  however,  would  represent  a  far-reaching  change  in  the  character 
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of  the  employer' 8  legal  obligation  involved,  in  view  of  the  fact  that 
employers  now  customarily  reserve  the  right  to  discontinue  contributions 
at  any  time  and  do  not  assume  contractual  liability  for  any  deficiency 
if  the  assets  in  the  fund  are  not  adequate  to  pay  the  benefits  under  the 
plan.     The  Committee  does  not  believe  such  a  requirement  is  feasible  at 
the  present  time. 

Another  proposal  to  meet  this  question  is  a  system  of  insurance 
which,  in  the  event  of  certain  types  of  termination,  would  assure  plan 
participants  credit  for  accrued  benefits.     Under  such  a  proposal,  partici- 
pating plans  would  pay  a  specific  premium  to  an  insuring  agency  which 
would  then  pay  any  deficit  in  pension  liabilities  should  the  plan  be 
terminated.     Although  this  proposal  appears  attractive,  it  raises  a  number 
of  difficult  questions:     Is  the  possibility  of  a  plan's  termination  an 
insurable  risk?    What  types  of  termination  (bankruptcy,  merger,  etc.) 
could  be  included?    Is  experience  available  on  which  to  set  a  premium? 
How  would  such  an  insurance  arrangement  be  administered?    The  Committee  is 
not  in  a  position  to  answer  these  questions  or  to  make  any  judgment 
regarding  this  proposal.     It  does  feel,  however,   that  this  matter  is 
worthy  of  serious  study. 
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VIII.     INEQUITIES  UNDER  THE  TAX  LAWS 

The  important  public  policy  of  using  tax  incentives  to  encourage 
private  retirement  plans  as  sound  supplements  to  the  basic  public  system 
is  not  served  by  extending  favored  tax  treatment  to  plans  that  contain 
basically  inequitable  or  discriminatory  features.     For  this  reason,  the 
Internal  Revenue  Code  now  denies  favored  treatment  to  plans  that  discrimi- 
nate in  favor  of  stockholders,  executives,  or  highly  compensated  employees. 

The  Committee  has  found,  however,  that  present  laws  permit  many 
serious  inequities  in  qualified  private  retirement  plans  and  in  the  tax 
treatment  of  benefits  distributed  by  such  plans.     Some  inequities  (such  as 
those  involving  vesting  and  funding)  have  been  discussed  in  previous 
chapters.     In  addition,  the  Committee  finds  that  it  is  inequitable  or 
undesirable 

--  for  the  qualified  retirement  plans  of  an  employer  to  be 
limited  to  clerical  or  salaried  employees  unless  there  is 
a  showing  of  special  circumstances  or  to  require  an  inordi- 
nately long  waiting  period  before  an  employee  is  covered; 

--  for  a  qualified  retirement  plan  to  provide  extremely  large 
benefits  for  highly  compensated  employees; 

--  for  a  qualified  retirement  plan  to  take  account  of  social 
security  benefits  in  a  manner  which  gives  excessive  recogni- 
tion to  employer  contributions  and  insufficient  recognition 
to  employee  contributions; 

for  lump-sum  distributions  and  distributions  in  employer 
securities  to  receive  more  favorable  income  tax  treatment 
than  othe:   types  of  b^nofits  from  qualified  retirement  plans; 
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--  for  benefits  from  qualified  retirement  plans  attributable 
to  employer  contributions  to  be  exempt  from  estate  and 
gift  taxes. 

The  Committee  has  examined  these  problems  in  the  case  of 
retirement  plans  and  it  has  also  reviewed  certain  problems  which  relate 
to  deferred  profit-sharing  plans.     Its  recommendations  are  discussed 
below. 
Coverage 

Under  present  law,  qualified  plans  may  exclude  not  only 
temporary  and  part-time  employees,  but  also  employees  with  fewer  than 
five  years  of  service  and  all  employees  outside  of  certain  classes, 
such  as  salaried  or  clerical  employees.     The  Committee  recognizes  that 
reasons  of  administrative  convenience  and  cost  (among  others)  may  justify 
the  exclusion  of  temporary  and  part-time  employees  as  well  as  the 
exclusion  of  employees  who  do  not  have  a  minimum  period  of  service, 
provided  such  exclusions  do  not  in  practice  result  in  discrimination  in 
favor  of  stockholders,  executives  or  other  higher  paid  employees. 

The  Committee,  however,  finds  no  justification  for  extending 
special  tax  treatment  of  plans  of  employers  who  offer  retirement  benefit 
coverage  to  only  a  favored  group  of  employees.     Therefore,  the  Committee 
recommends  thats  after  a  reasonable  transition  period,  the  option  which 
qualified  retirement  plans  now  have  to  cover  only  salaried  or  clerical 
employees  should  be  eliminated,  unless  there  is  a  showing  of  special 
circumstances.     The  Committee  recognizes  that  there  are  many  situations 
where  it  would  be  wholly  impractical,   if  not  impossible,   to  avoid 


-  61  - 

differential  treatment  among  groups  of  employees.     Moreover,  the 
Committee  believes  that  the  need  for  flexibility  in  developing  retirement 
programs  for  different  groups  of  employees  should  be  respected  where 
adequate  reasons  are  shown  and  unjustified  discrimination  does  not 
result.     Thus,  a  retirement  plan  for  only  salaried  or  only  clerical 
employees  would  be  justified  if  there  were  a  showing,  for  example, 
that  other  employees  prefer  not  to  be  covered  or  prefer  to  be  covered 
under  separate  plans  applicable  to  them  or  that  differences  in  working 
conditions  warrant  differences  in  pension  treatment. 

The  Committee  also  feels  that  five  years  represents  too  long 
a  period  for  which  coverage  of  aqy  employee  can  be  deferred  by  a 
qualified  plan.     It  recommends  that  this  waiting  period  be  set  at  not 
more  than  three  years,  which  it  believes  is  ample  to  exclude  transient 
employees. 

The  Committee  has  also  considered  the  problem  of  employees 
of  tax-exempt  educational,  charitable,  and  religious  institutions. 
Such  employees  are  currently  entitled  to  many  of  the  tax  advantages 
enjoyed  by  beneficiaries  of  tax  qualified  plans  even  though  they 
receive  benefits  from  plans  that  are  not  qualified  and  may  therefore 
be  discriminatory.     In  addition,   they  may  individually  elect  to  receive 
part  of  their  salary  in  the  form  of  employer  contributions  to  an 
individual  retirement  fund.     The  Committee  recommends  that,  after  some 
reasonable  transition  period,  employees  of  tax-exempt  institutions  be 
given  tax  favored  treatment  for  pension  benefits  earned  after  the  date 
of  the  change  only  where  they  participate  in  tax  qualified  plans. 
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Maximum  Limitation  on  Contributions 

The  Committee  does  not  believe  that  the  public  interest  is 


served  by  extending  tax  benefits  to  private  plans  which  provide 
extremely  large  benefits  for  favored  executives.     Cases  are  on  record 
in  which  executives  have  received  from  qualified  plans  distributions 
over  $500,000  at  the  time  of  retirement.     The  Committee  does  not 
believe  that  it  is  appropriate  to  help  finance  retirement  benefits 


of  this  magnitude  by  means  of  special  tax  treatment . 

The  Committee  believes  that  the  imposition  of  an  appropriate 
dollar  limitation  on  contributions  to  qualified  corporate  pension 
plans  or  a  commensurate  limitation  on  benefits  would  serve  to  prevent 
abuse  and  restrict  favored  tax  treatment  to  private  plans  which  furnish 
benefits  consistent  with  the  public  interest.     The  Committee  believes 
that,   if  such  limitation  is  imposed,   it  should  apply  only  as  to 
benefits  earned  in  years  beginning  after  the  effective  date  of  the 
limitation,. 


Integration  With Social  Security 

Under  the  present  tax  law,   in  judging  whether  the  scale  of 
benefits  in  a  proposed  plan  discriminates  in  favor  of  higher  paid 


employees,  the  Internal  Revenue  Service  takes  into  account  the  benefits 
paid  under  the  social  security  system  to  the  extent  that  these  are 
financed  by  contributions  from  the  employer.     At  present,  for  tax 
purposes,   78  percent  of  maximum  social  security  benefits  may  be  con- 
sidered as  attributable  to  the  employer's  contribution.     This  proportion 
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was  set  several  years  ago  and  represents  that  part  of  the  employee 
benefits  which  cannot  be  directly  attributed  to  the  employee's  own 
contributions.     Thus,  a  plan  which  would  be  discriminatory  in  favor  of 
executives  or  higher  paid  employees  if  it  stood  alone  may  nonetheless 
qualify  if  benefits  under  the  plan  plus  78  percent  of  the  social 
security  benefits  considered  together  are  not  discriminatory. 

This  rule  recognizes  that  private  retirement  plans  supple- 
ment the  basic  OASDI  system  and  that  employers  contribute  to  OASDI. 
However,  it  attributes  to  the  employer  more  benefits  than  he  has  paid 
for  with  his  own  contributions,  which  in  fact  are  equal  to  those  of 
his  employees.     In  fact,   it  attributes  to  the  employer  all  benefits 
that  the  employees  have  not  paid  for  by  their  contributions . 

The  Committee  has  examined  this  problem  and  recommends  that 
qualified  corporate  plans  be  permitted  to  continue  to  integrate  with 
OASDI  but  that,  as  to  benefits  earned  after  the  date  of  the  change, 
the  employer  be  given  credit  for  no  more  than  one-half  of  the  social 
security  benefit.     This  would  be  consistent  with  the  financing  of 
OASDI  benefits  through  equal  tax  contributions  from  employers  and 
employees. 

Taxation  of  Benefits  From  Qualified  Retirement  Plans 

When  benefits  from  a  qualified  retirement  plan  are  distri- 
buted on  retirement,  an  amount  equal  to  the  employee's  own  contribu- 
tions is  tax-free  and  the  balance  is  normally  fully  taxable  as  ordinary 
income.     The  retired  recipient,  however,  will  usually  be  entitled  to 
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the  tax  advantages  generally  available  to  persons  over  65  (additional 
$600  personal  exemption,  unlimited  medical  deductions,  retirement 
income  credit,  etc).     In  addition,  the  present  tax  law  provides  a 
number  of  other,  more  specialized  tax  advantages  for  recipients  of 
certain  types  of  distributions  under  qualified  pension  plans.  The 
latter  advantages  unfairly  discriminate  in  favor  of  some  plan 
beneficiaries  and  against  the  great  majority  of  beneficiaries  and 
other  recipients  of  taxable  income. 

The  Committee  has  examined  these  special  tax  advantages 
and  recommends  that  they  be  eliminated,  as  indicated  below: 

(1)     Lump-sum  distributions  of  retirement  plan  benefits. 
The  general  purpose  of  any  retirement  program,  public  or  private,  is 
to  provide  income  security  throughout  an  individual's  retirement  years. 
This  purpose  is  usually  achieved  most  effectively  under  a  system  which 
provides  regular  recurring  periodic  payments,  normally  monthly. 
However,  under  some  private  pension  plans  and  under  many  profit-sharing 
plans,  the  beneficiary  is  given  the  option  of  receiving  his  retirement 
benefits  in  a  lump-sum  payment  at  retirement  age  rather  than  through 
monthly  payment So 

Under  present  law,  a  beneficiary  under  a  qualified  retirement 
plan  is  entitled  to  treat  such  a  lump-sum  distribution  of  benefits  as  a 
long-term  capital  gain  rather  than  as  ordinary  income.  Such  tax  treat- 
ment is  inequitable  because  it  permits  what  is  essentially  compensation 
for  services  ordinarily  taxed  at  regular  income  tax  rates  to  be  taxed 
at  capital  gains  rates  (in  effect,  one-half  regular  rates  but  not  more 


-  65  - 

than  25  percent).     Such  capital  gains  treatment  also  provides  an 
artificial  incentive  for  individuals  to  elect  lump-sum  distributions 
rather  than  periodic  payments  in  choosing  between  alternative  forms  of 
retirement  benefits.     Thus,  it  tends  to  defeat  the  purpose  of  assuring 
individuals  of  regular  retirement  income  to  supplement  social  security 
benefits  throughout  their  post-retirement  years. 

Nevertheless,   the  Committee  recognizes  that  a  lump-sum 
distribution  may  sometimes  be  advisable.     Moreover,   the  Committee 
recognizes  that  the  taxation  of  a  lump-sum  distribution  at  regular 
rates  can  impose  a  considerably  greater  tax  burden  than  the  taxation 
of  the  same  amount  of  benefits  received  over  a  number  of  years.  There- 
fore, the  Committee  recommends  that  the  present  provision  treating 
lump-sum  distributions  of  retirement  benefits  as  long-term  capital  gain 
be  replaced  by  an  appropriate  averaging  device  which  might  take  into 
account  the  individual's  future  income  status.     (It  should  be  noted 
that  President  Kennedy cs  tax  program  for  1963  contained  a  similar 
recommendation  for  lump-sum  distributions.) 

The  Committee  recognizes,  however,  that  some  plans  have  been 
adopted  and  levels  of  contributions  and  benefits  set  in  reliance  on 
the  favorable  capital  gains  treatment  of  present  law.     Therefore,  it 
would  be  appropriate  to  substitute  income  averaging  for  capital  gains 
treatment  only  as  to  amounts  attributable  to  benefits  earned  after  the 
effective  date  of  the  legislation  effecting  the  change. 
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(2)  Appreciation  in  value  of  employer  securities.  Under 
present  law,  if  an  employee  receives  securities  of  his  employer  in  kind 
in  a  lump-sum  distribution  from  a  qualified  retirement  plan,  any 
increase  in  the  value  of  such  securities  over  the  cost  to  the  plan  is 
not  includable  in  the  employee 1 s  income  until  the  securities  are  sold. 
The  benefits  of  this  rule  are  largely  confined  to  the  beneficiaries  of 
relatively  few  plans. 

The  Committee  has  found  no  adequate  justification  for  this 
special  tax  treatment  of  employer  securities.     On  the  contrary,   it  is 
undesirable  not  only  because  it  discriminates  in  favor  of  beneficiaries 
receiving  such  securities  but  because  it  tends  artificially  to  encourage 
investment  in  the  employer's  securities  when  such  investment  may  not  be 
in  the  best  interests  of  the  plan  beneficiaries  (see  chapter  X).  The 
Committee  recommends  that  the  special  tax  treatment  of  employer 
securities  be  eliminated.     However,  in  recognition  of  existing  arrange- 
ments that  have  been  predicated  on  present  law,  the  Committee  believes 
that  the  new  rules  should  apply  only  to  appreciation  in  value  arising 
after  the  date  of  the  change, 

(3)  Estate  and  gift  tax  exemption.     Under  the  estate  and 
gift  tax  laws  the  transfer  of  the  right  to  receive  an  annuity  or  other 
payment  is  subject  to  tax.     For  example,  if  a  man  buys  a  commercial 
annuity  payable  to  himself  for  life  and  then  to  his  wife  for  her  life, 
the  commuted  value  of  the  wife's  annuity  will  be  taxable  to  the  man's 
estate  at  his  death.     However,  benefits  from  qualified  retirement 
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plans  are  given  specially  favored  estate  and  gift  tax  treatment.  Under 
present  law,   the  transfer  of  benefits  attributable  to  the  employer's 
contributions  to  qualified  plans  is  exempt  from  gift  and  estate  taxes. 

This  special  treatment  is  of  no  value  to  the  average  employee 
The  general  exemptions  allowed  all  taxpayers  of  $30,000  -plus  the 
annual  exclusion  of  $3,000  per  donee)  for  gift  tax  purposes  and  $60,000 
for  estate  tax  purposes,   combined  with  the  marital  deduction  for  gifts 
and  bequests  to  spouses,  eliminate  any  estate  or  gift  tax  for  the 
average  individual.     Thus,   the  special  exemptions  for  employer  financed 
qualified  retirement  benefits  are  of  great  value  only  to  a  limited 
group  of  individuals  with  a  considerable  estate.     The  Committee 
recommends  that   r.he  special  exemptions  be,  eliminated  and  that  gift 
and  estate  taxes  apply  to  transfers  of  interests  in  qualified  retire- 
ment plans  in  the  same  manner  as  they  apply  to  transfers  of  similar 
types  of  property* 
Profit-Sharing  Plans 

The  only  private  retirement  benefits  many  employees  will 
receive  are  derived  from  deferred  profit-sharing  plans.     Since  contri- 
butions to  a  profit-sharing  plan,   by  definition,  are  dependent  upon 
the  employer's  profits,    retirement   benefits  under  such  a  plan  cannot 
be  definitely  determined  in  advance  as  they  are  in  a  pension  plan. 
Under  present  law,  however,   the  employee's  benefits  are  subject  to 
variation  for  another  reason.     In  general,   the  employer  may  at  any 
time  change  the  formula  which  determines  whether  and  to  what  extent 
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contribu tions  to  the  plan  ate  made,   or  even  decide  on  a  different 
formula  each  year.     The  Committee  believes  that  the  expectations  of 
the  employees  as  to  retirement  benefits  should  be  protected  to  the 
extent  consistent  with  the  limitations  of  profit-sharing  plans.  There- 
fore, the  Committee  recommends  that,  in  order  to  qualify  for  special 
tax  treatment,  a  profit-sharing  plan  be  required  to  provide  for 
employers3   contributi  ons  in  ac  cordance  with  a  predetermined  formula 
(e.g.,  a  fixed  percentage  of  profits)  which  could  only  be  changed  for 
valid  business  reasons,     It  should  also  be  noted  chat  the  absence  of 
such  a  formula  may,  in  some  circumstances,   lead  to  discrimination  or 
other  tax  abuse 

Another  aspect  of  deferred  profit-sharing  plans  which  may 
lead  to  discrimination  lies  in  the  treatment  of  forfeitures  which 
arise  when  individuals  without  vested  rights  leave  the.  plan.  In 
qualified  profit-sharing  plans  such  forfeitures  generally  are  reallo- 
cated among  the  remaining  members  of  the  plan.     Thus,   if  vesting  is 
delayed  and  turnover  is  high,  all  contributions  may  ultimately  redound 
to  the  benefit  of  a  relatively  few  long-term  employees.     This  could 
be.  prevented  by  a  requirement  for  immediate  vetting  because  no 
forfeitures  would  then  occur.     However,  the  Committee  believes  that 
both  pension  plans  and  deterred  profit  sharing  plans  designed  primarily 
to  provide  retirement  benefits  should  operate  under  similar  rules.  It, 
therefore,  recommends  char,  its  vesting  requirement  for  pension  plans 
apply  to  similar  types  of  deferred  profit-sharing  plans,  but  in  such 
cases,  reallocation  of  forfeitures  among  remaining  participants  would 
be  prohibited. 
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In  the  case  of  all  other  deferred  profit-sharing  plans,  the 
Committee  recommends  that  a  provision  granting  immediate  vested  rights 
to  all  covered  employees  be  required,,     This  would  not  result  in  any 
increase  in  the  cost  of  financing  such  plans,  inasmuch  as  companies 
are  not  committed, as  in  other  plans, to  the  payment  of  specified 
benefits. 
Transition 

An  appropriate  transition  period  should  be  provided  and 
special  procedures  established  for  those  plans  whose  costs  would  be 
substantially  increased  by  the  recommendations  in  this  chapter. 
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IX.     FINANCIAL  ASPECTS  OF  RETIREMENT  PLANS 

The  activities  of  corporate  and  other  private  retirement  funds 
are  currently  accounting  for  about  $6^  billion  a  year  of  annual  national 
savings.     This  is  the.  excess  of  their  total  inflow  of  money  from  current 
contributions  and  income  on  investments  (now  at  an  annual  rate  of  about  $9% 
billion)  over  the  amount  of  benefits  being  paid  plus  expenses  (currently, 
somewhat  over  $2-3/k  billion  a  year) .    These  savings  in  recent  years 
have  averaged  about  one-fifth  of  current  personal  savings  in  the 
economy,  almost  three-tenths  of  net  financial  saving  by  individuals, 
and  about  1  percent  of  the  gross  national  product.  (Appendix  A,  Table  9) 

Between  now  and  1980,  if  trends  of  the  past  decade  continue, 
annual  net  accumulations  through  these  funds  will  increase  from  about  $6% 
billion  to  around  $11  billion;  but  will  still  be  around  1  percent  of  the 
gross  national  product  at  the  end  of  that  time     On  this  basis,  the  effects 
of  these  funds  on  the  over-all  relationship  between  supply  and  demand  for 
savings  would  not  change  much  from  the  present,, 

These  projected  figures  assume  the  continuation  of  recent  trends, 
including  the  gradual  tendencies  toward  more  widespread  vesting  of  pension 
rights  in  the  beneficiaries  and  toward  more  funding  of  future  benefit  pay- 
ments,,    If  changes  are  made,   as  this  Committee  recommends,  to  call  for  more 
rapid  progress  in  funding  of  benefits  payable  in  the  future,  the  rate  of 
net  savings  through  these  funds  will  be  increased  somewhat.     In  the  opinion 
of  the  Committee,  an  increase  of  the  size  that  might  result  from  such  more 
rapid  funding  does  not  seem  objectionable,,     Savings  through  pension  funds 
contribute  to  making  capital  available  for  the  financing  of  business 
expansion  and  economic  growth „ 
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The  total  amount  of  investments  held  by  private  retirement  funds 
has  increased  from  $12  billion  at  the  end  of  1950  to  over  $75  billion  at  the 
end  of  1964.    A  further  increase  to  around  $225  billion  is  projected  by 
1980.     This  may  add  to  the  degree  to  which  investment  is  concentrated  in 
institutional  hands  and  should  be  considered  in  any  studies  of  the  effect 
of  such  concentration  on  the  economy „     Investments  of  retirement  funds , 
particularly  noninsured  retirement  funds,  may  be  of  special  importance  in 
this  connection  because  of  their  substantial  investments  in  common  stocks. 
At  the  end  of  1964?  private  noninsured  funds  held  almost  as  much  common 
stock  as  investment  companies  and  more  than  any  other  type  of  financial 
institution,,     However,   the  Committee  does  not  believe  there  are  sufficient 
grounds  for  recommending  regulation  of  the  size  of  retirement  funds  or  of 
their  rate  of  capital  accumulation 

The  effect  of  retirement  fund  activities  on  investment  markets 
will  depend  on  how  the  purchases  of  these  funds  are  distributed  between 
equity  investments  (especially  common  stocks)  on  the  one.  hand  and  bonds, 
mortgages  or  the  like  on  the  other.     Ten  years  ago  these  funds  were  invested 
mainly  in  bonds  with  only  one- fourth  of  their  new  money  going  into  common 
stocks.    Currently,  however,  the  noninsured  funds  (which  account  for  three- 
quarters  of  the  new  money  coming  in  for  investment)     are  investing  about 
half  of  their  new  resources    in     common  stocks,,     This  shift  has  certainly 
been  one  of  the  factors  contributing  to  increases  in  common  stock  prices, 
particularly  for  the  higher  grade  stocks,  although  it  would  be  very 
difficult  to  estimate  the  quantitative  importance  of  this  single  factor. 
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As  to  future  investments,   the  extent  to  which  they  are  made  in 
common  stocks  will  be  determined  by  the  investment  objectives  of  the  fund 
managers  and  their  appraisal  of  alternative  investment  opportunities . 
Their  main  objective  will  presumably  be  that  of  maximizing  the  long-run 
return,   including  both  current  income  and  capital  gains ,  consistent  with 
reasonable  safety  of  the  funds"  investments.     The  distribution  of  these 
investments  will  thus  be  affected  by  the  yields  available  on  stock  purchases 
in  comparison  with  yields  on  other  kinds  of  investments,  and  also  by  the 
managers'  opinions  on  prospects  of  capital  gains*     At  the  same  time,  there 
will  be  some  influence  toward  a  greater  proportion  of  stock  purchases 
because  retirement  funds  administered  by  insurance  companies,  which  have 
been  invested  almost  entirely  in  bonds  and  mortgages,  will  be  open  to 
investment  in  stocks  under  recent  amendments  to  the.  laws  of  several  States; 
these  funds  account  for  about  one- fourth  of  the  total  inflow. 

In  view  of  the  wide  legitimate  differences  regarding  the  most 
advantageous  balance  of  retirement  funds  investments,  the  Committee  does 
not  believe  it  would  be  desirable  on  the  basis  of  evidence  to  date  to 
require  conformity  to  a  prescribed  rule  with  respect  to  the  proportion  of 
stocks  to  other  investment s„     Although  the  investment  selections  of  these 
retirement  funds  may  not  always  be  optimal  from  the  viewpoint  of  the 
national  economy „  the  Committee  does  not  consider  that  regulation  of  the 
volume  of  stocks  among  these  investments  would  be  appropriate.  Regulation 
from  the  viewpoint  of  protecting  the  interests  of  employees,  as  distinct 
from  regulation  for  economic  policy  reasons,  is  considered  separately  in 
the  following  chapter. 
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X.     PROTECTING  THE  INTERESTS  OF  EMPLOYEES  IN 
THE  INVESTMENTS  OF  RETIREMENT  FUNDS 

Whatever  the  type  of  investments  made  by  retirement  funds,  such 
investments  should  be  made  honestly,  conscientiously,  and  prudently;  the 
Committee  considers  it  important  that  there  be  the  greatest  practicable 
degree  of  assurance  on  these  points. 
The  Standard  of  Fiducial  Responsibility 

The  Commission  on  Money  and  Credit,  while  noting  that  "pension 
funds  generally  have  been  free  of  mismanagement  and  maladministration 
which  would  serve  as  the  basis  for  legal  action,"  suggested  in  its  Report 
in  1961  that  the  funds  have  not  always  been  guided  by  "appropriate  invest- 
ment rules,"    The  Commission  referred  to  pressures  of  bargaining  arrange- 
ments,  the  motivation  to  minimize  contributions  by  maximizing  earnings,  and 
the  broad  discretion  permitted  for  investment  under  the  trust  agreements. 
The  Commission  concluded  by  recommending  regulatory  authority  for  the 
development  and  enforcement  of  "appropriate  standards  of  prudence  in 
investment  of  the  funds"  and  for  other  purposes. 

This  Committee  recognizes  the  need  for  additional  measures  for 
the  protection  of  the  interests  of  employees  but  doubts  whether  a  major 
problem  is  the  lack  of  "appropriate  standards  of  prudence."    The  chief 
problem,  rather,  is  one  of  enforcing  existing  standards  of  fiducial  obli- 
gations of  trustees-- in  behalf  cf  the  interests  of  employees  and  their 
beneficiaries.     The  general  standards  of  conduct  for  any  trustee  have 
been  long  established  by  law  and  custom.     These  include  the  degree  of 
prudence  that  must:  be  exercised  in  investing  the  funds  of  others. 
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Similarly,  transactions  that  unfairly  benefit  other  parties  at  the  expense 
of  the  trust  constitute  unfaithfulness  on  the  part  of  the  trustee  and  may 
provide  a  ground  for  legal  proceeding  under  State  laws  by  the  employer- 
grantor  against  the  trustee. 

With  minimal  liquidity  requirements  and  long-term  investment 
objectives,  private  retirement  funds  are  especially  well  situated  to  be 
flexible  and  responsive  to  changing  investment  opportunities.  Diversifica- 
tion is  a  normal  concomitant  of  prudent  practice.     The  question  is  how  to 
permit  broad  exercise  of  discretion  on  the  part  of  trustees  or  plan  managers 
but  to  hold  them  to  the  highest  standards  of  fiducial  responsibility. 
Regulations  or  formulas  for  asset  management  would  reduce  this  flexibility 
without  the  likelihood  of  improving  the  quality  of  the  judgment  and 
discretion  exercised  by  trustees  or  plan  managers.     Nor  does  the  limitation 
of  investments  to  a  "legal  list,"  as  in  the  case  of  savings  banks  or  trust 
funds  under  court  jurisdiction,  seem  appropriate  in  the  case  of  retirement 
funds.     On  the  basis  of  present  evidence,   the  Committee  does  not  propose 
the  substitution  of  a  new  set  of  statutory  standards  for  the  recognized 
standards  of  fiducial  responsibility,  although  there  appears  to  be  a  need 
for  strengthening  statutory  provisions  for  assuring  compliance  with  these 
standards. 

One  special  question  may  perhaps  arise  as  to  the  holding  of 
investments,  such  as  stocks ,  whose  values  tend  co  fluctuate  widely,  in  the 
reserves  behind  plans  providing  for  pensions  of  fixed  dollar  amounts.  Such 
investments  could  be  disadvantageous  to  the  beneficiaries  in  that  if  their 
prices  decline,  the  protection  of  beneficiaries  would  be  impaired,  while  if 
their  prices  rise,  this  might  lead  to  reduction  in  employer  contributions 
rather  than  to  increasing  the  protection  of  the  beneficiaries.  However, 


the  recommendation  of  the  Committee  looking  toward  the  full  funding  of 
future  benefits  should  result  in  the  employer's  making  sufficient  contri- 
butions over  a  period  of  years  to  offset  any  such  losses.     Any  long-run 
impairment  of  the  beneficiaries'  protection  would  thus  be  minimized., 
^sks_to  _th£_  'l^^l^s^s^^JEm^l^Y^e^s 

Employees  have  various  interests  in  the  success  and  safety  of 
the  management  of  investments  by  retirement  funds.     In  money-purchase 
plans  and  in  profit-sharing  plans,  benefits  will  be  higher  or  lower  as  a 
result  of  investment  earnings.     Where  the  plan  sets  forth  a  specific  level 
of  benefits,  which  is  the  most  common  situation,  the  employer  does  not 
ordinarily  guarantee  payment  except  as  the  assets  of  the  fund  prove 
sufficient;   integrity  of  the  fund"s  investments  is  therefore  important  to 
provide  assets  in  the  fund  on  which  the  employee  can  rely  upon  retirement 
or  in  case  of  termination  of  the  plan, 

The  Commission  on  Money  and  Credit  suggested  various  dangers  in 
the  investment  activities  of  retirement  funds  from  the  point  of  view  of 
employees  and  that  of  the  public  generally.     The  investing  of  retirement 
funds  provides  opportunities  for  negligent  or  unscrupulous  individuals  to 
use  control  of  retirement  funds  for  purposes  alien  to  the  interests  of 
employees  or  beneficiaries.     There  is  the  possibility  for  trustees  to 
invest  in  a  company's  own  securities  or  in  the  stock  of  other  companies, 
either  in  pursuance  of  the  employees  business  interest  or  to  gain 
corporate  control.     In  jointly  administered  multiemployer  plans,  it  is 
possible  for  trustees  to  make  investments  in  particular  companies  to 
improve  the  union's  bargaining  position  in  specific  situations. 
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Not  all  of  these  manipulative  possibilities  are  necessarily 
prejudicial  to  the  interests  of  employees.     They  involve,  however,  not 
only  risks  to  the  employees  but  also  risks  from  the  viewpoint  of  the 
public  interest—for  example,  the  possibility  that  investments  may  be 
made  in  such  a  way  as  to  inhibit  free  competition  between  the  businesses 
involved.     It  appears  to  the  Committee,  therefore,   that  these  various 
risks  are  sufficient  to  warrant  continuing  surveillance  by  the  public  and 
the  Government  agencies  concerned. 

Investment  in  securities  of  the  employing  company  presents  a 
special  problem.     Dealings  between  a  pension  plan  and  the  employing 
company  involve  dangers  in  that  the  absence  of  arm's-length  bargaining 
makes  it  impossible  to  rely  on  the  same  standards  of  investment  judgment, 
on  behalf  of  the  plan,  that  could  be  expected  to  prevail  with  respect  to 
other  investments  or  loans  made  for  its  account.     These  dangers  have  been 
recognized  in  the  case  of  other  fiduciaries  where  self-dealing  of  this  kind 
has  been  prohibited.     Furthermore,  while  a  company  may  favor  the  acquiring 

of  its  stock  by  or  for  its  employees,  the  placing  of  any  large  part  of  a 
pension  plan  in  a  nondiversif led  investment  of  this  kind  involves 

special  risks,  and  the  Committee  does  not  consider  these  funds  an 
appropriate  vehicle  for  the  holding  of  such  stock  interests.     The  Committee 
recommends,   therefore,   that  future  investments  be  subject  to  a  maximum 
limitation  (perhaps  10  percent)  on  the  portion  of  a  pension  plan  that 
may  be  held  in  stock  or  obligations  of  the  employer  company  or  its 
affiliates,  regardless  of  the  ability  of  such  an  investment  to  meet  a 
fiducial  test, 
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Prjegjant  Typ^s  ui  Statutory  Measures  for 
Assuring  Fidnc La i__Stg ndard s 

To  some  degree  the  interests  of  employee-participants  in  the 
financial  activities  of  retirement  funds  are  protected,  if  only  indirectly, 
by  the  obligations  of  trustees  to  employers.     But  the  company  interests 
are  no*-  necessarily  identical  with  those  of  employees,  and  the  powers  and 
obligations  of  the  trustee  may  be  limited  by  the  trust  agreement.  More 
directly  these  fiducial  standards,   in  certain  respects,  are  enforced  by 
various  statutory  provisions  for  the  protection  of  employees.  Under 
Section  503(a)  of  the  Internal  Revenue  Code,   if  a  retirement  trust  engages 
in  certain  "prohibited  transactions"  benefiting  the  employer  at  the 
expense  of  the  trust,   it  may  be  deprived  of  its  tax  exemption.  Bank- 
trusteed  funds  also  fall  within  the  supervision  of  State  or  Federal 
examiners. 

Full  disclosure  of  relevant  facts  is  a  prerequisite  for  self- 
help  and  for  the  enforcement  of  statutory  measures  for  the  protection  of 
the  individual's  rights.     No  one  can  enforce  his  rights  if  he  is  unaware 
his  rights  have  been  injured.     Nor  can  employers,   trustees,  or  fund 
administrators  be  held  to  standards  of  fiducial  responsibility  unless 
there  is  adequate  disclosure  of  their  financial  and  investment  activities. 
Other  public  interests  also  require  knowledge  of  the  facts. 

The  disclosure  provisions  of  the  Welfare  and  Pension  Plans 
Disclosure  Act  focus  largely  on  the  financial  status  of  plans  and  provide 
employees  with  little  information  relevant  to  their  protection  in  the 
investment  transactions  of  the  fund.     With  respect  to  investments,  only 
a  summary  by  broad  portfolio  categories  is  required  in  general.  Little 
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information  is  required  with  respect  to  transactions  involving  "parties 

in  interest"  if  the  transactions  involve  securities  traded  on  an  exchange 

subject  to  regulation  b>  the  Securities  and  Exchange  Commission.  Detailed 

information  on  investments  of  this  type  can  be  obtained  only  when  the 

Secretary  of  L-abor  has  reasons  to  believe  the  Act  has  been  violated. 

The  Committee  recommends  a  requirement  for  the  disclosure  of 

additional  information  related  to  the  investment  activities  of  retirement 

plans,   by  amendment  of  the  Welfare  and  Pension  Plans  Disclosure  Act. 

Disclosure  of  investment  holdings  and  activities  in  much  more  detail  than 

is  now  required,  perhaps  in  the  same  manner  as  is  required  of  investment 

companies  under  S.E.C.   regulation,  would  seem  useful  and  entirely 

feasible  without  impairment  of  retirement  plan  operations. 

The  Possible  Need  for  Other  Types  of  Regulatory 
Protection  of  Employee  Interests 

Disclosure  is  not  necessarily  sufficient  in  itself.     The  indi- 
vidual employee  or  beneficiary  may  still  lack  an  effective  remedy, 
assuming  that  he  has  a  legally  enforceable  right.     He  may  not  be  alert  to 
the  damage  to  his  rights,  revealed  by  disclosure,   or  have  the  means  to 
pursue  an  effective  remedy,  by  legal  action  or  otherwise.     Similarly,  the 
various  statutory  regulations  designed  to  prevent  clearly  improper 
financial  or  investment  practices  or  excessive  administrative  expenses 
may  not  suffice  ro  prevent  less  clear-cut  types  of  imprudent  behavior. 
As  suggested  by  the  Commission  on  Money  and  Credit,  it  might  be  necessary 
to  empower  a  regulatory  agency  to  act  as  guardian  for  the  collective 
interests  of  employees  and  their  beneficiaries  and,   if  necessary,  to 
bring  suit  in  behalf  of  the  plan  participants. 
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The  Committee  believes  it  is  premature,  short  of  a  real  test 
of  the  effectiveness  of  the  disclosure  approach  as  a  means  of  assuring 
standards  of  fiducial  responsibility,  and  in  the  absence  of  sufficient 
facts  as  to  the  prevalence  of  abuses,  to -make  a  recommendation  for 
regulatory  action  of  this  kind  at  this  time.  The  Committee  recommends 
continuing  exploration  of  the  nature  of  the  problem  and  of  ways  and 
means  for  guarding  the  employees0  interests  and  the  public  interest  in 
the  investment  activities  of  retirement  funds. 

In  summary,   the  responsibility  that  is  assumed  by  the 
administrators  of  retirement  funds  calls  for  the  highest  standards  of 
honesty  and  faithful  performance.     Public  policy  must  provide  the 
necessary  encouragement  and  direction  to  assure  that  the  interests  of 
the  participants  in  retirement  funds  are  fully  protected. 
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XI.    FURTHER  STUDY  AND  RESEARCH 

In  the  course  of  its  work,  the  Committee  has  become  aware  of  a 
number  of  major  problem  areas,  and  of  possibilities  for  increasing  the 
long-run  effectiveness  of  private  retirement  programs,  which  could  not 
be  adequately  explored  by  the  Committee.     This  has  led  the  Committee  to 
recommend  further  consideration  and  study  of  the  following  topics: 

(1)  The  development  of  workable  procedures  for  implementing 
the  Committee's  recommendation  on  vesting. 

(2)  The  possibility  of  developing  an  institutional  arrangement 
for  transferring  and  accumulating  private  pension  credits. 

(3)  The  possibility  of  developing  a  system  of  insurance  which, 
in  the  event  of  certain  types  of  termination,  would  assure  plan  partici- 
pants   credit  for  accrued  benefits. 

(4)  Ways  and  means  of  guarding  the  employees'  interests  and 
the  public  interest  in  the  investment  activities  of  retirement  funds. 

In  addition,  it  would  be  desirable  to  have  an  intensive  study, 
comparable  in  scope  to  the  present  study  of  private  retirement  plans, 
which  would  appraise  the  whole  scope  of  public  policy  in  relation  to 
private  welfare  (health  and  insurance)  plans  and  programs.     Such  a  study 
fell  within  the  original  assignment  of  this  Committee  but  could  not  be 
dealt  with  in  the  limited  time  available. 

The  Committee  also  recognizes  a  need  for  more  extensive 
research  and  more  adequate  statistical  programs  on  various  other  aspects 
of  private  retirement  and  welfare  programs.     In  the  present  report,  the 
Committee  and  its  staff  were  often  limited  by  the  absence  of,  or 
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deficiencies  in,  pertinent  basic  data  on  retirement  plans.     It  was  often 
necessary  to  use  data  that  were  not  directly  applicable  or  conclusive  in 
terms  of  the  Committee's  specific  problems,  or  to  refrain  from  clear-cut 
recommendations  because  the  gaps  in  information  were  too  great  to  be 
surmounted.     Among  such  research  and  statistical  gaps  are  the  following; 

(1)  Analysis  of  the  characteristics  and  provisions  of  private 
retirement  programs,  both  negotiated  and  nonnegotiated ,  and  of  the 
coverage,  cost,  funding,  and  actuarial  experience  of  various  types  of 
plans  and  plan  benefits; 

(2)  Analysis  of  the  characteristics  of  employees  covered  by 
private  plans,  and  of  present  and  prospective  beneficiaries,  in  relation 
to  the  characteristics  of  all  employees- -covering  such  items  as  occu- 
pation, income  levels,  age,  and  length  of  service; 

(3)  Analysis  of  the  actual  impact  of  pensions  in  immobilizing 
workers,  especially  in  declining  industries  and  areas  of  labor  surplus, 
of  their  effects  upon  age  limits  for  new  hiring  or  retirement,  and  of 
ways  in  which  pension  programs  might  contribute  to  mobility  and  effective 
use  of  manpower; 

(4)  Analysis  of  the  distribution  of  investment  holdings  of 
private  retirement  plans,  and  of  transactions  of  such  funds;  and 

(5)  Analysis  of  the  long-range  implications  of  the  growth  of 
private  retirement  funds,  covering  both  their  economic  impact  and  their 
adequacy  as  a  source  of  retirement  income. 
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The  Committee  believes  that  the  pension  and  welfare  areas 
deserve  greater  emphasis  in  the  planning  of  the  Federal  Government's 
research  and  statistical  programs.     It  believes  also  that  its  own  study 
has  helped  to  clarify  some  of  the  gaps  in  existing  data. 

The  Committee  recommends  that; 

(1)  Arrangements  be  made,  through  some  appropriate  continuing 
body,  for  comprehensive  long-range  studies  of  the  specific  areas  recom- 
mended for  study.     In  such  studies  the  facilities  of  the  Federal  Govern- 
ment should  be  supplemented,  where  necessary,  by  those  of  qualified 
outside  research  organizations. 

(2)  More  comprehensive  data  on  private  retirement  and  welfare 
programs,  and  more  intensive  analysis  of  these  data  should  be  provided 
on  a  coordinated  basis  by  the  various  Federal  agencies  that  are  in  a 
position  to  measure  and  appraise  the  scope  and  effects  of  such  programs. 


APPENDIX  A. 


Statistical  Tables 


Table  1.  Estimated  coverage,  contributions.,  beneficiaries, 
benefit  payments,  and  reserves  of  private  retire- 
ment plans,  selected  years,  1940-1980 


Table  2.     Estimated  coverage  under  old-age.  survivors,  and 

disability  insurance  and  private  retirement  plans, 
annual  average,  selected  years,  1940-1980 


Table  3.     Estimated  beneficiaries  under  old-age,  survivors, 
and  disability  insurance  and  under  private  retire- 
ment plans,  December,  selected  years,  1940-1980 

Table  4.     Estimated  beneficiaries  aged  65  and  over  under 

old-age,  survivors,  and  disability  insurance  and 
estimated  private  plan  beneficiaries  and  their 
dependent  wives  aged  65  and  over  as  percent  of 
total  population  aged  65  and  over,  December, 
selected  years,  1950-1980 

Table  5.     Range  of  estimates  of  net  revenue  loss  attributable 
to  special  tax  treatment  of  private  retirement 
plans,  1963 

Table  6.,     Provision  for  vesting  and  early  retirement  in 
private  pension  plans  by  type  of  employer  unit, 
type  of  vesting,  and  conditions  for  vesting, 
winter  1962-63 

Table  7.     Minimum  age  and  service  requirements  for  deferred 

full  vesting  in  private  pension  plans  by  conditions 
for  vesting,  winter  3.962-63 

Table  8.     Minimum  age  and  service  requirements  for  deferred 
full  vesting  in  private  pension  plans  by  type  of 
employer  unit  and  conditions  for  vesting,  winter 
1962-63 


Table  9.     Annual  net  saving  by  private  retirement  plans,  net 
financial  saving,  and  Gross  National  Product, 
annual  average,  selected  years,  1951-64 
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Tsble  5, --Range   >f  estimates  of  net  revenue  loss  attributable  to  special 
tax  treatment  of  private  retirement  plans,  1963 


(In  millions  of  dollars) 


Item 


Based  on  individual  Based  on  corporate 
 income  tax  income  tax 


1„  Revenue  gain  from  benefits  subject 
to  individual  income  tax  ........ 


+  $250 


+  $250 


2.  Revenue  loss  from  tax-free  income 
of  pension  and  annuity  funds  . . 


450 


1,150 


3.  Revenue  loss  from  present  tax 
treatment  of  employer 
contributions  ............. 


1,000 


2,450 


4.  Net  revenue  loss 


1,200 


3,350 


NOTES : 


Item  1:     Under  present  law,  benefits  are  taxed  to  the  extent  they  exceed  the 


employee's  contributions.     Of  an  estimated  $2%  billion  in  private 
pension  benefits  in  1963,  it  is  estimated  that  36  percent  appear  on 
nontaxable  returns  or  are  excluded  as  a  return  of  contributions. 
The  remainder  would  be  taxed,  under  the  Revenue  Act  of  1964,  at  a 
marginal  rate  of  about  20  percent  (based  on  the  income  distribution 
of  pension  and  annuity  income),  but  about  one-fourth  of  the  tax 
would  be  offset  by  the  retirement  income  credit.     Thus,  approxi- 
mately $250  million  is  now  obtained  by  taxing  benefits. 


Item  2:     Total  investment  income  of  private  pension  funds  and  annuity  plans 


is  estimated  at  $2%  billion  in  calandar  year  1963.     This  would  yield 
tax  revenue  of  $450  million  at  individual  rates  and  about  $1.15 
billion  if  taxed  at  corporate  rates. 


Item  3i     At  1963  income  levels,  corporate  contributions  to  private  pension 


and  profit-sharing  plans  are  estimated  at  about  $5.4  billion.  When 
the  Revenue  Act  of  1964  is  fully  effective,  the  marginal  rate  on 
salaries  and  wages  is  estimated  at  18.4  percent,  including  non- 
taxable returns.     If  corporate  contributions  were  treated  as  being 
vested  in  the  employees  and  taxed  to  them,  their  liabilities  would 
rise  by  $1.0  billion. 

The  marginal  tax  rate  on  corporation  deductions  under  the  1964  Act 
will  drop  from  about  50  percent  to  about  45.5  percent,  including 
the  reversal  of  normal  and  surtax  rates.     Therefore,  if  in  lieu  of 
employer  contributions  these  amounts  were  included  in  corporate 
profits  and  were  made  taxable  to  the  employer,  corporate  tax 
liabilities  would  rise  $2.45  billion. 


SOURCE: 


Office  of  the  Secretary  of  the  Treasury 
Office  of  Tax  Analysis 


Table  6.  - -Provision  for  vesting  and  early  retirement  in  private  pension  plans  by  type  of  employer  unit, 

type  of  vesting,  and  conditions  for  vesting,  winter  1962-63* 


(Workers  in  thousands)  1 


Type  of  employer  unit, 

Total 

With 

early 

Without  early 

retirement 

retirement 

type  of  vesting  and 
conditions  for  vesting 

Plans 

Workers 

Plans 

Workers 

Plans 

Workers 

Ail  plans  studied: 

Total  

15  818 

1 5, 621 

12,099 

11,  786 

3,  719 

3,  835 

10,634 

9,  307 

9, 196 

8,362 

1,438 

946 

Deferred  full  *  

7,  212 

7,  338 

f\  7AA 

0 ,  o  /V 

too 

f  Do 

Any  separation  

6,681 

5,  977 

6,  246 

5,  563 

435 

414 

531 

1 ,  361 

4yo 

D  D 

Deferred  graded   

3,422 

1,  969 

O  /ICO 

<£,  4b<2 

1 , 491 

y  /u 

A  HQ 

4  /o 

3   31  7 

1  A&C 
1  ,  40  o 

q  ir\ 

J  70 
4  /O 

1 1  n 

7  7 

1 1  n 

9  7 

Without  vesting  provisions — r»  ■ 

■?   1  R4 

ft  313 

3     /l  OA 

o ,  4<:4 

O    0  0  1 

0    C  CO 

oingle  employer  plans: 

Tr*f-<al   

1  4  RQO 

1 1 ,  742 

11, 735 

10,657 

3,  155 

1,  085 

10, 340 

8,  393 

9,062 

7,  914 

1,278 

4  79 

6,  941 

6,  815 

o,  o<:3 

o ,  4yi 

■3  10 

i  1  a 

3  o  /I 

6,423 

5,482 

6,  127 

5, 186 

296 

297 

^1  ft 

JlO 

1  333 

496 

1 ,  305 

22 

28 

3,  399 

1,  578 

2,  439 

1 , 424 

960 

155 

Any  separation  

2    0  GO 

5 ,  coy 

1  ccn 

1     3  fi  7 

l ,  3y  / 

you 

1  c  c 

1  bo 

Involuntary  separation   

1 1U 

<i  / 

110 

27 

3  34Q 

2,  673 

2,  743 

1 ,  877 

606 

Multiemployer  plans: 

2    C  7C 
D  ,  O  /O 

1     1  *)Q 

i ,  i  <:y 

004 

o  7cn 
2,  750 

294 

914 

134 

447 

160 

467 

271 

523 

121 

380 

150 

143 

Any  separation  

258 

495 

119 

3  78 

139 

117 

Involuntary  separation   

13 

28 

2 

2 

11 

27 

23 

391 

13 

68 

10 

323 

Any  separation  

23 

391 

13 

68 

10 

323 

Involuntary  separation   

Without  vesting  provisions  

634 

2,  964 

230 

681 

404 

2,  283 

Active  workers  in  1961. 

Includes  14  plans,  covering  40,000  workers  with  immediate  full  vesting. 
*   Based  on  a  study  of  pension  plans  filed  under  the  Welfare  and  Pension  Plans  Disclosure  Act. 


NOTE:    Because  of  rounding,  sums  of  individual  items  may  not  equal  totals. 


SOURCE:   U.  S.  DEPARTMENT  OF  LABOR 
Bureau  of  Labor  Statistics 
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Table  9. --Annual  net  saving  by  private  retirement  plans,   net  financial 
saving,  and  Gross  National  Product,  annual  average, 
selected  years,  1951-64 

(In  billions  of  dollars) 


1951-55  1956-60  1961-64 

Gross  National  Product    $359  $459  $570.6 

Net  financial  saving   10.5  13.9  21.6 

Personal   saving   18.6  23.3  28.7 

Net   saving  by  private  retirement 

plans                                                                           3.1  4.9  6.2 

Insured  reserves                                                 1.1  1.5  1,6 

Noninsured  funds                                                     1.9  3.4  4#6 

Invested  in  common  and 

preferred  stocks                                               .5  1.5  2.  i 

Invested  in  other  assets                               1.4  1.9  2.1 

Net  saving  by  private  retirement 
plans  as  percent  of 

Gross  National  Product                                        .8  1.1  1.1 

Net  financial  saving   29.5  35.3  28.7 

Personal  saving  ■   16.7  .21.0  21.7 


SOURCE:  Securities  and  Exchange  Commission  except  Gross  National  Product 
and  Personal  Saving  from  Department  of  Commerce;  1964  data  esti- 
mated by  the  committee. 


APPENDIX  B. 

Examples  of  the  Comparative  Effect  of  Tax  Laws  on 
the  Cost  of  Retirement  Plans  to  Employers  and  on 
the  Level  of  Benefits  Received  by  Employees 

Introductory  Note 

The  effect  of  tax  laws  on  private  retirement  plans  can 
be  examined  from  two  points  of  view: 

(1)  How  much  does  an  employer  have  to  contribute  in 
order  to  provide  an  employee  with  a  specified  retirement  income? 

(2)  How  large  a  retirement  income  can  be  provided  by 
a  specified  employer  contribution? 

Both  approaches  are  utilized  in  the  following  calculations. 
The  figures  in  column  (1)  represent  the  annual  cost  to  the  employer 
of  providing  to  an  employee  a  monthly  retirement  income  of  $100  a 
month  after  taxes  for  life  beginning  at  age  65.     The  figures  in 
column  (2)  represent  the  after- tax  monthly  retirement  income  an 
employee  would  receive  for  life  beginning  at  age  65,  assuming  that 
his  employer  contributes  $100  per  year  throughout  his  working  life. 

Both  types  of  calculations  are  made  under  a  series  of 
assumptions  pertaining  to  the  tax  treatment  of  employer  contribu- 
tions,  investment  income,  and  retirement  income. 


Cases  and  assumptions 


Employer's  annual 
costs  (pension 
contribution  or 
wages)  required 
to  provide  a  $100 
monthly  after- tax 
pension  for  life 
beginning  at  age 
65  (for  40- year 
work  period) 


(1) 


Employee's  monthly 
pension  for  life 
beginning  at  age 
65  (after- tax) 
purchased  with 
$100  of  annual 
pension  fund  con- 
tribution or  wage 
increase  (for  40- 
year  work  period) 


(2) 


Case  I 


£.u»ployer  pays  annual  amount  to  employee 
vp.  form  of  wages.     After  payment  of  taxes, 
employee  places  remainder  in  private 
investments,  earnings  of  which  are 
currently  taxed  to  him.  Retirement 
income  which  is  tax  free  is  provided  by 
using  the  principal  and  income  of  these 
investments. 


$194 


$52 


Gc.se  II 


S;;me  as  Case  I  except  that  employee  does 
not  pay  tax  currently  on  investment 
income.     Instead,  he  is  taxed  on  the 

-vestment  income  as  it  is  spread  over 
his  retirement:  years. 


$163 


$61 


UiSC  III 


Present  Tax  Treatment  of  Qualified  Plan, 
vhe  employer's  direct  contribution  to  a 
pension  fund  is  not  taxable  as  current 
employee  income,  nor  are  the  earnings 
of  the  pension  fund  currently  taxed. 
Tax  is  paid  by  the  employee  on  the 
annuity  he  receives. 


$136 


$74 
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Cgtse  i.V 

Pay-as-you-go  Flan.     Retirement  income 
is  provided  by  the  employer  on  a  pay-as- 
you-go  basis  by  setting  up  a  hypothetical 
internal  fund  which  will  be  financed  from 
affer-tax  profits  and  the  investment 
income  of  which  is  subject  to  current 
t?r;  benefit  payments  to  workers  on 
retirement  are  tax  deductible  to  the 
corporation  but  taxable  to  the  worker. 
It  is  assumed  that  the  internal  fund 
would  be  invested  in  a  manner  similar  to 
the  investment  of  pension -plan  funds, 
and  it  is  estimated  by  the  Office  of  Tax 
Analysis  of  the  Treasury  Department  that 
the  earnings  of  the  internal  fund  would 
bp  taxed  at  31  percent  (taking  into 
arc.ount  the  dividend  received  deduction, 
tax-free  interest,  etc.).     It  is  assumed 
that  as  benefits  are  paid  out  they  will 
be  offset  against  profits  taxable  at  a 

corporate  rate  of  48  percent,,  $201  $50 


General  Assumptions 


(between  ages  25  and  64).     To  simplify  the  calculations,  a  flat  annual  premium 
*as  osed  without  regard  for  turnover,  etc.     It  is  believed  that  this  approach 
dees  not  materially  affect  the  comparison  of  costs  or  benefits. 

2.     It  is  assumed  that  all  investments  earn  interest  at  4  percent  (before 


! 


The  working  life  of  the  employee  is  assumed  to  be  a  40-year  period 


tax) . 


3. 


Annuitant  mortality  is  based  on  the  Group  Annuity  Table  for  1951, 


male  lives. 
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4.  It  is  estimated  by  the  Office  of  Tax  Analysis  of  the 
Treasury  Department  that  the  marginal  tax  rate  for  recipients  of 
wages  and  salaries  is  18.5  percent,  and  that  the  marginal  tax  rate 
for  retired  persons  over  65  receiving  pensions  of  $100  per  month 
(after  tax)  is  7.5  percent. 

5.  It  is  assumed  that  the  marginal  corporate  income  tax  rate 
is  48  percent. 

6.  These  calculations  rest  on  the  assumption  that  the 
financing  of  retirement  incomes  is  viewed  as  an  operating  expense. 
If,  on  the  other  hand,  it  is  viewed  as  a  reduction  in  profits,  the 
figures  for  employer's  cost  (column  1)  would  be  reduced  by  48  per- 
cent and  those  for  the  employee's  benefit  (column  2)  would  be  in- 
creased by  a  like  percent,   the  assumed  marginal  corporate  tax  rate. 


5  - 


Formulas  for  Figures  in  Column  (1) 


Case  I.  X  (.815)  S  =  1200  V 

W(^.8l5)  65 


Case  II.  X  (  .915)  S  >  Y  Sfic 


Where; 


Y  -  .075  (Y  -  X  (.8l?)(U0))     ^   .  120o 
V    S65  } 


3. 


Case  III.  X  S  =  1200  "S 


Case  IV.  X(.52)S  ■  .52(1200)  *.  y' 

W(^.69)         ^925  65 


SOURCE:     Treasury  Department 


Copy 


APPENDIX  C. 


March  28,  1962 


MEMORANDUM  TO: 

The  Secretary  of  Labor 

The  Secretary  of  the  Treasury 

The  Secretary  of  Health,  Education, 

and  Welfare 
The  Director  of  the  Bureau  of  the  Budget 
The  Chairman  of  the  Council  of 

Economic  Advisers 
The  Chairman  of  the  Board  of  Governors 

of  the  Federal  Reserve  System 
The  Chairman  of  the  Securities  and 

Exchange  Commission 

SUBJECT:  The  Establishment  of  a  Committee  on 

Corporate  Pension  Funds  and  Other  Private 
Retirement  and  Welfare  Programs 

Pursuant   to  my  Economic  Report   to  the  Congress,    I   am  request- 
ing the  persons   to  whom  this  memorandum  is  addressed  to  form 
a  Committee  on  Corporate  Pension  Funds  and  Other  Private  Re- 
tirement and  Welfare  Programs  to  review  legislation  and  admin- 
istrative practice  relating  to  these  programs.      I  am  asking 
the  Secretary  of  Labor  to  serve  as  Chairman  of  this  Committee. 
The  Committee  should  seek  the  views  and  advice  of  appropriate 
government  agencies  and  may  also  consult  with  interested 
private  parties  and  independent  experts. 

The  recommendations  of  the  Commission  on  Money  and  Credit  on 
this  subject  provide  a  point  of  departure  for   the  Committee, 
but  its  deliberations  need  not  be  limited  to  the  issues  raised 
by  the  Commission.     Among  the  items  included  on  the  Committee' 
agenda  should  be  a  review  of  the  implications  of  the  growing 
retirement  and  welfare  funds  for  the  financial  structure  of 
the  economy,   as  well  as  a  review  of  the  role  and  character  of 
the  private  pension  and  other  retirement  systems  in  the 
economic  security  system  of  the  nation,    and  consideration  of 
how  they  may  contribute  more  effectively  to  efficient  manpower 


c°py 
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utilization  and  mobility.     Since  the  Welfare  and  Pension 
Plans  Disclosure  Act  has  been  amended  to  provide  appropriate 
enforcement  procedures  and  penalties  for  embezzlement,  these 
subjects  may  be  excluded  from  the  Committee's  consideration. 

In  order  to  be  of  use  in  drawing  up  the  Administration's 
legislative  program  for  the  1963  session  of  the  Congress, 
the  Committee's  report  and  recommendations  should  be  sub- 
mitted to  me  by  November  15,  1962. 

I  am  enclosing  for  your  information  copies  of  the  memoranda 
establishing  separate  committees  on  Financial  Institutions 
and  on  Federal  Credit  Programs. 


APPENDIX  D„ 


REPORT  TO  THE  PRESIDENT 
FROM  THE 

PRESIDENT'S  ADVISORY  COMMITTEE  ON  LABOR-MANAGEMENT  POLICY 

In  January  1963,  President  Kennedy  asked  the  Advisory  Committee  on 
Labor-Management  Policy  to  consider  the  tentative  recommendations  of  the 
Committee  as  embodied  in  a  provisional  report.     The  Advisory  Committee  estab- 
lished a  special  Subcommittee  to  review  these  tentative  recommendations  and 
the  report  was  discussed  several  times  by  the  full  Committee. 

The  following  report  was  submitted  to  President  Johnson  in 
December  1963.     In  making  this  report,  the  Advisory  Committee  stated  (page  3) 
"We  have  reviewed  all  recommendations  of  the  Cabinet  Committee  but  comment 
only  on  those  that  we  consider  to  be  of  utmost  importance. 11    The  Advisory 
Committee's  report  is  largely  concerned  with  the  problems  of  vesting  and 
funding,  and  no  comments  are  made  on  a  number  of  other  recommendations,  such 
as  those  concerning  profit-sharing  plans  and  those  with  regard  to  more 
specific  aspects  of  tax  policy. 

The  report  of  the  Advisory  Committee  is  included  in  this  document 
in  order  to  contribute  to  further  public  discussion  and  understanding  of  the 
issues  raised  in  the  report.     It  should  be  emphasized,  however,  that  the 
Committee's  comments  apply  to  an  earlier  provisional  report  rather  than  to 
the  final  report. 

The  report  of  the  Advisory  Committee  is  reprinted  as  it  was 
presented  to  the  President.     Footnotes  have  been  added,  however,  to  call 
attention  to  those  instances  where  the  comments  of  the  Advisory  Committee 
were  directed  to  a  recommendation  in  the  provisional  report  that  was 
subsequently  modified  for  the  final  report. 


December  24,  1963 


REPORT  TO  THE  PRESIDENT 
FROM  THE 

PRESIDENT'S  ADVISORY  COMMITTEE  ON  LABOR-MANAGEMENT  POLICY 

ON  THE 

RECOMMENDATIONS  BY  THE  CABINET  COMMITTEE  ON 
CORPORATE  PENSION  FUNDS  AND  OTHER  PRIVATE 
RETIREMENT  AND  WELFARE  PROGRAMS 

You  requested  this  Committee  to  consider  the  tentative  conclu- 
sions set  forth  in  the  report  of  the  Committee  on  Corporate  Pension  Funds 
and  Other  Private  Retirement  and  Welfare  Programs. 

Our  consideration  has  proceeded  from  the  identification  of  three 
general  principles: 

1  .     Private  pension  plans  promote  the  general  welfare  and  should 
be  encouraged  through  tax  incentives  and  otherwise. 

2.     There  is  a  public  interest  in  improving  the  soundness  and 
equitable  character  of  private  pension  plans  . 

3  .     Wide  latitude  should  be  permitted  in  the  establishment  of 
private  pension  plans  consistent  with  the  concepts  of  the  free  economy 
and  the  divergent  needs  and  circumstances  of  various  firms  and  industries. 

Applying  these  principles  to  the  two  major  issues  which  ar.'se  in 
this  area,  we  conclude: 

--  That  adequate  funding  provisions  should  be  required  by  law 
(as  a  condition  of  approval  for  tax  purposes)  to  protect  the 
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interests  of  employees; 
--  That  vesting  is  a  highly  desirable  feature  of  pension  plans, 
that  employers  and  unions  should  be  encouraged  to  adopt 
vesting  provisions  wherever  feasible,  but  that  vesting 
should  not  be  required  by  law  as  a  condition  of  fax  approval. 
At  the  present  time,  private  retirement  plans,  both  per.slori  and 
deferred  profit  sharing,  cover  some  24  million  employees,  or  more  than 
two  out  of  every  five  wage  and  salary  earners  in  private  nonfarn;  lndu.~t.ry . 
Accumulated  assets  to  date  exceed  $60  billion.   Annual  benefit  payments 
from  these  plans  amount  to  more  than  $2  billion.    It  is  expected  that  by 
1980  these  plans  will  cover  some  42  million  employees  or  three  ojt  of 
every  five  workers  in  private  nonfarm  employment,  hold  $22  -.  blh'o.-  in 
assets,  and  pay  out  $9  billion  in  benefits  annually. 

The  Federal  Old  Age  Survivors  and  Disability  Insurance  System 
will  continue  to  be  the  nation's  basic  instrument  for  assur.i  g  a  rr  '  .'mum 
of  retirement  income  for  most  people.    By  supplementing  the  public 
programs,  private  pension  plans  serve  as  a  major  element  in  the  ration's 
retirement-security  program.   We  note  that  certain  tax  provisions  have 
contributed  significantly  to  the  remarkable  growth  of  private  pens 'on 
programs.    Moreover,  we  believe  that  public  policy  should  continue  to 
provide  tax  incentives  to  the  growth  of  such  plans.    In  our  view,  the 


question  before  us  is  what  further  criteria,  if  any,  should  be  established 
by  law  as  a  requisite  for  the  availability  of  such  incentives  to  private- 
pension  plans  . 

The  Cabinet  Committee  on  Corporate  Per  :- Ion  Funds  and  Other 
Private  Retirement  and  Welfare  Programs  made  a  series  of  recommenda  - 
tions which  they  believed  would  strengthen  such  plans.   We  have 
reviewed  all  recommendations  of  the  Cabinet  Committee  but  comment  only 
on  those  that  we  consider  to  be  of  utmost  importance.    We  do  rc\  comment 
on  a  number  of  recommendations,  such  as  those  concerning  profit  sharing 
plans,  which  involve  other  questions  because  of  our  prime  interest.  In 
plans  which  are  designed  exclusively  to  provide  retirement  income. 

I    VESTING  RIGHTS  FOR  PENSION  PLAN  BENEFITS 

The  Report  of  the  Cabinet  Committee  recommends  an  amendment 
to  the  Internal  Revenue  Code  to  require  that  a  private  pension  plan  pro  - 
vide a  reasonable  measure  of  vesting  in  order  to  qualify  for  tax  approval. 
The  report  suggests  a  scheme  of  graduated  vesting  under  which  vesvlng 
would  begin  after  the  first  ten  years  of  credited  service  and  wo  Ad  roue 
by  gradual  steps  to  full  vesting  after  twenty-five  years  of  service.  1/ 

Your  Advisory  Committee  supports  the  general  principle  of  vesting 
in  private  pension  plans.    However,  a  majority  feel  that:  it  woold  be 
unwise  to  require  some  minimum  standard  of  vesting  for  tax  app  ovai . 

1/  This  suggested  approach  for  graduated  vesting  was  modified  in  the  final 
_    report  to  start  after  the  first  fifteen  years  of  service  and  to  move  to 
full  vesting  after  twenty  years. 
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This  Committee  favors  the  concept  of  employee  vested  rights  in 
pension  plan  benefits  for  the  following  reasons: 

1 .  A  plan  participant,  as  a  matter  of  equity  and  fair  treatment,  is 
entitled  to  have  his  benefit  accruals  protected  against  forfeiture  after  a 
reasonable  period  of  service.   Many  employees  covered  by  a  pension  plan 
are  not  able  to  remain  in  service  under  that  plan  until  retirement.  More- 
over, the  incidence  of  this  type  of  employee  turnover  can  be  expected  to 
increase  due  to  the  advance  in  technological  progress  , 

2,  Under  certain  circumstances,  the  non-vested  status  of  accu- 
mulated pension  benefits  could  be  a  deterrent  preventing  an  individual 
from  changing  employers,  when  his  services  would  be  more  productive 
elsewhere. 

We  are  encouraged  by  the  extent  to  which  vesting  provisions  are 
being  included  in  private  pension  plans  ,   More  than  two  thirds  of  such 
plans  now  contain  vesting  provisions.   These  plans  cover  60  percent  of 
all  employees  having  private  pension  rights. 

We  recognize,  however,  that  in  some  situations  the  additional 
cost  of  vesting  or  the  alternatives  of  lower  benefits  or  reduced  coverage 
may  make  it  impractical  to  adopt  vesting.   We  note  that  only  one  fourth 
of  multi-employer  plans  now  provide  for  vesting. 

Private  supplementary  pension  plans  are  voluntarily  instituted 


frequently  by  collective  bargaining  agreements,  and  their  terms  vary  not 
only  to  meet  the  needs  of  particular  groups  of  employees  but  in  consider- 
ation of  "ability  to  pay"  factors  fashioned  by  the  economic  circumstances 
of  particular  companies  and  industries  . 

A  vesting  requirement  may  unduly  burden  the  maintenance  of 
existing  plans  or  hamper  the  establishment  of  new  plans,  and  may  inter- 
fere with  decisions  regarding  the  allocation  of  resources  available  for 
pension  benefits  . 

These  considerations  are  particularly  compelling  with  respect  to 
the  numerous  private  plans  (covering  about  one  fifth  of  all  employees  in 
pri  vate  pension  plans)  in  which  the  funds  available  for  pension  purposes 
are  limited  to  a  fixed  contribution  by  employers,  e.g.,  so  many  cents  per 
employee  hour  worked  or  per  unit  of  production.    Under  these  circum- 
stances, the  limited  funds  available  have  been  used  as  the  parties 
deemed  best,  entirely  for  the  needs  of  long-service  employees.    In  some 
cases  the  amounts  available  under  such  plans  for  benefits  at  retirement 
would  be  significantly  reduced  if  vested  rights  were  established.  In 
addition,  to  require  such  fixed  contribution  programs  to  provide  vested 
rights  may  deprive  large  numbers  of  employees  in  certain  industries  of  the 
opportunity  to  secure  any  private  pension  benefits  at  all.    In  our  opinion 
this  would  be  unfdtunate . 
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Private  plans  have  their  own  unique  role  to  play.  We  are  fearful 
that  a  vesting  requirement  by  law  would  deprive  them  of  that  degree  of 
flexibility  essential  to  perform  this  function. 

II  FUNDING 

The  Cabinet  Committee  took  the  position  that  it  is  important  to 
protect  the  public  interest  in  the  solvency  and  integrity  of  qualified 

ension  plans.   The  Cabinet  Committee  recommended  that  uninsured  plans 
be  required,  as  a  condition  for  qualification  under  the  Internal  Revenue 
Code,  to  undertake  a  commitment  to  provide  adequate  funds  to  finance 
..  ated  benefits  and  to  amortize  all  past  service  liabilities  within  a 
reasonable  period  ■ —  such  as  the  expected  average  years  of  service  of 
plan  participants  involved,  but  in  any  case  not  more  than  25  years.  2/ 

The  Advisory  Committee  endorses  the  principle  that  the  Federal 
Government  should  be  interested  in  assuring  the  actuarial  soundness  of 
pension  plans.    It  is  in  general  agreement  with  the  major  funding 
recommendations  of  the  Cabinet  Committee. 

The  principal  purpose  of  funding  is  to  make  more  certain  that 
future  obligations  of  private  pension  plans  that  arise  at  normal  retirement 
or  plan  termination  will  be  honored.   Funding  protects  the  benefit  rights 
of  plan  participants  through  the  establishment  of  a  segregated  fund, 
irrevocably  committed  to  the  payment  of  benefits  and  administered  by 

2/  This  recommendation  was  modified  in  the  final  report  to 
apply  to  all  plans,   insured  as  well  as  uninsured,   and  to 
set  a  time  period  of  not  more  than  30  years. 
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reliable  trustees  or  insurance  carriers  .   In  a  plan  that  is  fully  funded 
with  respect  to  both  past  service  liabilities  and  coverage  of  current 
costs,  its  liabilities  are  fully  offset  by  assets  in  a  separate  fund  or  by 
the  promise  of  a  life  insurer  to  pay.    However,  few  pension  plans  attain 
this  condition  because  new  liabilities  are  frequently  incurred  which 
necessitate  additional  funding  payments  over  time.   It  is  important  to 
realize,  therefore,  that  in  discussing  the  concept  of  full  funding  through 
funding  standards,  the  objective  is  to  assure  that  plans  will  continually 
approach  a  fully  funded  goal. 

Funding  standards  will  make  more  possible  the  meeting  of  pension 
obligations  in  case  of  plan  termination.    In  this  way,  minimum  reliance 
is  placed  on  the  future  financial  capability  and  willingness  of  the 
employer  to  make  such  contributions  as  may  be  necessary  to  meet  past 
service  benefits.   Moreover,  funding  is  necessary  to  assure  that  workers 
with  vested  rights  will  have  their  expectations  fulfilled. 

The  Advisory  Committee  recommends  therefore  that  the  employer 
be  required,  as  a  condition  for  continued  tax  qualification  of  the  plan,  to 
pursue  a  funding  policy  which  would  lead,  by  the  end  of  certain,  deter- 
mined actuarial  reporting  periods,  to  the  accumulation  of  assets, 
including  paid-up  annuities,  equal  to  l)  the  cumulative  "normal  costs" 
of  the  plan  (as  provided  in  current  IRS  regulations)  and  2)  the  funding  of 
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any  past  service  liability  or  other  type  of  supplemental  liability  within 
30  years  after  the  event  which  created  the  liability.  These  funding 
standards  should  be  made  applicable  to  any  private  pension  plan, 
whether  insured  or  uninsured. 

Your  Committee  considered  the  distinction  between  a  pension  plan 
under  which  the  employer's  commitment  is  to  contribute  funds  on  some 
agreed-upon  basis,  with  the  benefits  variable,  and  one  under  which  the 
employer's  commitment  is  to  underwrite  benefits  of  a  predetermined 
scale,  the  contributions  being  variable.   The  Committee  did  not  feel, 
however,  that  this  distinction  warranted  any  special  treatment  in  setting 
a  standard  for  funding . 

Your  Committee  emphasizes,  however,  the  necessity  of  adequate 
provisions  for  a  period  of  transition  to  permit  the  adjustment  of  plans 
where  necessary,  and,  more  broadly,  for  the  avoidance  of  disruption  to 
present  plans  that  might  be  adversely  affected  by  funding  standards. 

Ill    THE  MANAGEMENT  OF  PENSION  FUNDS 

The  Cabinet  Committee  pointed  to  several  different  types  of 
imprudent  or  questionable  behavior  which  could  endanger  the  interest  of 
pension  plan  participants  .   It  recommended  two  statutory  changes  . 


First,  the  strengthening  of  the  Internal  Revenue  Code  provision 
that  deprives  pension  trusts  of  tax  exemption,  if  such  trust  engages  in 
certain  "prohibited  transactions"  that  would  benefit  the  employer  at  the 
expense  of  the  trust.  3/ 

Secondly,  the  amendment  of  the  Federal  Welfare  and  Pension 
Plans  Disclosure  Act  to  require  the  disclosure  of  additional  investment 
information  in  more  detail  as  to  investment  holdings  and  activities. 

Beyond  these  measures  the  Cabinet  Committee  stated  that  the 
present  situation  is  one  which  calls  for  strengthening  the  statutory  provi- 
sions for  enforcing  the  existing  standards  of  fiducial  responsibility, 
rather  than  imposing  any  new  statutory  restrictions  on  types  of  invest- 
ments . 

Your  Advisory  Committee  concurs  with  the  two  statutory  changes 
recommended  by  the  Cabinet  Committee.   The  Committee  fully  agrees 
that  private  pension  funds  for  investment  purposes  should  not  be  used  for 
the  direct  benefit  of  the  employer  company,  except  as  noted  below,  or 
any  given  individual  associated  with  the  pension  fund. 

In  keeping  with  this  desire  for  the  fullest  assurance  that  the 
management  of  pension  funds  will  serve  to  strengthen  the  expectations  of 
plan  recipients,  your  Committee  recommends  that  the  Internal  Revenue 
Code  contain  a  maximum  limitation  (perhaps  10  percent)  on  those  invest- 
ments of  pension  funds  in  the  securities  of  the  employer  company, 

3/  This  recommendation  was  dropped  in  the  final  report. 
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regardless  of  the  ability  of  such  an  investment  to  meet  a  fiducial  test.  4/ 

IV    OTHER  ISSUES  RAISED  BY  THE  CABINET  COMMITTEE 

The  Advisory  Committee  notes  its  agreement  with  the  Cabinet 
Committee  in  rejecting  a  proposal  that  vested  benefit  rights  of  employees 
should  be  enforceable  against  the  employer's  corporate  assets.  This 
Committee  also  agrees  that  a  proposal  to  establish  some  type  of 
reinsurance  arrangement,  which  would  assure  payment  of  pension  claims 
in  the  event  of  a  plan's  termination,  deserves  serious  study  as  one 
means  of  avoiding  the  consequences  that  befall  employees  when  a  plan 
terminates  as  a  result  of  business  failure. 

The  Cabinet  Committee  recommended  that  the  maximum  period 
during  which  an  otherwise  eligible  employee  could  be  excluded  from 
participation  in  a  pension  plan  should  be  established  at  three  years. 
Present  practice  generally  permits  exclusion  of  employees  with  fewer 
than  five  years  of  service.  A  majority  of  your  Committee  is  in  full  agree- 
ment with  this  recommendation. 

The  Cabinet  Committee  specifically  favored  elimination  after  a 
reasonable  transition  period  of  the  option  which  qualified  plans  now 
have  to  cover  only  salaried  or  clerical  employees,  unless  there  is  a 
showing  that  other  employees  prefer  to  be  covered  under  separate  plans 
applicable  to  them,  as  in  the  case  of  employees  represented  by  authorized 

4/  This  recommendation ,   not  in  the  provisional  report,  is 
included  in  the  final  report. 


bargaining  representatives .  5/ 

The  Advisory  Committee  considered  this  question  in  the  broader 
context  of  whether  an  employer  should  be  permitted  to  extend  the  benefits 
of  pension  coverage  to  only  a  portion  of  his  employees,  irrespective  of 
the  composition  of  the  group.   Your  Committee  supports  the  proposition 
that  all  eligible  employees  of  an  employer  should  be  covered  by  a  pension 
plan  if  any  classification  of  the  employee  group  is  to  enjoy  the  advan- 
tages of  a  tax  favored  plan,  unless,  of  course,  any  group  makes  it 
clear  through  authorized  representation  that  it  does  not  wish  to  be  so 
covered . 

Your  Committee  also  agrees  that  the  substantive  features  of  any 
plan,  especially  the  benefit  structure,  should  be  reasonably  similar  for 
all  classes  of  employees,,   The  Committee  recognizes,  however,  that 
there  are  many  situations  where  it  would  be  wholly  impractical,  if  not 
impossible,  to  avoid  some  differential  treatment.   The  need  for  a 
certain  degree  of  flexibility  in  developing  pension  programs  for  different 
groups  of  employees  should  be  respected. 


5/  This  recommendation  was  modified  in  the  final  report  to  reflect 
substantially  the  views  expressed  by  the  Advisory  Committee. 
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ADDENDUM 

Comments  by  Committee  Members  on  the 
Report  to  the  President  on  Recommendations  by  the 
Cabinet  Committee  on  Corporate  Pension  Funds 


ELLIOTT  V.  BELL 

Chairman  of  the  Executive  Committee,  McGraw-Hill  Publishing  Company 

While  I  am  in  general  sympathy  with  the  overall  viewpoint  of 
this  Report,  I  would  not  favor  the  introduction  of  any  legislation  to  carry 
out  any  of  the  recommendations  without  further  careful  study  to  determine 
the  full  implications  of  such  recommendations  „ 


JOSEPH  L„  BLOCK 

Chairman,  Inland  Steel  Company 

I  am  in  full  accord  with  the  views  expressed  in  this  report  but 
wish  to  stress  the  importance  of  maintaining  the  independence  and  flexi- 
bility of  private  pension  plans  „    Far  more  will  be  gained  for  the  welfare 
of  the  American  people  by  pursuing  such  a  course  than  by  shackling  these 
plans  with  a  multitude  of  federal  laws  and  regulations  .   The  fact  that  the 
Advisory  Committee  refrained  from  commenting  on  many  of  the  recommen- 
dations made  in  the  Cabinet  Committee  report  indicates  not  only  wide 
disagreement  on  the  merit  of  these  suggestions  but  also,  in  my  opinion, 
a  strong  belief  that  there  should  be  a  minimum  of  governmental  interven- 
tion in  this  area.  Although  I  subscribe  to  the  recommendation  that 
funding  requirements  should  be  strengthened,  even  here  caution  should 
be  exercised  so  that  plans  which  are  now  functioning  well  are  given 
ample  time  to  make  necessary  changes  and  are  not  unduly  disrupted. 

W0  ANTHONY  BOYLE 

President,  United  Mine  Workers  of  America 

The  proposed  report  to  the  President  is  based  on  the  erroneous 
concept  that  Governmental  specification  of  standards  in  private  pension 
plans  can  be  mandated  by  public  law  to  a  similar  extent  that  such  stan- 
dards are  fixed  by  law  in  public  pension  plans  . 
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(Mr.  Boyle  -  cont'd) 


The  naked  declaration  would  not,  we  believe,  be  conclusive  in 
declaring  "Private  Pension  Plans"  affected  with  the  "Public  Interest"  for 
all  purposes  of  the  report.    In  our  view,  private  pension  plans  do  not 
operate  by  public  grant  of  privilege  like  franchised  public  utilities  and 
thus  protected  from  the  hazards  of  competition. 

If  we  were  to  apply  the  recommended  minimum  funding  require- 
ments suggested  in  the  report  to  many  private  pension  plans  such  as  the 
United  Mine  Workers  of  America  Welfare  &  Retirement  Fund,  the  reserve 
for  accrued  benefits  would  need  to  be  increased  by  several  times  or,  in 
the  alternative,  benefit  levels  would  need  to  be  slashed  correspondingly, 
although  no  imperative  need  is  shown  for  either.    In  all  such  cases, 
neither  the  public  interest  nor  the  best  interest  of  the  beneficiaries 
could  possibly  be  served. 

A  public  policy  requiring  standardized  minim  urns  of  criteria  for 
benefits,  near  universal  coverage,  portability  of  benefits  and  guarantee 
of  payments  to  beneficiaries  against  all  economic  hazards  requires  a 
public  pension  program  for  such  purposes. 

Therefore,  we  would  suggest  that  the  proposed  report  be  set 
aside  and  that  recommendations  be  prepared  for  necessary  improvements 
in  the  Federal  Old-Age,  Survivors  and  Disability  Insurance  system,  so 
that  it  will  better  serve  as  the  Nation's  basic  instrument  for  assuring  the 
payment  of  a  more  meaningful  minimum  retirement  income  for  most 
people . 


ARTHUR  F.  BURNS 

President,  National  Bureau  of  Economic  Research,  Inc. 

Although  I  have  sympathy  with  the  spirit  of  the  recommendations 
in  regard  to  funding,  I  feel  it  inadvisable  to  endorse  any  specific 
proposal  until  facts  are  fully  developed  on  the  cost  implications  for 
relatively  small  and  financially  weak  firms  . 
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DAVID  DUBINSKY 

President,  International  Ladies'  Garment  Workers'  Union 
JOSEPH  D„  KEENAN 

International  Secretary,  International  Brotherhood  of  Electrical  Workers 

The  Advisory  Committee  on  Labor-Management  Policy  recognizes, 
while  dealing  with  vesting,  that  additional  pension  costs  may  at  times 
unduly  burden  the  maintenance  of  existing  plans  or  hamper  the  establish- 
ment of  new  plans,  and  may  interfere  with  decisions  regarding  the 
allocation  of  resources  available  for  pension  benefits.   This  is  also  true 
of  funding,  particularly  in  the  case  of  multi-employer  plans  established 
by  collective  bargaining.    For  this  reason,  an  unqualified  endorsement  of 
funding  of  pension  plans  as  a  prerequisite  for  continued  tax  qualification 
of  the  plan  is  not  justified,  particularly  since  pension  plans  which  are 
not  fully  funded  can  nonetheless  be  actuarially  sound,,   This  is  particu- 
larly true  of  multi-employer  plans  since  the  likelihood  of  termination  of 
such  plans  is  farfetched. 

HENRY  FORD  II 

Chairman,  Ford  Motor  Company 

In  the  beginning  the  report  sets  forth  as  a  basic  principle:  "Wide 
latitude  should  be  permitted  in  the  establishment  of  private  pension 
plans  consistent  with  the  concepts  of  the  free  economy  and  the  divergent 
needs  and  circumstances  of  various  firms  and  industries.  "   I  am  in  full 
agreement  with  this  „ 

I  believe  it  follows  that  the  widest  possible  scope  should  be  given 
to  private  decision-making  in  the  design  of  private  pension  plans,  con- 
sistent with  the  public  interest  in  preventing  abuses.    The  present 
Treasury  regulations  covering  qualified  pension  plans  already  afford  pro- 
tection against  abuses,  and  to  my  mind  the  Committee  has  not  been 
presented  with  convincing  evidence  of  the  need  to  change  them  in  the 
respects  recommended  in  the  report. 

The  suggestion  for  changing  the  present  Treasury  rules  so  as  to 
require  the  application  of  a  generally  similar  pension  plan  to  all  classes 
of  employes  is  particularly  disturbing.    The  suggestion  may  appear 
innocuous,  but  it  would  in  fact  introduce  a  distortion  into  the  collective 
bargaining  process,  and  it  also  ignores  the  fundamental  fact  that  a 
pension  plan  is  but  one  part  of  total  employe  compensation.    To  seek  to 
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(Mr.  Ford  -  cont'd) 

impose  uniformity  as  to  this  element  seems  to  me  to  be  unsound.    It  fails 
to  take  into  account  the  interrelationship  between  this  and  the  many  other 
elements  that  make  up  the  whole,  and  thus  to  reduce  needlessly  the 
scope  for  adapting  compensation  to  the  differing  needs,  desires  and 
circumstances  of  various  employe  groups  . 


CLARK  KERR 

President,  University  of  California 

(1)  There  is  a  point  regarding  vesting  that  is  often  overlooked, 
and  I  believe  it  should  receive  more  attention.    With  the  closing  and 
relocation  of  facilities  that  .have  taken  place  in  recent  years,  companies 
have  been  benefiting  from  reductions  in  their  pension  liabilities  to  an 
extent  that  is  unknown  but  probably  very  substantial.    The  capital  sum 
represented  by  future  pension  liabilities  that  can  be  avoided  by  closing  a 
plant  without  a  vested  pension  plan  may  well  have  intensified  a  major 
social  problem.    Vesting  would  help  prevent  this  factor  from  influencing 
decisions  to  relocate. 

(2)  Vesting  and  funding  involve  very  similar  issues  .    Funding  is 
designed  to  protect  the  legitimate  expectations  of  the  employees 
involved.    Vesting  does  the  same  thing  and  there  would  seem  to  be  no 
reason  why  these  rights  ought  not  to  be  protected  in  both  ways  . 

(3)  I  find  it  particularly  difficult  to  reconcile  the  view  of  pension 
contributions  as  deferred  wages  with  a  lack  of  concern  for  providing 
vesting  rights.    These  two  points  of  view  seem  to  be  inherently  contra- 
dictory . 

GEORGE  MEANY 
President,  AFL-CIO 

The  general  principle  of  funding,  as  well  as  the  principle  of 
vesting,  is  important  in  private  pension  funds  — ■  for  their  financial 
soundness  and  to  provide  employees  with  some  degree  of  accrued  rights 
in  the  plans,  upon  retirement,  after  a  reasonable  period  of  service. 
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(Mr.  Meany  -  cont'd) 

However,  practical  application  of  these  principles  may  place  heavy 
burdens  on  many  existing  plans  and  may  discourage  the  spread  of  new 
plans.   Moreover,  multi-employer  plans  inherently  include  some  assur- 
ance that  employee  benefit  rights  will  be  honored  and  provide  for  accrued 
employee  benefit  rights  within  the  labor  market,  which  funding  and 
vesting  seek  to  achieve.   Therefore,  careful  and  adequate  consideration 
of  these  practical  difficulties  of  application  and  differences  among  plans 
is  necessary  before  any  new  requirements  for  favorable  tax  treatment  of 
private  pension  plans  are  developed.   Such  consideration  should  include 
the  substantial  differences  between  single-employer  and  multi-employer 
plans,  as  well  as  the  need  to  minimize  additional  costs  that  are  not 
reflected  in  the  level  of  pension  benefits  . 


WALTER  Pa  REUTHER 

President,  United  Automobile  Workers  of  America 

Private  supplemental  pension  plans  are  now  recognized  as  a 
major  element  in  the  nation's  retirement  security  program.    If  they  are  to 
fuliill  their  social  objectives  —  the  reasons  for  favorable  tax  treatment 
—  it  is  essential  that  they  be  financially  able  to  meet  their  commitments 
and  that  they  assure  benefits  at  retirement  age  to  persons  who  have  been 
covered  under  the  plan  for  a  substantial  period. 

A  private  pension  system  which  actually  provides  benefits  to 
fewer  persons  as  rapid  technological  change  increases  employee  turn- 
over, or  a  private  pension  system  which  impedes  the  necessary  mobility 
of  labor,  does  not  contribute  to  the  social  objectives  which  the  favorable 
tax  treatment  accorded  pension  plans  is  intended  to  achieve. 

For  the  above  reasons  I  agree  with  the  recommendations  of  the 
Cabinet  Committee  that  deferred  vested  benefits  should  be  required  as  a 
condition  for  favorable  tax  treatment.    I  would  recommend  that  10  years 
of  service  should  be  the  standard  for  vested  benefits. 

While  I  recognize  that  vesting  may  result  in  some  increases  in 
cost,  I  believe  that  the  cost  increases  resulting  from  provision  for  a 
deferred  benefit  payable  at  retirement  age  to  employees  who  have  had  at 
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(Mr.  Reuther  -  cont'd) 


least  10  years  of  service  under  a  pension  plan  will  not  be  substantial, 
and  can  be  absorbed  by  all  plans  over  a  reasonable  period  of  time.  I 
would,  therefore,  provide  a  transition  period  before  which  any  minimum 
standard  on  vesting  becomes  fully  applicable  in  order  to  permit  the 
adjustment  of  existing  plans  to  the  standard. 

Even  if  the  end  result  may  mean  slightly  lower  benefits  for 
persons  who  remain  with  the  employer  until  retirement  age,  I  believe 
that  tax  advantages  should  not  be  afforded  to  a  program  which,  like  a 
lottery,  pays  benefits  to  these  fortunate  few,  but  rather  should  be  limited 
to  pension  plans  which  assure  benefits  at  least  to  those  employees  who 
have  been  covered  by  the  plan  for  at  least  10  years. 

I  recognize  the  differences  between  a  plan  covering  a  single 
employer  and  a  plan  which  covers  all  employers  within  a  labor  market 
area  or  industry  and  which  permits  employees  to  transfer  from  employer  to 
employer  within  the  covered  group  without  losing  any  pension  rights. 
While  such  transfer  rights  accomplish  the  purposes  of  vesting  for 
employees  who  stay  within  the  covered  group,  some  protection  is  still 
needed  for  employees  who  leave  the  covered  group  after  a  substantial 
period  of  service  and  who  under  present  circumstances  lose  their  rights 
to  pension  benefits  based  on  service  within  the  group.    To  the  extent 
that  few  employees  leave  the  covered  group  the  costs  of  a  deferred 
vested  benefit  will  be  negligible.    Study  may,  however,  demonstrate 
that  different  standards  of  vesting  might  be  applicable  for  industry-wide 
plans  . 


RICHARD  S.  REYNOLDS,  JR. 
Chairman  of  the  Board 
Reynolds  Metals  Company 

First,  we  do  not  believe  that  tax  qualification  should  be  linked  to 
fulfillment  of  minimum  funding  standards  to  a  greater  extent  than  is  now 
the  case. 

Secondly,  we  do  not  favor  any  requirements  for  applying  generally 
similar  pension  benefits  to  all  employees  of  the  same  employer. 


-  18  - 


STUART  T.  SAUNDERS 
Chairman  of  the  Board 
The  Pennsylvania  Railroad  Company 

As  a  matter  of  principle,  I  am  in  sympathy  with  the  recommenda- 
tions of  the  report  with  regard  to  funding.    However,  prior  to  recommending 
a  policy  of  funding  as  a  condition  for  tax  qualification,  I  think  further 
study  should  be  given  to  the  effect  of  this  policy  on  existing  plans  and 
the  creation  of  new  plans  . 

I  am  also  concerned  with  the  language  of  the  third  paragraph  on 
page  10  which  seems  to  be  unclear.   While  I  support  the  proposition  that 
pension  plans  should  be  made  available  to  all  eligible  employees  of  a 
particular  classification  if  available  to  any  employee  within  the  class,  I 
think  there  must  be  considerable  flexibility  of  employee  classification 
since  different  groups  have  different  wage  and  benefit  structures.  I 
believe,  therefore,  that  the  language  of  the  foregoing  paragraph  should 
be  modified  to  reflect  support  for  the  proposition  only  if  pension  coverage 
is  extended  to  any  portion  of  employees  within  a  class,  all  employees  of 
the  class  should  be  entitled  to  such  benefits. 


GEORGE  We  TAYLOR 
Chairman,  Industry  Department 
Wharton  School  of  Finance  and  Commerce 
University  of  Pennsylvania  

A  majority  of  the  Committee  recommends  that  private  pension 
plans  be  required,  as  a  condition  of  qualification  under  the  Internal 
Revenue  Code,  to  embody  a  commitment  to  provide  adequate  funds  to 
finance  stated  benefits  and  to  amortize  all  past  service  liabilities  within 
a  specified  period.   A  question  was  raised  as  to  whether  or  not  this 
recommendation  should  apply  to  those  plans  under  which  an  employer's 
commitment  is  limited  to  a  contribution  of  funds  on  some  fixed  basis 
(i.e.  so  many  cents  per  hour  of  work  or  per  unit  of  production).  Because 
of  uncertainty  about  the  total  amount  of  future  contributions,  benefits  to 
employees  under  some  of  these  plans  have  been  made  variable.  They 
customarily  embody  a  benefit  schedule  which  it  is  expected  will  be  met 
and  funding  is  undertaken  within  the  limitation  of  fixed  employer  contri- 
butions . 
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(Dr.  Taylor  -  cont'd) 

A  majority  of  the  Committee  has  concluded  that  a  mandatory 
standard  for  funding  should  apply  not  only  to  fixed  benefit  plans  but,  as 
well,  to  variable  benefit  plans.   The  effect  would  be  to  require  their 
adjustment  to  a  fixed  benefit  basis.   We  have  been  told  that  such  an 
adjustment  would  not  be  possible  in  a  number  of  cases  because  of  the 
added  cost  involved. 

Private  pension  programs  with  variable  benefits  have  been  worked 
out  by  those  who  best  understand  the  industry  affected  and  in  relation  to 
the  employer's  ability  to  pay.   They  provide  for  a  limited  funding.  An 
anomaly  arises  .   About  1000  private  pension  plans  are  operated  on  a 
"pay  as  you  go"  basis,  i.e.  they  are  fully  non-funded.   There  has  been 
no  suggestion  that  the  payment  of  benefits  to  retired  employees  under  the 
"pay  as  you  go"  plans  should  not  qualify  for  tax  credits  .    Yet,  a  plan 
with  variable  benefits  with  limited  funding  would  not  qualify. 

One  of  the  general  principles  adopted  by  the  Advisory  Committee 
is:  "Wide  latitude  should  be  permitted  in  the  establishment  of  private 
pension  plans  consistent  with  the  concepts  of  the  free  economy  and  the 
divergent  needs  and  circumstances  of  various  firms  and  industries  .  "  In 
applying  this  principle  to  reject  mandatory  vesting,  it  was  observed: 
"Private  plans  have  their  own  unique  role  to  play.    We  are  fearful  that  a 
vesting  requirement  by  law  would  deprive  them  of  that  degree  of  flexi- 
bility essential  to  perform  this  function."   There  are  reasons  also  not  to 
eliminate  latitude  to  establish  plans  with  variable  pension  benefits  and, 
consequently,  funding  which  is  less  than  an  approved  standard.    If  they 
are  deemed  to  be  incompatible  with  public  objectives,  what  about  the 
"pay  as  you  go"  plans  which  are  fully  unfunded? 

In  my  view,  the  conclusion  that  the  same  standards  for  funding 
should  be  made  applicable  to  fixed  benefit  plans  and  to  variable  benefit 
plans  is  not  supportable  on  the  record.  At  least,  further  study  is  called 
for  in  order  to  make  sure  that  an  effort  to  improve  the  pension  rights  of 
employees  generally  will  not  result  in  a  loss  of  opportunity  for  many 
employees  to  secure  any  private  pensions. 
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